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EXECUTIVE SUMMARY

RESULTS IN BRIEF

The preparation and compilation of annual financial data by State agencies into a
comprehensive Annual Report is delayed both in process — how data is prepared and
compiled, and in substance — collection of a large volume of information requiring a high
degree of accuracy. In many instances, these delays would be eliminated or minimized by
revising procedures and focusing the process of compiling data on those steps that are truly

necessary to provide the intended benefits.

BACKGROUND

This study is the result of concerns that the Annual Report (on a legal basis) and the
final audited report (on Generally Accepted Accounting Principles, or GAAP basis) are
produced too far past the end of the fiscal year to be useful for developing the annual budget
and for providing information needed by organizations who develop bond ratings. It had
been some time since the entire process had been evaluated, especially considering the more
recent implementation of CALSTARS, the concerted movement toward GAAP basis
reporting and the impact of recent efforts to evaluate the utilization of professional and
technical accounting personnel in State agencies.

This study was developed and conducted to accomplish the following objectives:
1) to identify the current features of the financial reporting system that contribute to
inefficiencies and ineffectiveness; 2) to describe the features of a system in which financial
reports would be processed to produce the report within 120 days of the end of the fiscal

year; and 3) to identify the changes to establish an ideal system.
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Over 75 persons in operating and control agencies were surveyed and interviewed to
obtain specific information about bottlenecks in the annual financial reporting process.
Sixteen state agencies, the State Controller's Office, and the Department of Finance provided
the basis for the majority of information gathered in this study.

For purposes of this analysis, the financial reporting process can be divided into two
major phases: "Front-end", which refers to the period during which operating agencies close
their books for the year just ended and report financial activities for each of their
appropriations; and the "back-end" phase, a period during which the State Controller's Office
compiles all fiscal data from 300 agencies, reporting on 500 funds or accounts, into one
comprehensive, combined financial statement. On page 5 is a diagram that summarizes the
timelines for the current financial reporting system and also provides the timelines that should
be possible under an "ideal" system in which the process has been optimized.

A draft of this report was reviewed by staff of the Department of Finance and the
State Controller's Office. Their review provided additional information which assisted in

clarifying the impacts of our findings and refining related recommendations.

PRINCIPAL FINDINGS
»  Agencies that take longer to perform monthly reconciliations tend to submit late
year-end reports.
» There are a limited number of key staff in control agencies who are both

knowledgeable about the year-end process and available for assisting agencies.
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There is an expressed need among accounting personnel for more training,

in the areas of: roles and responsibilities of control agencies, CALSTARS
features and functions, reconciliations, and the interrelationship of accounting to
other staff service functions.

The absence of policies on materiality (that is, relative dollar value) and an
acceptable level of accuracy in fiscal data from agencies places a significant

burden upon the State Controller's Office in terms of the amount of verification

- of financial reports that is required.

Verification and compilation by the State Controller's Office of fiscal

data from agencies, and preparation of the Annual Report is performed without
the benefit of a detailed project management plan and schedule.

Computer technology is not yet utilized effectively in the preparation of the
Annual Report; however, there is an approved plan to achieve more effective
computer use by fiscal year 1988-89.

The Legislature has not established firm deadlines for either the legal

basis or GAAP basis reports which makes it difficult to establish accountability

for preparing the Annual Report on a timely basis.

RECOMMENDATIONS

Revise the State Administrative Manual to: (1) require monthly reconciliations
within 30 days of the end of the month; (2) reflect accurately the roles and
responsibilities of control agencies; and (3) reduce the number of copies of each
report submitted to control agencies.

Evaluate the utility of each of the 15 or so reports required in the year-end
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financial statements for the purpose of reducing data redundancy among them.
Develop a training course which describes and explains in detail the overall roles
of fiscal control agencies, with specific information about each unit involved in
the financial reporting process.

Expand existing CALSTARS training courses to provide more detailed
information about the features of CALSTARS which currently may not be fully
utilized by agencies.

In the State Controller's Office, improve the process for producing the Annual
Report by: (1) expanding upon the current target date schedule and work flow
diagram, based upon a proven project management methodology; (2) taking full
advantage of available computer technology (specifically personal computers);
(3) evaluating and, where appropriate, re-allocating staff resources within the
Financial Reports and Apportionments Unit to maximize available skills.
Establish firm deadlines for the legal basis report (i.e., November 30) and the
GAAP basis report (i.e., December 31).

Require agencies to submit their General Fund year-end statements by July 31,

and all other fund statements by August 31.
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CHAPTER 1
INTRODUCTION

A. ORIGIN OF PROJECT

This project is an outgrowth of concerns about the recurring delays in California's
production of its Annual Report. Since the move toward GAAP basis reporting over five
years ago, all but one report was completed more than seven months after the end of the
fiscal year. In addition to the GAAP basis reporting format, the rating agencies also would
prefer states presenting GAAP basis reports within six months of the end of the fiscal year.
There is the potential that late production of the Annual Report delays the evaluation of
California's financial condition for purposes of determining bond ratings. Finally, the
Governor's Department of Finance relies on year-end reporting to prepare the Governor's
budget for the budget year. The budget realistically must be completed by the end of
December for submission to the Legislature on January 10.

Due to California's complex financial reporting system, determining the causes of
delay is not easy. Multiple funds and budget accounts are required for compliance with
legislative authorization. The annual Budget Act, which lists appropriations for agency
programs, requires extensive accountability by line departments in their operations. The
administrative requirements specified in the State Administrative Manual and in directions
from the State Controller's Office also contribute to the complexity of our state's financial
system. Each agency or department is accountable for all expenditures and funds by line
item, and for the reconciliation of agency accounts to centralized control accounts. The
complexity of California's system is reflected in the units to which it reports its data: there
are more than 78,000 control accounts in addition to the 500 statutory funds and accounts in
more than 300 departments. Clearly this volume makes the generation of timely and accurate

data and thorough financial reporting a formidable task.
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Although the CALSTARS accounting system was introduced in 1981 to address many
of these obstacles, there still remains a significant number of problems with the reporting
system, including downtime, cumbersome processing, and the lack of a statewide computer
system for all agencies, including the State Controller's Office. In addition, other factors
which contribute to the problem of late financial reporting include the rapid growth of |
California's budget over the last 15 years; problems some agencies have experienced in
transitioning to the sophisticated CALSTARS environment; increases in technical and
workload demands for accounting professionals and technicians with only a limited
expansion of the educational requirements of the accounting class series; policy changes
regarding the size of the State government workforce, increasing pressure for the State of
California to implement GAAP basis reporting, and the absence of incentives for agencies to

submit timely reports.

B. PROJECT SCOPE AND OBJECTIVES

This project involved a statewide review of the financial reporting system,
procedures, and outcomes with respect to currently identified problems in California's
financial reporting system. Emphasis was placed on specific problems that were identified
during our review as being particularly relevant to the pattern of delay. The volume of
elements influencing the existing process precluded the identification and study of all the
factors that could be creating extra delay; however, the information collected was used to
delineate opportunities for policy and procedural recommendations to correct significant

existing problems.
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The specific objectives of this project were:

» To identify current features of the financial reporting system that contribute to
inefficiencies and ineffectiveness;

»  To describe the features of a system that could produce the report within 120
days of the end of the fiscal year; and

» To identify the necessary changes to establish such a system.

C. PROJECT METHODOLOGY

The project began with preliminary discussions with knowledgeable state officials
on the nature of the problems associated with late financial reports. The purpose of these
early discussions was two-fold: 1) to describe to these officials the objectives of the project
and their expected participation in implementing any resulting recommendations, and 2) to
obtain their perspectives on issues associated with the accounting function in general, and the
financial reporting process in particular.

A survey of 16 state agencies was conducted to gather first-hand information from
staff directly involved in preparing financial reports. Follow-up interviews were held with
each respondent (of which there were 65) to clarify responses and to provide an opportunity
for people to express their personal opinions about the process. The data from these
activities was captured in a data base to develop statistical comparisons of key factors related
to the timely or untimely submission of financial reports.

Concurrent with the above effort, an analysis of activities that occur after agencies
have submitted their reports to control agencies was initiated, beginning with interviews of
key staff within the Financial Reports and Apportionments Unit and the Systems

Management Unit of the State Controller's Office. Then, approximately 35 fund files
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maintained by the State Controller were reviewed to obtain a sampling of the type of
problems they have to resolve before the data from agencies can be made final for the legal
basis report.

Twice during the course of the project, a Technical Steering Committee was
convened to monitor the direction and areas of analysis, to explore issues, and to evaluate
preliminary recommendations for improving the system. The Steering Committee was
composed of Price Waterhouse experts in the fields of accounting, accounting systems, and

financial reporting.

D. ABOUT THE SAMPLE

Our sample of 16 state agencies was compiled according to the following
qualifications stipulated by the Office of the Auditor General: six large agencies, three of
which utilized CALSTARS; three medium agencies using CALSTARS and three medium
agencies not on CALSTARS; two small agencies on CALSTARS and two not on
CALSTARS; and inclusion of some agencies that submitted late year-end reports for fiscal

year 1984-85. The following is a list of the agencies in our sample:

Large Agencies on CALSTARS: Large Agencies not on CALSTARS:
Department of Corrections Department of Health Services (automated)
Department of Developmental Services Employment Development Department
Department of Social Services (automated)

Board of Equalization (manual)

Medium-Sized Agencies on CALSTARS: Medium-Sized Agencies not on CALSTARS:

Department of Alcohol and Drugs Department of Motor Vehicles (automated)
Department of Forestry Department of Food and Agriculture
Department of Housing and ‘ (automated)

Community Development Franchise Tax Board (manual)

1-4
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Small Agencies on TARS: Small Agencies not on CALSTARS:
Department of Commerce California Post-Secondary Education (manual)
State Water Resources Control Board Secretary of State (manual)

Although this sample is not statistically representative of the population, it is a
reasonable representation of state agencies when considering total staffing and staff
expenditures. For example, the large agencies included in our sample represent 21.47% of
total personnel years and 37.88% of total state expenditures for the 1985-86 fiscal year
(Source: 1985-86 California State Budget).

E. GENERAL SURVEY RESULTS

Our analysis of reporting timeliness took several factors into consideration. For
each agency surveyed, we examined the size of the agency, the accounting system utilized,
and the number of funds handled by each. These departmental aspects were each examined
to determine their influence on reporting timeliness. The relationships, or lack thereof, are

noted below.

Is there a relationship between the size of the agency and
the late submission of year-end reports?

Our findings indicate no correlation between the size of the agency and reporting
timeliness. For the 1985-86 year, one large agency, one medium agency, and one small
agency from our sample had late submissions. In 1984-85, three (50%) of the large
agencies, two (33.3%) of the medium agencies, and one (25%) of the small agencies from

the sample had late submissions.
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Is there a relationship between the number of funds
handled by each agency and whether or not year-end
reports are submitted on time?

Our findings indicate no significant correlation between the number of funds handled
by each agency and reporting timeliness. Of the sixteen agencies sample, eleven agencies
(68.75%) had less than five funds. Of those agencies, four (36.36%) were late in 1984-85,
while two of these (18.18%) were not submitted on time for 1985-86. The remaining 5
agencies (31.25%) had between 5 and 34 funds. Two of the agencies were not on time for
1984-85, but only one of these (20%) was late for the 1985-86 year-end deadlines.

Both groups experienced a reduction in the proportion that were late in 1985-86,
from the experience in 1984-85. In and of itself, this does not support a significant

relationship between the number of funds handled and the propensity for late submissions.

Is there a relationship between the type of accounting
system utilized by the agency and the timeliness of year-
end reporting?

Our findings indicate that there is a correlation between the type of accounting
system used by the agency and the timeliness of their year-end statement submissions. Of
our sample, four agencies (25%) used an automated accounting system other than
CALSTARS, four (25%) used a manual system, and the remaining eight utilized (50%)
CALSTARS.
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None of the agencies in the sample using either an automated or manual system submitted
late reports for either the 1984-85 or 1985-86 years. Of the CALSTARS users in the
sample, however, six agencies (75%) submitted late reports for 1984-85 and three of these
agencies (37.5%) were late in 1985-86 .

While these results indicate a relationship between the use of CALSTARS and late
reporting, it is not possible to determine from this evidence alone what is the specific nature

of that relationship or whether that relationship is causal in any way.

F. OBSERVATIONS OF THE ACCURACY OF YEAR-END STATEMENTS

In addition to the survey, we also conducted a review of the condition in which data
is submitted to the State Controller's Office through a random selection of fund statement
files. The review was intended to explore the questions: Do agencies submit reports to the
SCO that are ready for compilation into the Annual Report? Does the SCO have to
manipulate data significantly in order to prepare the Annual Report?

The SCO staff indicated that their task would be much improved if reports submitted
to them were accurate; we were told, in fact, that very few of the reports they receive are
completely accurate. The spectrum of inaccuracies, according to SCO staff, run from
incorrect account codes to transposed numbers to gross errors in accounting logic. The SCO
has told us that considerable effort is given to ensuring the accurate entry of data into the
SCO's computer system. In addition, SCO verifies that all reports within the set consistently
represent the data that is used by the SCO for its report. These checks and any subsequent
corrections or revisions are noted on a form (FAM 28) within each fund file. Our file review
focused on the information in these forms.

Forty-four files were reviewed. These files were largely pulled from file drawers
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(completed statements) and working file bins (unfinished statements) in the Financial Reports
and Apportionments Unit (FRA). In addition, one file was pulled for each of the 16 agencies
surveyed. Finally, staff of the FRA identified specific files which were regarded as
containing substantial inaccuracies.

Of the files we received, seven (16%) had no error/adjustment form (FAM 28).
With regard to the remaining 37 files (which have multiple reports in them), we found a total
of 140 adjustments or corrections had been made by the FRA. Eleven of the 37 files (30%)
noted 61 telephone calls made to agencies to verify data. In the group of adjustments, 6%
represented cases where the agency posted data to the wrong appropriation or to an
appropriation for which the necessary budget revision had not been processed by June 30;
6% posted data to a reverted appropriation or account; 26% were mathematical errors; and
15% were cases of incomplete or missing reports. The remaining 47% were various
"miscellaneous” adjustments. Included in this latter group were 24 instances where an
agency had not made an adjustment that it should have made; 29 instances involving accruals
being done improperly; and 5 instances of negative encumbrances requiring adjustments.

The pattern indicated by this file review suggests that the SCO is rigorous in
pursuing every "error” or "inaccuracy" found in the reports submitted by agencies while, for
the most part, SCO staff are not required (nor would there likely be staff resources available)
to completely re-do the reports in order to correct them. This review indicates that some
portion of the delay in preparation of the Annual Report can, in fact, be attributed to
inaccuracies in the reports.

It is difficult, however, to measure this impact. A strategy for reducing this delay
could take two forms: 1) attempt to achieve a very low level, or even elimination of

inaccuracies on reports received from agencies — a desirable but probably unfeasible goal
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due to costs which would be borne by agencies; 2) attempt to reduce the level of inaccuracy
to the extent practical, accept some amount of "inaccuracy" as immaterial to the overall
quality of the Annual Report, and develop procedures which optimize processing time
despite the existence of errors and inaccuracies. _

This latter strategy would involve, at a minimum, the following actions:

1. By January 31, provide feedback to the majority of agencies on specific
inaccuracies found in the reports submitted for the previous year-end. Since the SCO
itemizes their adjustments on the error/adjustment form (FAM 28) in each file, a copy of the
form and an explanatory form cover letter to the agency's director would provide useful
feedback to the agency. According to the FRA unit chief, this approach of notifying the
agency director of the importance of the SCO's request had been successful for the FRA in a
similar situation previously.

2. Summarize the types of errors which the FRA identified and resolved. From the
FAM 28 forms, the types of errors identified and resolved should be evaluated for
incorporating relevant instruction materials in the following year's training workshops
conducted by the Department of Finance with the SCO participating. In this way, additional
feedback will be provided to agency personnel for avoiding common or serious errors being
committed in the next year-end closing process.

In addition to these points, specific recommendations in Chapters II and III describe
approaches to development of the Annual Report which should result in accelerating its

completion.
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"FRONT-END" PROCESSING

A. OVERVIEW

In evaluating the financial reporting process, it was determined that clear
distinctions exist between functions done in the earlier, or "front-end" phase of producing the
State's Annual Report from those done in the "back-end." This division of functions
provided a meaningful framework within which to examine conditions creating processing
delays.

"Front-end processing” is that phase in the year-end reporting process which occurs
prior to the submission of financial statements to the State Controller's Office, the
Department of Finance, and other control agencies. This phase encompasses activities
performed primarily by agencies and departments, although control agencies also do
preliminary work during this phase. Generally speaking, the major activities during this
phase include agencies closing out their books and summarizing their financial activity for the
prior fiscal year. In addition to verifying the proper recording of expenditures and revenues .
to appropriations and funds, agencies must estimate (and categorize) their accruals and
encumbrances, part of which is a unique year-end activity.

The majority of information gathered in this project about the front-end process
results from the survey of 16 agencies (approximately 70 respondents) and follow-up
interviews which we conducted. There were comparisons made between available
documentation of the information flow in this phase and the perceptions (vis 4 vis, how
things actually are done) of those involved in the system: namely, accounting staff in State
agencies. Our analysis resulted in findings we categorized in three areas: performance
capabilities, information processing, and overall process. No one of the areas individually
can be viewed as the main contribution to delays in the reporting process. Rather, we found
significant interrelationships among many findings, causes, and effects. Naturally, many of

the recommendations we are making may have an impact on each other. Where this is the
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case, we have noted it. (Note: Exhibits in this section have been reproduced from

Appendix G.)

B. FINDINGS, CAUSES AND EFFECTS, AND RECOMMENDATIONS

RELATED TO PERFORMANCE CAPABILITIES

Many of the problems that cause delays in agencies
submitting year-end reports on a timely basis appear to be
symptoms of how the accounting function in State
government is staffed and managed. We found that the
ability of State accounting staff to perform year-end
processing functions in a timely manner is greatly
dependent upon accurate and complete direction from
control agencies and the timeliness of automated
accounting systems producing needed reports.

The nature of the work involved in producing an agency's year-end statements is
different from the majority of the more regular, daily work performed by a typical accounting
office. What accounting offices do on a daily basis is prepare documents for payments,
record revenues and expenditures, reconcile cash accounts with the State Treasurer and State
Controller, reconcile appropriation levels with the State Controller, provide advances,
process travel claims, and so forth. In addition, accounting offices provide fiscal
information to their agency's management and other administrative units, such as the budget
office, for purposes such as planning and decision-making.

The task that accounting offices must do during year-end closing generally is to
prepare data from the numerous records it has used throughout the year and report that data
to — and in a format prescribed by — control agencies. In theory, year-end reporting tasks
would be similar to their other ongoing work. It appears, however, that this is not the
experience of accounting staff. Of the accounting supervisors and staff surveyed, 67 percent
(two-thirds) indicated that the year-end process was at least somewhat different from

ongoing work during the year. More than a third of these characterized the process as being

substantially different. We conclude there is sufficient data to indicate that year-end work is
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different enough from the regular, more routine accounting work that this may have a bearing
on the timeliness in which year-end reports are prepared. We found no data to suggest that
State accounting staff innately lack the ability to prepare timely year-end reports; however,
we did find that lack of access to technical assistance and to definitive guidance in the

preparation of reports could be contributing factors to delays in report preparation.

Agencies that perform later monthly reconciliations are more prone to submit
late and inaccurate year-end reports. Agencies with field offices that do not
receive timesheet data in a timely manner are delayed further in completing
monthly reconciliations.
Causes

The sample of the 16 agencies surveyed showed that, of the three agencies that
submitted late year-end reports in 1985-86, all of them reconciled on a monthly basis an
average of at least 31 days after the end of the previous month. Exhibit I on the next page
illustrates for agencies in the survey when, on the average, monthly reconciliations were
performed. As can be seen from the graph, 65 percent of those responding indicated they
reconciled more than 30 days past the end of the previous month. In a related area,
interviews with staff of one agency with field office operations indicated that submission of
timesheets to headquarters often does not occur until the 15th to the 20th day of the month.
Apparently, the reason for the delay is simply the mailing of timesheets to Sacramento.
Before the reconciliation process can begin, the labor distribution function must be
performed first. Headquarters staff indicated this is normally when timesheet data arrives.

Headquarters staff of this agency also indicated that the labor distribution function is a

cumbersome process.
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XHIBIT I

Survey of Staff

How Soon After the Close of Each Month
is the Reconciliation Done?

(percent of the total responses)

(39%)

0)

By 5th day 6-15 days 16-25 days 26-30 days 31-40 days After 41 days

In comparing the number of average days to reconcile with how soon year-end reports were
submitted for those agencies surveyed, the consolidated data in Exhibit II on the following
page suggests a rough pattern: the later past the end of the month an agency reconciled, the
later it was more likely to submit year-end reports.

What would tend to support this finding is that the three agencies late in submitting
their 1985-86 reports also reconciled more than 30 days beyond the end of the previous
month. Furthermore, as can be seen from Exhibit III also on the following page, the
combined responses of staff and managers surveyed indicated that difficulty in reconciling
was the second most common reason (along with gathering timely data) that may contribute

to late year-end reports.
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EXHIBIT II

Ratio of Late Y-E Reports to
Days to Reconcile per Month

# Days After 6/30 Reports Submitted to SCO
80

70
60
50
40
30
20
10

0
0 5 10 15 20 25 30 35

Avg. # Days to Reconcile Each Month

EXHIBIT II1

Survey of Staff and Managers
What Is The Primary Reason for Late Y-E Reports?

17.07%
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On the other hand, managers surveyed stated that other accounting office priorities are the
primary reason for the lack of more timely reconciliations. In follow-up interviews and in
the survey, managers also stated that, in terms of overall accounting priorities, fund
accounting and accounts payable take priority over reconciliations. Notwithstanding this,
managers recognize the importance of reconciliations; as will be noted below, managers
surveyed indicated that one of the most important areas for enhanced training is

reconciliations (see page II-14).

Effects

The potential impacts of less timely reconciliations include a year-end rush to
reconcile and make adjusting entries, submission of late year-end reports, and possibly
reduced quality control of information to the State Controller's Office. The year-end rush is
an untimely peak workload considering the myriad of tasks agency accounting offices must
perform at year-end. This workload could be smoothed out somewhat if reconciliations and
adjustments were done on a more timely basis. Not having a clearly defined time in which
reconciliations should be performed, however, somewhat diminishes management control
over the performance of certain activities.

The CALSTARS Month End/Reconciliation course advises, on page 8 of the
"Month End Close Checklist" section, that agencies reconcile 15 to 30 days from the
preceding month. In addition, managers in the survey and in follow-up interviews
recognized that more timely reconciliations facilitate the year-end report preparation process.
With regard to agencies where the headquarters office cannot complete its monthly
transactions until timesheet data is received from the field, then, in addition to the monthly

delays in completing reconciliations, more critical delays would likely occur at year-end.

II-6



CHAPTER 2
"FRONT-END" PROCESSING

mmendation
1. Require agencies to reconcile monthly within 30 days of the preceding month,
and revise Section 7900 of the State Administrative Manual (SAM) to reflect this
requirement. This recommendation is based on what is a suggested practice of CALSTARS

agencies.

Responsible Party: Department of Finance, Fiscal Systems and Consulting Unit

Estimated Costs:  Absorbable staff costs for the Department of Finance; potential
savings for agencies to the extent year-end overtime is reduced by
keeping current.

Current CALSTARS course offerings are primarily targeted to agencies
coming on-line to CALSTARS. Consequently, ongoing training of staff of
existing CALSTARS agencies is not given as much priority. In addition,
CALSTARS training concentrates on the technical and mechanical aspects of
system coding, not on the process or impact of accounting transactions.

Causes
The CALSTARS unit within the Department of Finance currently offers three

general types of training; 1) implementation training for new agencies, 2) month
end/reconciliation training primarily for new agencies and secondarily (where space permits)
for new staff of existing CALSTARS agencies, and 3) year-end closing training for all
agency staff.

Current staff resources and the unit's historical mission have made the unit gear their
training more towards implementation of the system, since the unit's main role has been to
bring agencies on-line to CALSTARS. A recent CALSTARS unit reorganization has
recognized the importance of training as a whole, and consequently, a training unit of 3.5
personnel years has been separately created within this unit. The Department of Finance
indicated it has moved toward expanding the CALSTARS training curricula to agencies

already on CALSTARS
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The emphasis in the course content of current CALSTARS offerings is on the
technical aspects of the system's coding, structure, and table design. Given that it is a
complicated system, it is understandable that the mechancial aspects of the process would be
highlighted over the process of accounting. Interviews with agency managers using
automated systems, however, indicated they believe their accounting staff have lost the feel
of the accounting process and the results of a transaction. It should also be noted that about
one-third of the respondents stated their agency does not maintain written accounting
procedures, and slightly over half of the respondents that do have written procedures stated

they very seldom use them.

Effects
The effect of the current CALSTARS course offerings has been that staff of ongoing

agencies may not be receiving adequate follow-up training and further, the emphasis has
been more on inputting transaction codes into proper data cells, with less emphasis on an
overall understanding of the accounting event itself. Not having agency written procedures
or inadequate written procedures may also adversely affect accounting processing. The
result of this would be that staff of ongoing agencies believe they may not be as fully
knowledgable about the system, and managers believe staff may be slowly losing the
understanding of basic accounting, thereby increasing the possibility of bad or inaccurate
data being fed into the system. This would potentially require adjustments to the data, and

could delay the preparation and submission of year-end reports.



CHAPTER 2
"FRONT-END" PROCESSING

Recommendations
1. Open the current CALSTARS Month End/Reconciliation course offering to
include staff of all CALSTARS agencies, new and ongoing. If necessary to keep class size
manageable, offer these courses more often during the year to meet increased demand. In
addition, agency accounting managers should maintain thorough and updated office

procedures, and establish internal procedures to train new staff utilizing these procedures.

Responsible Party: Department of Finance, CALSTARS Unit, and accounting office

managers.

Estimated Costs: ~ Substantial cost for each additional time the CALSTARS course is
offered; for accounting managers, training updates should be an
existing activity.

2. Require staff using CALSTARS or other automated systems to maintain basic
accounting proficiency levels by regular attendance at course offerings on accounting. This
action would be consistent with the CALSTARS' Unit planned incorporation of a similar
provision in an agency's Memorandum of Understanding. To the extent possible, have
current CALSTARS courses further broadened to present specific examples of how coding a
transaction flows through the accounting process (i.e., the accounting event).

Responsible Party: Department of Finance, CALSTARS Unit, and accounting office
managers.

Estimated Costs:  Additional training costs and diverted agency staff time to attend
additional courses.
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There is a limited number of key staff in fiscal agencies who are fully
knowledgeable about the year-end process and who are available to readily
respond to agency questions.

Causes

The staff of the State Controller's Office (SCO), Division of Accounting, Financial
Reports and Apportionments (FRA) Unit is responsible for preparing the Annual Report.
That unit has undergone significant growth over the last two fiscal years. The unit is
currently authorized a total of 26 positions, an increase of eight positions over the 1984-85
fiscal year. Some positions which had been vacant for some time were in the process of
being filled as this project was initiated. Prior to this year, the unit assigned 10 to 15 staff to
prepare the report, complemented with seasonal or student assistant staff on a temporary
basis.

Given that there are about 300 agencies or departments using about 500 funds, and that,
up until this year, only 15 permanent state employees to assist agencies, the effective ratio
would be 1 SCO person for every 33 funds. It should be noted, however, that for every
fund, there may be as many as 12 reports compounded by the number of agencies with
activities in that fund (e.g., General Fund). Thus, in terms of the sets of reports handled by
each person, the effective ratio increases to 1 to 91. Moreover, only a handful of FRA staff
have any meaningful year-end reporting experience; thus, there simply have not been enough
people in the SCO to personally assist agencies needing help during year-end. There are too
few experienced staff in the unit to handle the number of questions that arise during
year-end. The Department of Finance's Fiscal Systems and Consulting Unit (FSCU) plays a
role in answering agencies' questions during the year-end process. It, too, has few
experienced staff available to answer year-end questions. In addition, the staff in the

CALSTARS unit have been assisting some CALSTARS agencies in year-end activities.
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Effects

”

Delays in the process occur because of an agency's "search” for technical assistance
which ultimately may take the form of following the advice of colleagues in other agencies.
Submission of the agency's report is delayed (i.e., waiting for telephone calls to be returned
from the person who would have the right answer) and the SCO's process is delayed if they
have to spend time correcting an incorrect entry.

Agencies cannot rely upon control agencies for technical assistance because, quite
often, some control agency staff are not available when needed to respond quickly and
accurately to questions. Our interviews with agency staff indicated that, to them, it appears
there are not enough control agency staff (with experience) to support all agencies that need

assistance. In the long-term, agency staff seem inclined to rely less upon control agency

assistance.

mmendation
1. In the short term, the SCO should designate hours of the day during year-end in
which agencies will be assured that their telephone calls will be handled by appropriate staff.
Designated staff, including names and types of questions they can answer, should be made
known to agencies. SCO management should commit to allowing all staff who could answer
questions to be dedicated to this function during the specified hours. The objective of this
recommendation is to handle agency problems more efficiently — with one telephone call,

instead of several.
Responsible Party:  State Controller's Office, Division of Accounting.

Estimated Costs: The cost of "extending" office hours should be compensated by the
savings associated with fewer interruptions (i.e., more productivity).
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2. Those control agency staff directly involved in the preparation of the year-end
report should have significant and direct involvement in the year-end/reconciliation training

sessions provided to operating agencies.

Responsible Party:  State Controller's Office, Division of Accounting.
Estima osts: Unknown.

3. Inthe long term, less reliance upon control agencies for technical assistance
should become a goal of the fiscal units in the Department of Finance and the State
Controller's Office. Their roles in this area should be revised to minimize personal,
hands-on technical assistance and to maximize expansion of technical knowledge to agency
staff. Their efforts should concentrate more on assisting in the development and training of
agency accounting managers who would "replace” control agencies in this technical advisory
role. Centralized fiscal policy that bears a statewide impact should remain with a control

agency, as related to their departmental mission. (See below for recommendations related to

fiscal policy setting roles.)

Responsible Party: ~ Department of Finance, Fiscal Systems and Consulting Unit.

Estimated Costs: Minimal since this recommendation focuses on a redirection of
existing resources.

Agency staff surveyed indicated the need for more frequent and expanded
training in the areas of reconciliations and technical (governmental)
accounting. Staff responses also indicated that there is lack of full
understanding on how accounting and the State's budget process are related,
and the roles and responsibilities of the States' fiscal agencies.

Causes
The quality of the current training seems to be satisfactory since, as Exhibit IV on
the following page shows, 84% of staff surveyed rated all current State course offerings as

excellent or satisfactory. Even though staff rate current courses fairly highly, it appears from
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survey responses that there is a need for additional or more specific training in certain key
areas. Eighty-eight percent of staff responded that there is a need for more training. This
may also suggest that current courses are not offered as often as may be needed.
Interestingly, even though more and expanded training is desired, 65% of the managers
indicated their own department does not have an internal training program. This would
suggest that agency managers perceive that, when internal resources are insufficient, training

is more appropriately the responsibility of other agencies.

ITIV

Survey of Staff
How Would State Training Be Rated?

No. of Responses

60 T

50 4+

40 4

30 +

20 +

10 4+

73%

Excellent Satisfactory Less than satisfactory

Exhibit V, on the following page, graphically depicts combined responses of managers and

staff with respect to where enhanced training is desired.
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EXHIBIT V
Survey of Managers and Staff
Areas Where More Training is Desired
# of responses
35 - 34 3

30 4+

25 4

20 4+

15 +

10 +

Role of Fiscal  Year End Reconcil. Acctg/Progr  Acctg Theory Tech (govtl) Other
Agencies Process Budg. Acctg

Currently, the Department of Personnel Administration (DPA) and the Department of
Finance's Fiscal Systems and Consulting Unit (FSCU) and CALSTARS Unit each conduct
similar but separate year-end/reconciliation training courses. Recognizing the need for the
CALSTARS training course on its own, we nonetheless found little coordination between
DPA and FSCU on course content or development. This would suggest that resources are
not being used effectively, and may lead to duplication of effort. In both courses, the
reconciliation component was not given as prominent a discussion as the survey respondents
believe is required.

As noted above, technical governmental accounting was one major area mentioned
by respondents as a training area in which there is considerable interest. What may partially

account for this is that there is currently no requirement for accounting staff to complete
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governmental accounting curriculum in order to qualify for the State's accounting
classification series. We found governmental accounting is discussed in Module III of the
recently created DOF State Fund Accounting course. A Department of Personnel
Administration course on the State Accounting Process course discusses various detailed
"nuts and bolts" aspects of governmental accounting, but little in the area of the framework
of governmental accounting and how it differs from other types of accounting.

With regard to the relationship between accounting and the State budget process, the
new DOF course in module XI (Budgetary Accounting) discusses how accounting relates to
the State's budget process. Other current State course offerings do not present such a
discussion. Similarly, it is apparent from the survey responses that there is some confusion
regarding the specific roles and responsibilities between the various fiscal agencies. The
DOF State Fund Accounting course includes some discussion of this, but it does not appear
that this issue is discussed in other existing State accounting courses. The DOF course,
however, is currently limited to professional accounting classifications only. Those below

the Accountant Trainee level are not able to attend this course.

Effects

Delays in reconciliations and the year-end process are potentially exacerbated
because of specific gaps in the training which agency accounting staff receive. This could
also adversely affect the overall operation of the accounting office. The need for enhanced
reconciliation training suggests, for example, that respondents are not fully comfortable with
their understanding of the reconciliation process.

Similarly, the need for enhanced training in the other areas mentioned are important
to address, to the extent that lack of staff knowledge inhibits an agency's ability to submit

year-end reports in a timely manner. This would especially hold true if agency staff are not
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fully trained in the basic aspects of governmental accounting, even though they may have

academic or direct experience in private enterprise accounting.

Recommendation

1. Open the Department of Finance course on State Fund Accounting to all
accounting classifications to allow accounting office managers to enroll those staff they think
will benefit from the course. Also, offer the course more often. Expand and highlight the
current discussion on the roles and responsibilities of the State fiscal agencies (Module II,
Section F, page 46) and present it as a separate module.

Responsible Party: Department of Finance, Fiscal Systems and Consulting Unit.
Estimated Costs:  Added costs to the extent additional courses are offered.

2. Expand the current modules in the State Fund Accounting course that describe
how accounting relates to the budget process (Module XI), and that discuss governmental
accounting (Module III). Obtain additional feedback from participants on the contents of the
course, and utilize that feedback to refine the course as needed.

Responsible Party: Department of Finance, Fiscal Systems and Consulting Unit.
Estimated Costs:  Unknown, but could be significant.

3. Consolidate the year-end/reconciliation courses offered by Department of
Personnel Administration and Department of Finance. The responsibility for developing and
conducting this course should reside within the Fiscal Systems and Consulting Unit, since it
is generally recognized as the lead fiscal policy agency; however, staff of the Financial
Reports and Apportionments Unit should be actively involved in developing the components
on financial reporting.

Responsible Party: Department of Personnel Administration and Department of Finance.
Estimated Costs: Consolidation should result in substantial cost savings.
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4. Expand the discussion of the reconciliation component currently presented in the

Year-End/Reconciliation course. Specific additional enhancements should include:

Reconciliation problems which require correcting previous entries
(whether manual or automated);

»  Examples of preparing adjusting documents for State Controller records
in addition to adjusting agency records;

» Coordination of reconciling fund balances with another agency; and

» Presenting actual agency examples of reconciliation problems or errors
they have encountered.
Responsible Party: Department of Finance, Fiscal Systems and Consulting Unit.
Estimated Costs:  Minimal costs since this is an expansion of existing curriculum.

5. Improve the written presentation of the DPA State Accounting Process course.
Summarize the contents of the DPA State Accounting Process course in an Introduction or
Overview Section, which outlines course approach and objectives. Develop an organized
and thorough Table of Contents for the course. Also highlight the Glossary of Terms in the
Table of Contents, and add as an appendix.

Responsible Party: Department of Personnel Administration.
Estimated Costs :  Absorbable costs.

Staff of state agencies are unclear on the specific roles and responsibilities
of the fiscal agencies involved in the process.

Causes
The roles and responsibilities of each of the fiscal control agencies apparently are not

adequately communicated to accounting staff and staff of state agencies in general.
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Information on these roles is touched upon briefly in some training courses and scattered
throughout documents frequently referred to by accounting staff. These documents include
the Governor's Budget, the State Administrative Manual (see Appendix J for pertinent
sections), management memos from the Department of Finance, directive letters from the
State Controller's Office, and general statements included in the Government Code. The
following are excerpts from these documents:

» The Governor's Budget (1986-87) indicates that one function of the Fiscal
Systems and Reporting Unit is that it "develops and communicates statewide
fiscal and accounting policies and procedures to state agencies through
Management Memos and the accounting portion of the State Administrative
Manual."

» The Budget also indicates that, through the Fiscal Control Program Element, the
State Controller's Division of Accounting, among other things, is to "report
promptly and accurately the State's financial condition and operations to assure
fiscal integrity of State government."”

»  Section 7360, Organization for Fiscal Management in the State Administrative
Manual, is silent on the roles of the State Controller's Office and the Department
of Finance in managing California's fiscal resources.

Thirty percent of the responses from accounting managers and 64 percent of the

responses from accounting supervisors and staff indicated the need for additional courses in
this area. Our review of source documents and the results of the survey suggest there may

be confusion about roles and responsibilities of control agencies.
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Effects

Without a meaningful understanding of the interrelationships of fiscal control
agencies, staff in accounting offices cannot understand the importance of their providing
accurate and timely information to control agencies so they can perform mandated functions.
In interviewing staff in the Financial Reports and Apportionments Unit we learned that, in
some instances, agency staff had indicated they were unaware that their agency's information
was published in the Annual Report. On the other hand, several agency staff we interviewed
commented that it is their impression that even the units in the control agencies are unaware
of their own role in the reporting process. Thus, the lack of specific knowledge of the roles
and responsibilities of the players in fiscal management has an indirect bearing upon the

accurate completion of financial statements.

Recommendations

1. The State Administrative Manual should be revised to include detailed
descriptions of the roles and responsibilities of all fiscal agencies and units involved in the
reporting process. These include: the Fiscal Systems and Consulting Unit and the
CALSTARS Unit in the Department of Finance; Financial Reports and Apportionments Unit
and Control Accounts Unit in the State Controller's Office; and the Auditor General for its
GAAP Basis reporting functions.
Responsible Party: Department of Finance, Fiscal Systems and Consulting Unit.

Estimated Costs:  Minimal, since the revisions to the Manual could be incorporated into
regular reviews and planned updates.

2. The Department of Finance should develop and provide a course on the roles
and responsibilities of the fiscal control agencies, including the functions of the involved

units within those agencies.
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Responsible Party: Department of Finance, Fiscal Systems and Consulting Unit.

Estimated Costs:  There may be significant one-time costs to implement this
recommendation.

3. Every accounting course should describe the relationship of all affected control
agencies to the particular subject matter of the course. For example, the course on year-end
closing provided by the CALSTARS Unit should include a section on how other agencies,
(i.e., Financial Operations in the Department of Finance, and the Auditor General) in addition
to the State Controller, depend upon the accuracy of data in year-end statements.
Responsible Party: Department of Finance; State Controller's Office; Department of

Personnel Administration.
Estimated Costs:  Some additional, but minimal staff costs.

4. Accounting office managers should include a discussion of the roles and
responsibilities of control agencies not only during year-end work training sessions, as well

as in ongoing staff development to their staff.

Responsible Party: Agency accounting office managers.

Estimat : None.

C. FINDINGS, CAUSES AND EFFECTS, AND RECOMMENDATIONS
RELATED TO INFORMATION PROCESSING

Although there is substantial involvement of computer
technology in some agencies, it is not being fully utilized
in most agencies.  Moreover, even with expanded
utilization of computer technology to accelerate the
process, there is considerable unnecessary duplicate
information provided in year-end statements.

Of the sixteen agencies we surveyed, including the field offices, all but one used
some form of computer capability. Eight of the agencies used either a CALSTARS or other

automated accounting system for the majority of accounting work. Ten of the sixteen
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agencies used personal computers (six of them, in addition to their central automated system)
to complete their year-end statements. Unfortunately, some of the more involved statements,
such as the accrual worksheet (Report 2) are required by the State Controller to be submitted
on the form prescribed by them unless the agency obtains prior approval from the State
Controller to use an alternative format. Although agencies can more easily revise the
worksheet using a spreadsheet on a personal computer, they must still provide the
information onto the prescribed form except for those using an approved alternative format.
We have been informed by the FRA Unit that various spreadsheet formats currently are being
examined to develop a format for Report 2 to be used by all agencies.

In addition, there currently are no plans to develop the capability for agencies to
electronically transfer year-end information directly to the State Controller's system. This
had been proposed when the California Financial Information System (CFIS) was originally
designed but was given a low priority. In our interviews with Department of Finance and
State Controller's system staff, we found no indication of interest in resurrecting this
alternative although the benefits of such an action are clear to all parties.

Staff of CALSTARS agencies perceive the system as complex and inflexible
for their specific requirements.
Causes

Interviews with agency staff indicated their perception of the CALSTARS system as
being very complex and inflexible in meeting their unique accounting needs. The perceptions
about inflexibility appear to relate to the use of a table-driven format, limited ad-hoc

reporting, limitations in receiving data after a certain period, and delays in getting requests
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completed by the CALSTARS unit. That the system is complex may increase the perceived
inflexibility of the system on the part of less knowledgeable staff. This would be particularly
likely where CALSTARS replaced a manual system.

Some agency staff raised concerns over ad-hoc reporting limitations and the
complexity of the table structures and other system modules. Because of this lack of
familiarity with the various system features, some agency staff are reliant upon the expertise
of the CALSTARS unit for assistance and performance of certain work. Although there are
varying levels of CALSTARS knowledge across state agencies, smaller agencies would tend
to have less familiarity with the system as a result of having less staff experience upon which
to draw. Sixty-eight percent of the staff surveyed who responded said the CALSTARS unit
is readily accessible and helpful in meeting their requests. In follow-up discussions, agency
staff stated that staff of the CALSTARS unit are as responsive as can be given their workload
in answering system questions or filling various agency requests. Staff interviewed also
indicated, however, that CALSTARS analysts appear to be re-assigned fairly frequently. If
so, this would tend to reinforce the belief of those staff who consider the system overly
complex or inflexible.

In the survey, half of the managers who responded stated that when the agency
implemented CALSTARS, the CALSTARS Unit's training effort was satisfactory. Those
who felt it was less than expected expressed the view that this may have been because
CALSTARS Unit staff were unfamiliar with the system, or implementation planning was

inadequate.
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Effects

Unfamiliarity with the CALSTARS system results in agencies not being able to
tailor the system as close to their accounting needs as they otherwise could. In addition,
staffing constraints, attrition, and frequent reassignment of staff at the CALSTARS Unit
make it difficult for agencies to receive timely assistance. Ultimately, this limits an agency's
ability to use their system to improve ongoing and year-end processing, produce special
reports, or monitor financial status.

Recommendations

1. Resurrect the CALSTARS Agency User Group. The purpose of the group
would be to share information about the system and its many features, and to discuss
common system problems, issues and solutions. Such a group could convene once a month
or every two months. A Chair of the Group should be chosen annually from among staff of
CALSTARS agencies. In addition, the CALSTARS Unit should assign a liaison person for

participation in the User Group.

Responsible Party: Department of Finance, CALSTARS Unit, and assigned staff of

CALSTARS agencies.

Estimated Costs:  Loss of staff time associated with attending the User Group meetings,
and added staff costs to the CALSTARS Unit related to staff
participation in the User Group.

2. Establish a policy of not reassigning CALSTARS analysts at year-end time, with
the objective of keeping an analyst on the same assignment for at least one year.
Responsible Party: Department of Finance, CALSTARS Unit.

Estimated Costs:  None.
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3. When training first year agencies, the CALSTARS Unit should train agencies to
optimize their use of the basic features of the system, while mmumzmg any overly complex
accounting schemes. For more advanced CALSTARS agencies who have been on-line for
several years and wish to tailor the system more to their needs, the CALSTARS Unit should
create a new advanced CALSTARS course. This course should emphasize modules of the
various system features. The CALSTARS unit could gather input from agencies on system
features which agency staff would like to learn. This feedback, as well as information
gleaned from the CALSTARS Unit's annual year-end survey of agency staff, could be the
basis for the topics to be discussed in this new course. Input from the newly created Agency
User Group could also be used to identify potential course content. Some modules could
include, for example, ad-hoc reporting, how to utilize RAMIS effectively, and advanced
table design and structuring modules.

Responsible Party: Department of Finance, CALSTARS Unit.

Estimated Costs:  Unknown.

The timing of CALSTARS programming changes causes severe disruptions
and delays in agencies obtaining necessary information for producing their

year-end financial statements, and consequently taxes the availability of
CALSTARS services at that time.

Causes
In follow-up interviews with those who responded "other"” when asked what the
primary reasons are for late year-end reports, we found that staff believe a major source of
the bottlenecks at year-end is system downtime associated with implementing programming
changes (see Exhibit III on Page II-5). Related but secondary to the main issue, agency staff

indicated that resources were re-directed near the year-end period to implement system
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changes, rather than completing critical year-end tasks. Agency staff indicated, and we later
confirmed, that the CALSTARS Unit has determined that year-end is the most appropriate

time to initiate system changes.

Effects

The effect of system downtime results in delays in entering information into the
system, obtaining timely reports from the system, and checking the input of information.
These problems would also lead to additional calling of the CALSTARS Hotline during the
critical year-end period, and therefore straining the Hotline resources that may be in place at
the time.

According to follow-up interviews with agency staff, data has actually been lost in
the system in some cases, due to bugs in the new programs. This downtime, and the
unpredictability of when potential downtime may occur, adversely affects agencies' abilities
to prepare and submit more timely year-end statements. It should be noted, however, that
the CALSTARS unit should be commended for its efforts in coordinating this downtime.
This unit has attempted to keep agencies informed of its activities during year-end and has
solicited agencies' opinions in an annual survey used for improving their function. It should
be emphasized, therefore, that the issue here is one of assessing the advantages and

disadvantages of making programming changes at year-end, and not the need for such

changes.

Recommendations
1. Review CALSTARS' current system testing methodology for programming
changes. The objective of such a review would be to determine additional or improved

testing methods available, prior to releasing programming changes to agencies for
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implementation, and re-evaluating the benefits of changes and their impacts on agencies. The
purpose of enhanced testing would be to reduce system downtime to agencies at year-end

time.

Responsible Party: Department of Finance, CALSTARS Unit.

Estimated Costs:  There could be substantial costs to the Department; however, the
savings to the agencies resulting from improving the process of
isntggmenting program changes would partially offset total costs to the

2. The CALSTARS Unit should not introduce programming changes any later than

May 31st of each year. In addition, it should be the intent of the CALSTARS unit to provide

as much lead time as possible for agencies to accommodate the system changes.

Responsible Party: Department of Finance, CALSTARS Unit.

Estimated Costs:  None.

3. During peak year-end processing, have data processing staff of the CALSTARS

Unit available on the CALSTARS Hotline on weekends, holidays, and extended weekday

hours.

Responsible Party: Department of Finance, CALSTARS Unit.
Estimated Costs:  Additional overtime hours in the CALSTARS Unit.

Much of the information supplied in specific year-end reports is duplicative.

Causes
One apparent function of the multitude of year-end reports required of each agency is
to verify that proper steps have been followed in preparing the statements. The result of this
is there is a significant amount of duplicate information provided in various forms and

statements within the year-end packet. Although the packet of statements (and certain
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individual statements) must bear the certification of the agency director or some other
authorized departmental agent, there are checks and balances among the various reports that
have been deliberately built in, nevertheless. For instance, Report 5, Final Reconciliation of
Controller's Accounts with Final Budget, is the summary of more detailed information
provided in Report 6, Summary of Final Budget Report. There is no question that agencies
must complete the calculations represented in both reports in order to accurately report fiscal
data and to reconcile to State Controller balances. It is not clear, however, why it is
necessary to obtain certifications of both reports.

The issue of certification (which may be a minor problem) aside, we understand that
the multitude of year-end reports is intended to provide the State Controller with a complete
picture of the agency's year-end condition in order to isolate the chance of apparent errors or
discrepancies, especially when agency records do not agree with SCO records. It is our
understanding that each report is used for specific purposes by the SCO and, therefore,
considered necessary to complete a specific stage in the currently established process for
preparing the Annual Report.

In addition to the above, there is the appearance of redundancy caused by control
agencies requirements of agencies to prepare 1) documents for key entry and 2) audit
working papers. Both the State Controller's Office and the Office of the Auditor General
have attempted to develop the Accrual Worksheet (Report 2) for verifying correct entries, and

Report of Accruals (Report 1) for expediting the data compilation process.
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Effects

Redundant information, collected on more than one report, requires verification of
changes or corrections of data in several portions of the packet. If a data element appears on
more than one report, and those reports are not automatically (i.e., electronically) integrated,
then changes must be made to each individual report. Separate adjustments to separate
reports for the same adjustment is inefficient and increases the likelihood of error: either the
wrong adjustment is made or one report is overlooked. Verification and re-verification of
data is compounded with every instance of duplication.

"Forms management" is both a science and an art. It is difficult to predict what
amount of simplification of the current package is possible and desirable. It should be
recognized that requiring the submittal of a substantial amount of interrelated and duplicative
data — in order to assist SCO staff in tracking back inaccuracies — will tend to increase the

level of inaccuracy, and therefore be counterproductive.

Recommendations
1. For the 1987-88 Annual Report, the need and utility of information on all

required year-end reports should be evaluated for purposes of eliminating information and/or
entire reports not needed for compiling the Annual Report. The goal should be to minimize,
to the extent practicable, unnecessarily duplicative information. Agencies should use the
revised set of year-end reports to prepare their 1987-88 year-end closing package. The State
Controller's Office should take lead responsibility for this activity since that office relies
upon the year-end statements for compiling the Annual Report and it is in their best interest to

reduce the amount of paper they need to process, to reduce the amount of data verification
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steps they follow, and to simplify the data compilation process overall. The new packet of
forms should be distributed with the State Controller's 1987-88 year-end procedures

notification letter.

Responsible Party: State Controller and Department of Finance.
Estimated Costs:  Significant staff costs associated with determining the need for
information on each report.

The number of required copies of each year-end statement seems excessive.
Causes
Over time, the need for multiple copies of each statement has increased. Currently,
an original and a minimum of four copies of each year-end statement are required. The
requirements outlined in the State Adminstrative Manual specify that the Department of
Finance gets two copies of most statements, the State Treasurer gets one copy of one
statement, and the State Controller and Auditor General each get a copy of each statement for

each fund. In addition, agencies prepare internal copies.

Effects
All of this impacts the production portion of submitting reports on time. (During the
conduct of the survey, one agency indicated that it took 12 days to produce the number of
copies they are required to submit to control agencies. Although this admittedly is unusual, it
indicates the potential impact on agencies for multiple copies of a myriad of reports.) Also, if
a change is made at the last minute, then new copies of that report have to be made. Much of

this report duplication appears to be unnecessary.
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Recommendations
1. Revise the State Administrative Manual to require two copies of year-end reports
to be submitted, one each to the State Controller's Office and the Department of Finance,

Financial and Performance Accountability Unit.

Responsible Party: Department of Finance, Fiscal Systems Unit.
Estim ts:  Minimal, since this recommendation could be accomplished with

regularly planned updates to the Manual. Savings in staff
time during the year-end process should be realized in some agencies.

D. FINDINGS, CAUSES AND EFFECTS, AND RECOMMENDATIONS
RELATED TO THE OVERALL PROCESS

Overall, the financial reporting process, by its nature, has
some inherent bottlenecks whose negative effects can only
be minimized, not eliminated. Further, the fiscal year cycle

may not fit well into the operations cycle of some agencies,
thereby causing processing bottlenecks for specific

departments.
Considering that each agency currently must compile detailed information to be

recorded on a minimum of 18 statements (and some have as many as 10 times that amount
depending on the number of funds) within a relatively short period of time, it is not
surprising that the process can be slow and difficult to complete on time. There is no
disputing the fact that each agency must go through a considerable and well-planned effort to
complete the required reports accurately and as close to deadlines as possible. There are,

nevertheless, some readily available opportunities for improvement.
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The level of detail in accounting systems does not lend itself to rapid
compilation of data for year-end statements.

Causes

The production of the State Controller's Annual Report is based upon a "bottom up"
approach to compiling financial information. Because each operating agency is responsible
for its own books and maintains separate "pieces" of common accounts and funds (e.g., the
General Fund), there is a natural "rolling up" process that must occur in order to provide
complete information. Within this complex process, however, there is inadequate attention
to the issue of materiality of discrepancies and the appropriate level of detail upon which each
agency should report its information. At this time, each agency reports to the nearest cent
and the State Controller produces its Annual Report to the nearest dollar. The GAAP Basis
Report presents data at the nearest one thousand dollars. This is similar to the practices of
other states. (See Appendix F, Profiles of Other States.) Even then, however, states such as
New York and Maryland have the capability for electronic transfer of data. This makes the

time factor involved in processing financial data at low levels acceptable.

Effects
Absent the capability of electronically transferring minute and massive amounts of
fiscal data, California is faced with an enormous amount of detailed information flowing into
a very narrow conduit. By its nature, accounting requires complete integrity in the
maintenance of records and we found evidence of this throughout all of our interviews with
agency staff. The cost of reporting information at this level of accuracy, however,

potentially exceeds its benefits. In addition, a significant amount of time appears to be spent
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by staff in the Financial Reports and Apportionments Unit in the State Controller's Office
reconciling discrepancies between agency reports. (See Chapter 3 for related

recommendations.)

Recommendation
1. Revised policies on acceptable margins of discrepancies, for reportin ses
only, in agency reports should be established and communicated to staff who review agency
statements for producing the Annual Report.
Responsible Party: State Controller's Office, Financial Reports and Apportionments Unit.

Estimated Costs:  Should result in savings due to less time spent on reconciling
insignificant discrepancies.

2. The issue of materiality should be considered by the State Accounting Advisory
Group for the purpose of recommending statewide policies to the Legislature for ensuring

professional integrity and providing guidance both to control and operating agencies.

Responsible Party: State Accounting Advisory Group.
Estimated Costs:  None.

3. Legislation should be enacted for establishing reporting thresholds in
Government Code Section 12461 which would eliminate the requirement for the State
Controller to report on appropriations of $9,999 or less. The SCO would continue to
maintain control accounts for all appropriations but would not be required to report on all
appropriations. The intent of this recommendation is to minimize only the reporting activities
of the SCO so as to reduce SCO's verification of data provided by agencies. It is not
intended to change 1) the reporting requirements of agencies, nor 2) the control account

function with the SCO.



CHAPTER 2
"FRONT-END" PROCESSING

Responsible Party: State Controller's Office and Department of Finance.
Estimated Cost: Should result in substantial savings to the State Controller's Office.

Having different due dates for different financial statements creates
additional workload among agencies required to report consistent data.

Causes

Current reporting due dates are: for agencies with General Fund appropriations
only, their statements are due July 21; for agencies with General Fund and other
governmental funds, their statements are due July 31; all other statements are due August 20.
These multiple due dates have been in effect for some time in order to compile information
on the General Fund as early as possible. Also, prior to the most recent past, there were
fewer governmental and non-governmental cost funds to report on; having multiple deadlines
posed few, if any, problems. Our survey showed that the coordination among agencies for
reporting fiscal information can be difficult if each agency has a different reporting deadline.
There is now a requirement that agencies be more specific about Due To Other
Funds/Appropriations and Due From Other Funds/Appropriations/Other Governments.
Although we found that many agencies simply reported what they could by their deadline, a

more efficient process is required to ensure consistent reporting of data.

Effects
Agencies may spend more time than is needed to reconcile with other affected
agencies because of different due dates. Further, the State Controller must review data
which is not reported within the same timeframe. This additional but avoidable workload

delays the process.
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Recommendations
1. Require that all General Fund reports be submitted by July 31 and all other
funds by August 31. Designate the State Controller's Office as the agency responsible for
setting deadlines and informing state agencies of the consequences of non-compliance. The
requirement should include a provision for certifying that agencies coordinated, as needed,
with other agencies so that consistent data is reported.

Responsible Party: Department of Finance and State Controller's Office.
Estimated Costs:  None.
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A. OVERVIEW

"Back-end processing" refers to that portion of the year-end reporting process that
begins once state agencies have submitted their year-end statements to the State Controller's
Office, Financial Reports and Apportionments Unit (FRA). Essentially, this part of the
process is really the conduit through which all fiscal data must proceed. At our request, the
FRA expanded upon an existing document and prepared a flow diagram of their activities in
preparing for and producing the Annual Report (See Appendix H). As can be seen from the
diagram, the process is a complex one, involving many simultaneous steps with key
coordination points throughout.

The Annual Report work flow diagram is one of five documents the SCO uses to
complete the Annual Report. The other documents are:

» Fiscal System Year-End Closing Processing Plan, for transferring data to the

current year Reporting System;
e Plan for the Preparation of the Annual Report, a descriptive outline of necessary
steps;

» Target Dates, a schedule of dates of major phases; and

e Schedule for Printing the Annual Report, notification to the State Printer.

In analyzing back-end processing, we collected data from interviews with staff in the
FRA and other units within the State Controller's Office and staff of the Auditor General's
Office. Over 35 fund statement files and other control documents were reviewed. Data from
our survey of state agencies was compared to data found in this part of the project. The
majority of our findings made from our review relate solely to the internal activities in the

FRA Unit.
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B. FINDINGS, CAUSES AND EFFECTS, AND RECOMMENDATIONS
RELATED TO PERFORMANCE CAPABILITIES

The task of compiling summary data for producing the
Annual Report appears to be made unduly difficult owing
to the existence of an inadequate project management plan
coupled with staff having insufficient experience in State
departmental accounting offices. Moreover, there appears
to be insufficient planning related to minimizing the effects
of conflicts in workload priorities.

The unit which is largely responsible for publishing the State of California's Annual
Report is the Financial Reports and Apportionments Unit (FRA) within the Division of
Accounting in the State Controller's Office. This unit is comprised of 26 professional staff
with a portion of a stenographer position for limited clerical support. The FRA has three
major responsiblities composed of a sundry of activities. The FRA's major responsibilities
are: 1) preparing various financial reports on a monthly, quarterly and ad hoc basis; 2)
preparing and completing 25 apportionments and other distributions to local governments;
and 3) preparing the Annual Report. The FRA estimates that approximately 60.5% of its
workload is due to the Annual Report, 22.3% is due to apportionments and other
distributions, and the remainder, 17.2% due to miscellaneous assignments (including the
Schools program) and reports.

In addition to a review of the FRA's process for producing the Annual Report,
information about the apportionments workload was reviewed to identify where shifts in
priorities for completing mandated tasks drew resources away from production of the Annual
Report. The assumption is that, if staff were not working on the Annual Report, then they
would be meeting a statutory requirement for apportioning funds to local governments. Our

review of the data provided by the FRA showed that, in addition to other assignments, 10 of
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the 26 staff in the unit principally handle the apportionments and distributions.
Supplementary activities which support the apportionment work are performed by other staff
and supervisors.
Having a less than adequate project management plan for producing the
Annual Report hampers the ability of staff in the Financial Reports and
Apportionments Units (FRA) to set priorities, allocate resources effectively,
manage other workload effectively, and know when critical milestones in the
process have been accomplished.
Causes

Management of the year-end reporting process in the FRA has followed a set pattern
which was developed for a number of years by previous and current managers. FRA staff
indicated that they use a schedule of target dates and the Annual Report Work Flows and
Plan to manage the Annual Report project. (The Annual Report Work Flow diagram,
provided to us in draft form and dated November 1, 1986, is included as Appendix H.)
Progress reports on the completion status of worksheets and fund statements are provided on
a weekly basis to the Unit Chief from the supervisors in the FRA unit. We understand that
periodic status reports on all phases of the project are provided to the Division Chief.
Whenever a status check is made of agency reports, a staff person spends a considerable
amount of time reviewing the log currently used by the FRA to record the receipt of
statements. Despite not having a detailed project management plan for producing the Annual
Report, as such, other workload in the unit — apportionments, other reports and special
projects — is managed so as to ensure a consistent allocation of resources needed for

producing the Annual Report. The FRA indicated that "when a certain area becomes

backlogged, resources are shifted from areas that have a smaller backlog or are working on

lesser priority projects".
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Effects

Preparation of the Annual Report is a project (as distinct from on ongoing task, such
as processing licensing applications). Successful projects of this magnitude require a
cohesive, logical series of activities to be completed within specified timeframes.
Production of the Annual Report lends itself to a project management approach that includes
detailed critical path analysis and resource scheduling. Without a comprehensive and more
detailed project schedule, staff are unclear about the critical path that has to be followed in
order to meet management deadlines. Management can neither readily identify nor evaluate
adequately those areas where additional resources should be allocated to a backlogged area
without significant effort, such as by reviewing several log books. Without a detailed project
plan for outlining the specific, incremental steps that are needed for completing the numerous
tasks, staff in the unit — especially new staff — cannot see the importance of task
completion by a set time.

In contrast, the development of a well-designed project management plan would help
the SCO staff to achieve a greater degree of "control" over the process — by more accurately

identifying and isolating causes of delay in time to take corrective action.

Recommendations
1. The FRA should expand upon its existing planning documents (schedule of
target dates, work flow, etc.) to include key information needed for timely completion of the
Annual Report. This more detailed plan should be developed in February or March in order
to allow sufficient lead time to complete tasks identified early in the schedule and, more
importantly, to begin recognizing the level of resources needed to complete all required tasks

in the FRA Unit. The more detailed project plan should include:
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»  major tasks, sub-tasks and their dependent (not merely sequential) relationships,
with as much detail as possible;

» identification of necessary resources (staff, time, products) to complete each
task and sub-task;

e discretionary and absolute deadlines;

» project milestones and task intervals; and

» task outcomes, tangible or otherwise, at each juncture in the project.

Responsible Party: Unit Chief, Financial Reports and Apportionments Unit.
Estimated Cost: None; in fact, there should be substantial savings, overall, to the
FRA Unit once a more detailed project plan is effectively utilized.

2. Status reports, including existing logs maintained for monitoring progress,
should be designed in a logical fashion so that information can be readily retrieved. The
FRA Unit is planning to automate many, if not all, of its status reports. Management should
give priority to this effort since it will help significantly on the overall management of the
Annual Report project. For example, if the log on agency statement submissions is set up on
a personal computer to record the receipt of statements by date, agency, and fund, then, at
any point in time without substantial effort, management can determine which agencies have
not submitted their reports and can identify which reports are missing.

The workload related to making several different apportionments to local
governments may indirectly interfere with completing the Annual Report.

Causes
The Financial Reports and Apportionments Unit is responsible for 25 separate and
distinct apportionments or other distributions to local governments. The frequency of these

events is summarized in the chart which follows.
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Frequency of Apportionment Number of Apportionments in Category

Monthly 8
Quarterly 3
Four-month intervals 1
Semi-annually 6*
Annually 6
Ongoing, as requested 1
Total: 25

* For one of these, the last apportionment was made in 1986.

In addition to information on the frequency of apportionments, the FRA Unit
estimated the amount of time spent completing the various apportionments and distributions
at each interval, including supervisory time. (At this time, according to the FRA, there are
no apportionments for Personal Property Tax and Non-Enterprise Special Districts.)

The detailed hourly estimates provided by the FRA Unit indicates that the
apportionment activities that will continue in 1987-88 consume about 7,066 hours of staff
time. Further analysis shows that during the months of April through December (the time
when start-up and processing activities for the Annual Report occur), approximately 5,324
staff hours are spent doing apportionments. For the nine-month period, then, the aggregate
number of hours spent each month on apportionments averages about 59 hours per month
per person (5,324 + 10 + 9 months). For each of these 10 staff, there would remain about
100 hours a month to work on the Annual Report. The remaining portion of
apportionment-related staff effort — approximately 1,742 hours — occurs at times other than

during the period in which the Annual Report is produced.
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Effects

Staff of the FRA Unit have indicated their belief that there is minimal interference
from mandated apportionments with the tasks related to producing the Annual Report, and
the data shown above appears to support this contention. This situation must be interpreted
cautiously, however, due to the way in which individual staff are assigned specific
apportionments, and because specific roles in the Annual Report process show some
specialization of duties. At this level there may be considerable coincidence of workload
between the two assignments. For example, one staff member is responsible for
apportionments which consume about one-half of that person's time during the nine-month
period involving Annual Report activities. This person's responsibility in the Annual Report
project includes supervising the completion of the General Fund Accrual Accumulation
worksheet, one of the most critical and time consuming tasks in the process. (In fact, we
have been informed by the FRA staff that virtually every person works on the General Fund
at some point in the process.) In another instance, a staff member who is responsible for
five apportionments having heavy workloads during the peak Annual Report period (July
through September), is also responsible for the preliminary accrual reports including
reviewing and completing agency accruals for the final report.

Not all staff in the FRA unit, however, are faced with these kinds of workload
demands. For example, two staff appear to have substantial apportionment workloads and
minimal involvement in the Annual Report workload, while another staff person's major
function involves performing critical preliminary reviews of year-end statements and no
apportionment activities.

The effect of having the same staff performing both mandated apportionments and
critical Annual Report activities may explain some of the delays in completing the Annual

Report. The data does not lead to any clear-cut conclusions, however, since there is no
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information to confirm or refute the adequacy of the resource capacity in the unit to complete
both apportionments work and the Annual Report. FRA staff have informed us, however,
that work conflicts are avoided by utilization of back-up persons (already designated) or
other SCO staff to ensure the constant and steady flow of the Annual Report process. We do

not know what effect this approach may be having on other business functions of the SCO.

Recommendations
1. ‘The allocation of resources and the assignment of specific apportionments and
year-end tasks to individuals should be re-evaluated to ensure that an optimal allocation of
workload has been achieved. This review should consider the background and experience of
staff to maximize the match of skills to tasks. After this review is completed, re-assignments

should be made, if necessary.

Responsible Party: Chief and Supervisors in the Financial Reports and Apportionments

Unit.

Estimated Cost: A more efficient allocation of workload may result in substantial
savings in both supervision and management, and should increase staff
productivity.

The limited experience of staff in the Financial Reports and Apportionments
(FRA) Unit may make data verification of agency reports more
time-consuming. Moreover, it may also contribute to over-reliance upon
key staff for guidance and task completion.

Causes
As mentioned previously in this section, approximately one-third of the staff in the
FRA are relatively new to the unit. Only 25 percent of the current staff have had more than
one year of experience in the Annual Report process. Six staff had been hired since
July 1, 1986. Discussions with FRA supervisors indicated that perhaps only three of the
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current 26 professional staff had ever worked in a State accounting office. Six staff had
previously worked in the Control Accounts Section within the State Controller's Division of
Accounting. All staff are classified as Accountant Trainee or higher and, therefore, must

have completed some college-level accounting courses (minimum of 18 units).

There has been a conscious decision to divide the Annual Report workload along the
lines of revenues, expenditures, accruals, and central control across all funds, rather than one
or a few persons handling individual funds entirely. All staff are trained in a specialized area
of producing the Annual Report and proceed through a prescribed methodical review of
specific reports in the fund statements submitted by agencies. If there are discrepancies
between State Controller records and agency records, the staff person typically pursues the
disparity on his or her own, and may contact the agency for clarification. If the issue is more
than the person can resolve (that is, a situation which may require higher level involvement),

then the supervisor or unit chief will resolve the problem.

Effects

Although FRA supervisors appear to be more than satisfied with the quick learning
abilities of the recently hired staff and the high motivation and aptitude of all FRA staff, the
effect of inexperienced staff in the FRA unit appears to be an over-reliance upon supervisors
and the unit chief for problem resolution. In the absence both of the availability of
supervisors and the unit chief, as well as procedures which delineate how to handle specific
problems or discrepancies among records, production of the Annual Report can be delayed
because: 1) problems will not be resolved in a timely manner; or 2) problems may be

resolved incorrectly by inexperienced staff, requiring correction later on. It should be noted,
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though, that less reliance upon supervisors will result as recently hired staff gain experience

from the Annual Report project.

Recommendations
1. Considering the number of new staff involved in producing the Annual Report,
the FRA should indicate early in the project clear policies for resolving problems and
discrepancies. There should be a protocol for problem resolution that would guide staff in
terms of what problems or discrepancies they could handle themselves, those that require
supervisors approval, and those that require unit chief approval. This would improve the
utilization of staff time expended in resolving problems.
Responsible Party: Supervisors and unit chief in Financial Reports and Apportionment
Unit.

Estimated Cost: None; in fact, significant savings should be realized from staff

operating more independently, freeing up supervisors and managers to
perform management functions.

C. FINDINGS, CAUSES AND EFFECTS, AND RECOMMENDATIONS
RELATED TO INFORMATION PROCESSING

The process in which data is compiled could be
substantially improved with more effective utilization of
computer technology. The effort needed to report the level
of detail at which data is compiled appears to be
incongruous with the utility of the resulting information.
Policies and procedures for producing the Annual Report
may not be consistent with its overall purpose.

As with any other accounting function, it is important to keep in mind the objectives
to be met by producing the combined financial statements of an entity. One objective is

producing the financial report in a timely, cost-effective manner. Another objective, often, is

to meet legal requirements; for the State of California, its own laws require that a complete
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and final report be produced in a prescribed form according to specific standards. Similarly,
corporations produce annual financial statements which are audited and meet the
requirements of local, state and federal laws, including, as appropriate, the regulations of the
Security Exchange Commission. Another objective is to provide investors or potential
investors (which, in the case of the State of California, can be taken to include both taxpayers
and bond holders) with accurate, timely, and complete information on the financial condition
of the "company.” While there are no indications that the general public is interested in (nor
concerned about the "lateness" of) the Annual Report, security analysts would be presumed
to have an interest in the detailed information provided by the report. According to our
interviews with staff at Standard and Poor's, however, they do not rely upon the Annual
Report for timely information about California’s financial conditions (which they attempt to
judge on the basis of a multitude of other economic, financial and political data). They use
the Report as a resource document for developing historical trends, reviewing bonded
indebtedness over time, and other longer term purposes. Moreover, one representative
indicated that while it is important for there to be a current financial report, in lieu of one,
pertinent information "is available when needed."

In short, it would be difficult to justify major investments to a system technology in
order to process this massive amount of data a few weeks earlier. On the other hand, the
systems that exist could be used more effectively, if the volume of data were reduced to a

level commensurate with what is really required.
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It appears the majority of activities in the back-end processing phase lend
themselves to automation. Although 60% of the pages in the Annual Report
are produced automatically from the SCO's system, relatively little of the
compilation of data effectively utilizes available computer technology.
Current plans for continued "automation" of the process continue to focus on
the printing of the Annual Report, with lower priority given to data
compilation.
Causes

With the assistance of the Systems Management Section in the State Controller's
Office, the Financial Reports and Apportionments Unit (FRA) has developed revenue and
expenditure worksheets that are produced from the central computer system. Data for
accruals and adjustments are key-entered by a unit outside of the FRA. At the time of our
review, the expenditure and revenue statements and workpapers (which represents 60% of
the pages in the Annual Report) were automated. Appendix I is the automation plan
provided to us by the FRA.

As can be seen from Appendix I, the FRA plans to publish a completely automated

Annual Report for the 1988-89 fiscal year; that is, its Annual Report activities in the fall of
1989. The focus of the automation plan, however, is on printing the report, not on the
compilation of data which comprises the report. Moreover, interviews with staff in the FRA
confirm the fact that desk-top publishing is the priority automation project for the Division of
Accounting. Currently, there are only two personal computers available to the FRA Unit. At
this time, the FRA indicated that currently planned uses of personal computers were not for
worksheets, spreadsheets, or other workpapers for preparing information for the Annual
Report. Rather, personal computers are used for monthly reports, word processing, and
apportionments since, according to FRA staff, this is the most effective use of the two

computers. Further, the priorities recognized by the Office Automation Section for the

Division of Accounting are as follows: desk-top publishing; state mandated costs; remittance
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advices; and finally, worksheets (in the FRA unit). Thus, the automation of worksheets to

prepare data for inclusion in the Annual Report has a lower priority than desk-top publishing.

Effects
Currently, staff in the FRA type column and row headings and hand-write their

notations on large spreadsheets on which agency data for the majority of funds is compiled.
According to FRA supervisors and the unit chief, staff prepare and type the fund worksheets
prior to June 30 so that information can be readily posted. (See Appendix H, Annual Report
Workflow Diagram.) If adjustments to information are made, then the worksheets are
corrected or erased, and the related adjustments are entered into the SCO computer system to
correct the automated statements. This requires a significant amount of time not only to make
the initial adjustments, but also to make the additional adjustments on other worksheets.
This process is inefficient and prone to error, particularly in terms of the compilation of data
for all funds. The FRA Unit has informed us that it plans to improve this process by
automating the governmental cost funds through the SCO computer system and the
non-governmental cost funds on personal computers, once additional personal computers are
available. These plans include production of the Report ultimately through the use of
desk-top publishing.

Recommendations
1. The FRA Unit should set up all worksheets on electronic spreadsheets, with

appropriate linkages to each other so that one adjustment is made for correcting information
as needed. Spreadsheets should be developed to include user identification, date and time of

use, and relationships to other worksheets.



CHAPTER 3
"BACK-END" PROCESSING

Responsible Party:  Financial Reports and Apportionments Unit.

Estimat ts:  The cost of staff time to initially developed spreadsheets would be
offset by the savings resulting from a more efficient and accurate
system.

2. The priority for complete automation of the data compilation segments of
producing the Annual Report should be placed higher on the list of automation needs within
the Division of Accounting. This should include existing or newly acquired personal
computers being made available to the FRA Unit. The intent of this recommendation is to

accelerate the FRA Unit's transition from the use of manual spreadsheets to integrated

electronic spreadsheets on personal computers.

Responsible Party: Division Chief, Division of Accounting.
Estimated Costs:  Costs of acquiring additional personal computers, as needed.

3. Seasonal clerical staff should be hired during the months of June through
August to perform the clerical activities currently handled by professional staff, thereby

freeing up professional staff to perform analytical and accounting activities.

Responsible Party: Unit Chief, Financial Reports and Apportionments Unit.
Estimated Costs:  Approximately $8,000 for two temporary staff for three months.

The functional allocation of activities in the Financial Reports and
Apportionments Unit seems to require an unnecessary amount of
re-processing of data.
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Causes

As mentioned previously, the allocation of workload among the staff in the FRA
Unit is by type of financial component — revenues, expenditures, accruals, and a fourth
category known as central control. This means, for instance, that a staff person may process
only revenue portions of several agency reports; others may perform all the expenditure data
compilation functions. Each of these activities occurs simultaneously and independently. As
fund files are processed, staff initial the file, and sometimes include the date on which the file
was processed. Problems arise whenever adjustments are made that affect processing which
has already occurred for that fund. This requires the person who makes the adjustment to
inform those who have placed their initials on the file's checklist to confirm whether or not
their adjustment will affect the previous work. Again, dates are not consistently included.
Although staff are extremely cooperative and attempt to keep each other informed, the
system, by its nature, is susceptible to error and delay.

The basis of this functional allocation of activities, we were told, is two-fold: it
provides checks-and-balances for ensuring that data is compiled accurately (i.e., quality
control) and, secondly, it allows staff to have a variety of job assignments. Additionally,
one supervisor indicated that since it would be difficult for a person to know all there is to
know about all aspects of every function, having specialized assignments is the only way to

allocate the workload.

Effects

Under this scenario, no one person knows the status of any fund. Several people
must collaborate on data about any fund; considering there are about 500 funds to report on,

accomplishing this by working with small pieces of the picture may not be the most efficient
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process. Further, the probability of error is higher when several people are involved in
reviewing, analyzing and compiling the same data. This system also may result in two or
more people contacting the agency for information which, perhaps, could have been handled
in one telephone call. Finally, the more time that elapses between successive adjustments
increases the likelihood that more extensive, later adjustments have to be traced completely
through the system owing to the previous build up of data.

In our survey of agencies, none of the 16 agencies prepared their reports in a
functional arrangement. Fund statements typically were prepared in total by the same person
or group of persons. It should be noted that a functional allocation of activities may make
sense for large funds such as the General Fund, since over 200 agencies report activities in

General Fund appropriations.

Recommendations
1. Consideration should be given to assigning workload on the basis of each fund,
rather than having staff compile data on the basis of financial components. This may be
more efficient for most funds except large funds, such as the General Fund, where several

staff are needed to process the data.

Responsible Party:  Unit Chief, Financial Reports and Apportionments Unit.
Estimated Costs:  Unknown until the specific impacts are identified.

2. Procedures should be immediately developed which require staff to enter the
date and their initials into the fund file so that staff who work the file thereafter know the

sequence of adjustments, thereby saving verification time.
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Responsible Party: Supervisors, Financial Reports and Apportionments Unit.
Estimated Costs:  None.

D. FINDINGS, CAUSES AND EFFECTS, AND RECOMMENDATIONS
RELATED TO THE OVERALL PROCESS

The "self discipline” of the State of California to
produce its Annual Report in a timely manner has been
ineffective. There are too few check points throughout
the process to ensure the timely publication of the
Annual Report. Communication channels between
control agencies and operating agencies are not
optimal in terms of the mechanics of gathering,
submitting, and compiling data.

The incentive to produce a timely Annual Report is strong among the people
involved in its daily production. There is no question that staff of the State Controller's
Office and each agency we contacted were interested in a complete, accurate, and timely
compendium of information being produced. Despite their best efforts, however, the report
has continually taken longer to produce than either desirable or expected. Within the context
of State government overall, production of the Annual Report in a timely manner is not a
high-priority unless there is a fiscal crisis. Whenever there is a lot of interest in the financial
affairs of the state, the issue of the timeliness of the Annual Report can re-surface. In other
words, the incentive for producing an Annual Report on time increases with the attention
drawn to it by those uninvolved in its production. On the other hand, there is no sustained
expectation as to the timeliness of the Report.

Of the four states we contacted for comparative purposes, all but one have a
statutory or regulatory deadline for producing their Annual Report. Appendix Fis a
summary of the information we gathered about the procedures other states of comparable size

or organizational structure follow in producing their Annual Reports. Our interviews with

Im - 17
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states indicated that they believe the established deadlines do play a significant role in
inducing governments to produce timely reports.
In the absence of firm deadlines for the legal basis and GAAP basis reports,
there is a reduced incentive for the State as a whole to produce the Annual
Report in a timely manner.
Causes

It appears that, although there has been an interest in setting statutory deadlines for
completion of the legal basis and GAAP basis reports, this interest tends to wane in the face
of assurances that the State of California will produce an Annual Report as soon as it can,
and that delays are an unavoidable characteristic of the system. The question has been raised:
"Who cares if the report is published on time?" The absence of a deadline set in statute or
regulation connotes an informal understanding that the intention is to avoid imposing extra
burdens upon the affected agencies to allow other priorities to prevail as circumstances

dictate.

Effects
It appears that, over time, the need and desire for a timely report has been
compromised by other needs and desires. Interest in the Annual Report — late or otherwise
— is limited to a small number of officials and organizations. Only when a fiscal crisis
looms is there a more broad-based concern over the "lack” of information when, under

"normal" conditions, this lack of information had gone virtually unnoticed.

Recommendations
1. Set statutory deadlines for completing both the legal and GAAP basis reports.
The legal basis report deadline should be November 30 in order to ensure that GAAP

I - 18
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adjustments and a final GAAP basis report will be completed by December 31. This
recommendation is made with the understanding that published versions of both the legal
basis and GA AP basis reports could not be completed by these deadlines. The intent of this
recommendation is that both reports shquld be available in print-ready versions by these
deadlines. Further, the data in the completed legal basis report can be utilized by the
Department of Finance in preparing the next year's budget. Although an ideal system would
have the data compiled and ready for publishing within 120 days of the end of the fiscal year,
there are outside audit reports typically not completed until mid-to late November. Since the
State Controller's Office needs to incorporate these statements into the Annual Report data, a
more appropriate deadline for the legal basis report is November 30. With the GAAP basis
report completed by the end of December, California will meet the requirements of bond

rating agencies.

Responsible Party: Department of Finance and State Controller's Office.
Estimated Costs:  None.

Agencies receive different communiques from control agencies intended to
provide technical guidance which, instead, are often confusing with
inconsistent requirements.
Causes
Our review of management memoranda sent by the Department of Finance and the
year-end letter sent by the State Controller's Office suggest that perhaps some of the
confusion about what agencies are supposed to do to meet control agency requirements is

due to confusion in the correspondence distributed to them. For example, in the 1985-86

year-end letter to agencies, information about critical "do's and don't's" is discussed on page
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6 of the letter. It seems more appropriate for this kind of information to be highlighted early
in the letter. Similarly, Management Memo 86-6 from the Department of Finance instructs
agencies on how to prepare their year-end statements. It indicates three separate units to
contact if there are questions about the year-end process (Fiscal Systems and Consulting Unit
and the Financial and Performance Accountability Unit in the Department of Finance, and the
State Controller's Office). It does not specify the staff person to be contacted or the types of
questions that could be answered by each entity. We understand that the Department of
Finance and the State Controller's Office currently coordinate the content of communiques
sent to the agencies. Based on our review of the documents, it appears that the effectiveness

of this coordination could be improved.

Effects

The absence of detailed and clearly presented instructions about how to provide
specific information in response to control agency directives causes confusion and additional
workload (in the form of the need for further inquiry) for operating agencies. Agency staff
often will contact their colleagues in other agencies to determine how they should proceed to

fulfill the requirement. There is no guarantee, however, that information which is obtained

this way is reliable.

Recommendations
1. All communiques to agencies which involve more than the distributing
control agency should be developed in coordination with all involved agencies. The names
and telephone numbers of staff responsible for providing technical assistance and answering

questions should be included.
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Responsible Party: All control agencies.
Estimated Costs: Minimal.

2. The year-end letter from the State Controller's Office should be revised.

The letter should be organized in the following sections:

key changes in the year-end process;

identification of staff (with telephone numbers and hours of availability) that
should be contacted for answering questions;

summary of all requirements for reporting accruals and encumbrances;

a sequential ordering of all attachments with more detailed descriptions of
attachments in the body of the letter; and

copies of memoranda issued after the prior year's year-end letter

was distributed.

In addition, clear descriptions of how an agency would obtain approval from SCO on

alternative formats of specific reports should be included. Finally, the SCO should establish

a mechanism for monitoring the delivery and receipt of year-end letters to agencies.

Responsible Party: State Controller's Office, Division of Accounting.

Estimated Costs:
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LIST OF AGENCIES INTERVIEWED

#Mgrs #Staff
AGENCY Surveyed Surveyed
Board of Equalization - 2 2
California Post-Secondary Education Commission - 1 1
Department of Alchohol and Drugs - 1 3
Department of Commerce - 1 2
Department of Corrections - 3 3
Department of Developmental Services - 1 3
Department of Forestry - : 1 3
Department of Food and Agriculture - 2 3
Department of Health Services - 1 4
Department of Housing and Community Development - 1 3
Department of Motor Vehicles - 1 3
Department of Social Services - 2 3
Employment Development Department - 3 3
Franchise Tax Board - 1 3
Secretary of State's Office - 1 3
Water Resources Control Board - 1 1

TOTAL INTERVIEWED 23 42
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OFFICE OF THE AUDITOR GENERAL

Financial Reporting Process Study

Survey for Accounting Managers

NAME: DEPT:
CLASSIF/TITLE: DATE:

ENERAL

1. Where would you say your agency's accounting and financial reporting functions fall compared
to overall agency priorities?

__very high
__high

__neither high nor low
__low

__very low

__don't know

2. For your agency, which accounting function almost always takes priority over other functions?
__reconciliations
___accounts payable
__ accounts receivable
__ allotment/expenditure ledger
__fund accounting
___financial reports (such as year end reports)
__Tevenues

__other (specify)



Why is the above the top priority?

Has program budgeting made your accounting functions/activities:

__ more complicated __no effect __ simpler than before
__don't know

Does your agency maintain a written management or task plan that governs the year end
process in terms of tasks, responsibilities and timelines?

__yes __no

If yes, is the plan followed consistently? If no, how is the work managed?

What were the number of funds (including General Fund accounts) in:
__1983-84 __1984-85 __1985-86

What other units within your agency are involved in the accounting or financial reporting area?

__fiscal systems unit - explain

___EDP unit - explain

__internal audits unit - explain

___other (specify) -




9. How often in the past two fiscal years and at what time, have the following agencies audited

some area in accounting?
_ Dept. of Finance; when Aud. Gen.; when
__DGS; when State Controller; when

___ Office of Inspector General (Federal); when

STAFFING
10. How many personnel years are allocated in the 1986-87 budget to the accounting unit?
PY's

11. How many positions are currently in this unit?
12. How many of these positions currently are vacant?

13. What were the number of personnel years allocated to the accounting office in:
_1983-84 __1984-85 —1985-86

14. How long does it typically take to fill a vacancy in this unit?

15. What would you esﬁrhate to be the average staff turnover rate in the accounting unit over the

past several years? (turnover is the proportion of authorized positions that become vacant and
need to be refilled)

—_5% orless
6% -10%
11%-15%

— 16% - 20%
__21% or greater

___don't know



16.

17.

For CALSTARS or other automated systems, were any of your accounting personnel
classifications upgraded to reflect the change in accounting processes?

__yes no __don't know

Does the unit responsible for year end closing normally work overtime to perform its year-end
duties?

__yes; how many total hours? no

TRAININ HNICAL ASSISTANCE

18.

19.

20.

21.

If your department is a CALSTARS agency, how would you characterize the training and
implemcnlt{astion effort of the CALSTARS unit (at DOF) to convert from your old system to
CALSTARS?

__excellent __ satisfactory __less than expected

___don't know

If the answer to the above was "less than expected,” what were the possible causes for this?
__ DOF staff were unavailable
__ DOF staff were unfamiliar with CALSTARS

__ implementation planning was unsatisfactory

__ other (specify) ’

Are any problems still apparent from the implementation stages?

—Yyes —_ho

Would you say that the qualifications of the accounting personnel classifications (including
educational requirements) are appropriate for performing typical accounting duties assigned to

that class?

__Yyes __no; how?




22. How are training priorities set in the accounting office?
__ mandatory attendance at State courses
__first come, first served
__ formal training schedule

___newest staff members trained first

23. How would you rate the current accounting courses offered by the State?

__excellent __ satisfactory __poor

24. In what areas would you like to see more formal training?
__reconciliations
__year end process
__accounting as it relates to program budgeting
__ accounting theory courses
__role of the state fiscal agencies

__ more technical accounting courses

— other (specify)

25. Does your own agency have a formal training program for your accounting staff?

__yes no

RECONCILIATION/YEAR END PROCESS

26. Are the required reconciliations (monthly and quarterly) performed on a timely basis (i.e., soon
after each month or quarter)?

__yes no



27.

28.

29.

30.

3L

If no, what is the primary reason for lack of timely preparation (choose one)?

__ other priorities

__ too many technical or data entry errors to reconcile

__errors in judgment or lack of knowledge of certain transactions

__other (specify)

In order for your agency to prepare its year end reports, does SCO provide data on balance of
accounts to you on a timely basis?

__yes no

Are year end financial reports reviewed by you or a superior, prior to submission to the State
Controller's Office?

—Yes __nho

If you have submitted a late year end report to SCO within the past several years, what would
you say was the primary (choose one) reason for the lateness?

__ other priorities that occurred during that time

_ problem with completing one particular report (specify)

__ difficulty in reconciling to the various accounts

__ getting necessary data to prepare reports on time

__ getting necessary data from field offices on time

_ sheer volume of year end report processing workload

_the influence of budgeting/expending budgeted funds

__ number of adjusting entries at year end

__ other (specify)

Would you say preparing the year end accrual worksheet is any more difficult than the other
year end reports?

__yes __no



32. If yes, what is the primary reason for this?
__reconciliation problems during the year
__end of year scramble to encumber funds
— accurétely estimating the accruals
__reconciling to the year end Controller account balances

__other (specify)

33. In your opinion, is the amount of detail required for year end processing too much?

__yes no

4. If ft;in‘:s, \Y’hat, in your opinion, could be done to make the processing of year end reports more
efficient?

35. In your opinion, what is the motivation for preparing and submitting year end reports in a
timely manner?

__the need for past year budget information

__complying with deadlines for year end reports imposed by SCO
__agency pressure

__ sense of professionalism

__relative to other priorities, no strong motivation

36. In your opinion, what are the bottlenecks in processing your year end reports?




37. Any general comments about how year end reporting could be improved?
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Financial Reporting Process Study

Survey for Front Line Supervisors and Accounting Staff

NAME: AGENCY:
CLASSIFICATION: DATE:
ENERAL

1. 'What accounting functions are you involved in directly?
__ accounts payable/disbursements
__ accounts receivable/revenues
__reconciliations (monthly/quarterly)
__ general ledger

no. of funds

_ fund accounting,

—_other (specify)

2. What is the classification of the person to whom you directly report?

3. Does your unit maintain written accounting procedures?

__yes no

4. If yes, how often do you refer to these procedures?
— daily

__weekly

__monthly



__very seldom
5. When were these procedures last updated?

___within the past year
__ within the past two years

__ more than two years ago

RECONCILIATIONS
6. How often do you reconcile to State Controller's control accounts?
__monthly only
__quarterly only
_ monthly and quarterly
__only at year end for the previous 12 months

__ other (specify)

7. After the end of the month or quarter, how soon is the reconciliation done?
__ by the 5th of the month for the preceding month/quarter
__between the 6th and 15th of the month for the preceding month/quarter
__ between the 16th and 25th of the month for the preceding month/quarter
__ after the 26th of the month/quarter for the preceding month/quarter

8. Are the reconciliations dated and initialed by you or someone else?

__yes __no

9. Who reviews the reconciliation documents within your agency?

Name/Title:




10. Are the reconciliation documents used for other purposes, such as for audits? other
documentation? Explain.

11. Do you use a prescribed format for reconciliation, or is it a less formal process? Explain.

12. Describe in specific detail, the steps taken to reconcile:
monthly

quarterly

year-end

YEAR END REPORTS

13. When preparing year end reports, is the process followed or activities performed:
__ substantially different from the ongoing related work during the year
__somewhat different from the ongoing related work during the year

___ similar to the ongoing related work during the year



14. What part of the your agency's reporting system is automated? Describe the automated features

(e.g., budget reports, fund balances).

15.

16.

17.

18.

How is the work for year end reports broken out in your unit?
__ by fund

__ by type of report

___other (specify)

Are specific year end reports prepared or handled by more than one party?

__yes; explain

—nho

Are year end reports that are prepared by you reviewed or approved by your supervisor?

—Yes __no

How are year end accruals estimated? (check as many as appropriate)
__based on encumbered amounts

__total invoices for goods/services received

__based on historical accrual amounts in prior years

__based on a best guess of anticipated accruals

__ other (specify)



19. How soon after June 30th (for the most recently completed fiscal year) was the year end
accrual worksheet completed?
__byJuly 20
__ by July 31
__ by August 20
__ after August 20
20. Would you describe preparation of the year end accrual worksheet as:
__ complex __ somewhat difficult __ straightforward
21. What are your suggestions for improving preparation of the accrual worksheet?
22. How soon after June 30th is information available to prepare the required year end reports?
__ immediately after June 30th
__ within 10 days
_ within 20 days
__ after 20 days
23. Would you describe preparation of the year end reports generally as:
__ complex __ somewhat difficult __ straightforward
24. If you have submitted late year end reports to SCO, what would you say are the three primary

reasons for the lateness (rank the top three reasons)?
___difficulty in reconciling to the various accounts

__ difficulty in gathering necessary data in a timely fashion (what kind of data?)




__difficulty in gathering necessary data from field offices (what kind of data?)

25.

26.

27.

28.

__ sheer volume of workload and reports required

__ the influence of expending budgeted funds

__number of year end adjustments

__ other accounting priorities that occur during year end closing time
__other (specify)

If the answer to question 24 is "other accounting priorities," what is the primary cause that sets
aside year end reports?

__payroll

__ paying current year bills

__ setting up new accounts for the new fiscal year

_ budget adjustments

__ other (specify)

If your agency has field offices that perform accounting functions, do all reports and
reconciliations have to be submitted, reviewed, and approved by headquarters prior to release?
—Yes __no

Are there written procedures that govern the roles and responsibilities between field offices and
headquarters relating to accounting and financial reporting?

__yes no

Are there bottlenecks in the processing of year end reports?

—Ye&s __ho



29. Identify below specifically where the bottlenecks occur.

30. What specifically (describe below) would you suggest to refine the process or reduce
duplication of effort?

31. In your opinion, what would make your participation in year end closing more efficient?
__more training
__increased guidance or direction from the Controller's Office or the Department of Finance
__ streamlining the process, such as reducing the number of required year end reports
__enhanced automation of the process

__ other (specify)

TRAININ AL ASSISTANCE

32. Would you characterize the use of SAM in the performance of your accounting duties as:
__ always helpful
__ sometimes helpful

__ confusing, not helpful

33. Check the courses listed below that you know are available to accounting staff.
__DPA Year End Course
__DPA State Accounting Course

__DOF Year End Course



34.

3s.

36.

__ DOF State Fund Accounting Course
__DOF (CALSTARS) Reconciliation Course
__DOF (CALSTARS) Year End Course

Have you attended any of the above courses within the last two years?

—Yes __no

Which course(s) did you attend, and how would you rate them?

Less than
Excellent  Satisfactory Satisfactory

__DPA Year End Course
___DPA State Accounting Course
__DOF Year End Course

__ DOF State Fund Accounting Course
__DOF (CALSTARS) Reconciliation Course
__DOF (CALSTARS) Year End Course

For those courses that were less than satisfactory, specifically, how do you think they could
be improved?

37.

Do you feel there is a need for more courses to be offered in the accounting and financial
management areas?

__yes __no



38. Which areas?
__ general course on fiscal agenciés' roles (DOF, SCO, Treasurer)
__year end closing process
__reconciliations
__ more on how accounting ties into the budget process
__ more accounting theory courses
__ more general accounting courses
__other (specify)
39. For CALSTARS or other automated systems, were you involved in the initial implementation
in your agency?

__yes no

40. If yes, what was your role?

41. What type of formal training does your own department or unit offer in the accounting or
financial management area?

__required to attend one of the courses offered by DPA or DOF
___formal training program within the department
__formal cross-training among jobs
__other (specify)
42. When you have any questions relating to reconciliations, do you contact the same person at
SCO?

.__yes no



48.

49

10

. If no, who do you contact instead?
__DOF, Fiscal Systems Consulting Unit __ other (specify)

If you work in a CALSTARS agency, do you find the CALSTARS unit (at DOF) readily
available and helpful to answer questions or for technical assistance in general?

—Yyes __no

. If your agency is not on CALSTARS, do you find the unit you contact for technical assistance
is readily available and helpful? (which unit )

__yes __no

. If no, who do you contact instead?

_SCoO

—_DOF, Fiscal Systems Consulting Unit
__other (specify)

. Have you ever attended a writing course?

__yes __no

describe

Have you ever attended an oral presentation course?
__yes __no

describe

. Have you ever attended any data processing courses?
__yes no

describe
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OFFICE OF THE AUDITOR GENERAL
Financial Reporting Process Study

Survey for Accounting Managers

NUMBER OF SURVEYS: 23

GENERAL

Where would you say your agency's accounting and financial reporting functions
fall compared to overall agency priorities?

__ very high

— high

__ neither high nor low
_ low

__ very low

__ don't know

For your agency, which accounting function almost always takes priority over
other functions?

__ reconciliations

__ accounts payable

__ accounts receivable

__ allotment/expenditure ledger

__ fund accounting

___ financial reports (such as year end reports)

___ revenues

___ other (specify)



% _No.

48%
17%
13%
22%

83%
17%

43%
39%
22%
28%

52%
14%
13%
30%
30%

11

19

10

12

12
17
3

Has program budgeting made your accounting functions/activities:

more complicated

no effect

simpler than before

don't know

Does your agency maintain a written management or task plan that governs the
year end process in terms of tasks, responsibilities and timelines?

__yes
no

What other units within your agency are involved in the accounting or financial
reporting area? (multiple answers possible)

__fiscal systems unit - explain

__ EDP unit - explain

__ internal audits unit - explain

__ other (specify) -

How often in the past two fiscal years and at what time, have the following
agencies audited some area in accounting?

— Dept. of Finance; when

__ Aud. Gen.; when

__ DGS; when

__ State Controller; when

__ Office of Inspector General (Federal); when




48%
22%
13%
17%

43%
48%
9%

4%
48%
22%

9%
17%

43%
48%
4%
4%

11

10
11

11

© ~ N W

10
11

STAFFING

How many positions are currently vacant?
0 or 1 positions vacant
2 to 3 positions vacant
4 to 5 positions vacant

6 ore more positions vacant

How long does it typically take to fill a vacancy in this unit?

less than 6 weeks

7 to 10 weeks

greater than 11 weeks

What would you estimate to be the average staff turnover rate in the accounting
unit over the past several years? (turnover is the proportion of authorized
positions that become vacant and need to be refilled)

— 5% or less

— 6% - 10%

— 11%-15%

— 16% - 20%

__ 21% or greater

__ don't know

For CALSTARS or other automated systems, were any of your accounting
personnel classifications upgraded to reflect the change in accounting processes?

__yes
__no

__ don't know

- horesponse



Does the unit responsible for year end closing normally work overtime to perform
its year-end duties?

87% 20 __ yes; how many total hours?
13% 3 no

AL IST

If your department is a CALSTARS agency, how would you characterize the
training and implementation effort of the CALSTARS unit (at DOF) to convert
from your old system to CALSTARS? (11 answered this question)

— 0 __excellent
45% 5 __ satisfactory
45% 5 _ less than expected
% 1 __ don't know
If the answer to the above was "less than expected," what were the possible
causes for this? (6 answered this question, multiple answers possible)
3% 2 —_ DOF staff were unavailable
66% 4 —_ DOF staff were unfamiliar with CALSTARS
50% 3 __ implementation planning was unsatisfactory
16% 1 __ other (specify)
Are any problems still apparent from the implementation stages?
36% 4 __yes
54% 6 __no
9% 1 __ noreponse
Would you say that the qualifications of the accounting personnel classifications
(including educational requirements) are appropriate for performing typical
accounting duties assigned to that class?
61% 14 __yes
35% 8 —_ no; how?
4% 1 __ noresponse



% _No.

35%
9%
43%
17%
13%
9%

9%
48%
17%
26%

52%
22%
39%
13%
30%
39%
17%
17%

30%
65%
4%

11

12

A A O N9 WO W

15

How are training priorities set in the accounting office? (multiple answers possible)
__ mandatory attendance at State courses

__ first come, first served

formal training schedule

__ newest staff members trained first

other

no response

How would you rate the current accounting courses offered by the State?
__ excellent

satisfactory

— poor

__ noresponse

In what areas would you like to see more formal training? (multiple answers possible)
reconciliations

__ year end process

__ accounting as it relates to program budgeting

__ accounting theory courses |

__ role of the state fiscal agencies

__ more technical (govermental) accounting courses
— other (specify)

no response

Does your own agency have a formal training program for your accounting staff?
__yes
no

—__ho response



46%
15%

7%
31%

91%
0%
9%

74%
13%
13%

21

17

RECONCILIATION/YEAR END PROCESS

What is the primary reason for lack of timely reconciliation preparation (choose
one)? (out of 13 who responded)

__ other priorities

too many technical or data entry errors to reconcile

errors in judgment or lack of knowledge of certain transactions

other (specify)

In order for your agency to prepare its year end reports, does SCO provide data
on balance of accounts to you on a timely basis?

__ yes
no

__ noresponse

Are year end financial reports reviewed by you or a superior, prior to submission
to the State Controller's Office?

__ yes
no

— o response



20%

6%
13%
20%

6%
6%

27%

35%
43%
22%

38%
25%
12%
25%

10

N W O

If you have submitted a late year end report to SCO within the past several years,
what would you say was the primary (choose one) reason for the lateness?
(15 responded to this question)

__ other priorities that occurred during that time

__ problem with completing one particular report (specify)

__ difficulty in reconciling to the various accounts

__ getting necessary data to prepare reports on time

___ getting necessary data from field offices on time

__ sheer volume of year end report processing workload

__ the influence of budgeting/expending budgeted funds

__ number of adjusting entries at year end

__ other (specify)

Would you say preparing the year end accrual worksheet is any more difficult
than the other year end reports?

__yes

no

— nhoresponse

If yes, what is the primary reason for this? (Out of 8 responses)
__ reconciliation problems during the year

__ end of year scramble to encumber funds

__ accurately estimating the accruals

__ reconciling to the year end Controller account balances

__ other (specify)



In your opinion, is the amount of detail required for year end processing too

much?
22% 5 —_yes
56% 13 __no
20% S __ noresponse

In your opinion, what is the motivation for preparing and submitting year end
reports in a timely manner? (multiple answers possible)

30% 7 __ the need for past year budget information
60% 14 —_ complying with deadlines for year end reports imposed by SCO
— 0 __ agency pressure
43% 10 __ sense of professionalism
8% 2 __ relative to other priorities, no strong motivation



43%
50%
83%
69%
69%
26%

64%
36%

15%
15%
19%
52%

18
21
35
29
29
11

27
15

14

APPENDIX E

SUMMARY OF SURVEY RESPONSES
OFFICE OF THE AUDITOR GENERAL
Financial Reporting Process Study

Survey for Front Line Supervisors and Accounting Staff

NUMBER OF SURVEYS: 42

GENERAL

What accounting functions are you involved in directly? (multiple
answers possible)

__ accounts payable/disbursements

__ accounts receivable/revenues

—_ reconciliations (monthly/quarterly)
_ general ledger

no. of funds

__ fund accounting,

__ other (specify)

Does your unit maintain written accounting procedures?
__yes

no

If yes, how often do you refer to these procedures? (Out of 27 responses)

daily

weekly
monthly

very seldom



% _No

85%
4%
11%

60%

33%
2%

5%

15%
18%
2%

25%
40%

83%
12%

23

25

14

N o ©

10
16

35

When were these procedures last updated?
__ within the past year

— within the past two years

__ more than two years ago

RECONCILIATIONS

How often do you reconcile to State Controller's control accounts?
__ monthly only

__ Qquarterly only

— monthly and quarterly

__ only at year end for the previous 12 months

— other (specify)

__ noresponse

After the end of the month or quarter, how soon is the reconciliation done?
(out of 40 responses)

__ by the 5th of the month for the preceding month/quarter
__ between the 6th and 15th of the month for the preceding month/quarter
__ between the 16th and 25th of the month for the preceding month/quarter

__ between the 26th and the 30th of the month/quarter for the preceding
month/quarter

—_ 31 to 40 days after the preceding month/quarter
__ greater than 40 days after the preceding month/quarter

Are the reconciliations dated and initialed by you or someone else?

__yes

no



YEAR END REPORTS
When preparing year end reports, is the process followed or activities performed
24% 10 __ substantially different from the ongoing related work during the year
43% 18 __ somewhat different from the ongoing related work during the year
26% 11 __ similar to the ongoing related work during the year
7% 3 __ noresponse

How is the work for year end reports broken out in your unit?

64% 27 __ by fund

12% 5 __ by type of report

14% 6 _ other (specify)
2% 4 __ noresponse

Are specific year end reports prepared or handled by more than one party?

69% 29 __ yes; explain
26% 11 __no
5% 2 __ noresponse

Are year end reports that are prepared by you reviewed or approved by

your supervisor?
74% 31 __yes
16% 7 __no
9% 4 __ horesponse



% _No

78%
81%
47%
35%
35%

14%
33%
24%
21%

7%

26%
31%
33%

9%

9%
35%
50%

5%

33
34
20
15
15

14
10

11
13
14

15
21

How are year end accruals estimated? (multiple answers possible)
__ based on encumbered amounts
__ total invoices for goods/services received
__ based on historical accrual amounts in prior years
__ based on a best guess of anticipated accruals
__ other (specify)
How soon after June 30th (for the most recently completed fiscal year)
was the year end accrual worksheet completed?
__ by July 20
— bylJuly 31
_ by August 20
__ after August 20

__ noresponse

Would you describe preparation of the year end accrual worksheet as:
__ complex

__ somewhat difficult

__ straightforward

__ noresponse

How soon after June 30th is information available to prepare the required
year end reports?

__ immediately after June 30th

__ within 10 days

within 20 days

after 20 days

no response



i/

33%
40%
19%

7%

12%
9%

1%

12%

2%

5%

14%

—No.
Would you describe preparation of the year end reports generally as:
14 __ complex
17 __ somewhat difficult
8 __ straightforward
3 __ noresponse
If you have submitted late year end reports to SCO, what
Second Third would you say are the three primary reasons for the lateness
(rank the top three reasons)?
5 % 2 — — __ difficulty in reconciling to the various accounts
421% 9 5% 2 __ difficulty in gathering necessary data in a timely fashion
(what kind of data?)
3 2% 1 — — __ difficulty in gathering necessary data from field offices
(what kind of data?)
512% S 7% 3 __ sheer volume of workload and reports required
— 7% 3 5% 2 __ theinfluence of expending budgeted funds
1 7% 3 9% 4 __ number of year end adjustments
2 5% 216% 7 __ otheraccounting priorities that occur during year end
closing time
6 — — 7% 3 __ other (specify)

* Most commonly answered (whether ranked 1, 2, or 3)
was "difficulty in gathering necessary data in a timely
fashion", with 36%, or 15 responses.

*  Most commonly ranked first was "other", with 6
responses. "Other" was generally associated with
systems or CALSTARS problems.



If you answered "other accounting priorities,” what is the primary cause that
sets aside year end reports? (out of 11 who answered "other accounting

priorities)
9% 1 — payroll
36% 4 __ paying current yéar bills
9% 1 __ setting up new accounts for the new fiscal year
9% 1 _ budget adjustments
36% 4 __ other (specify)

If your agency has field offices that perform accounting functions, do all
reports and reconciliations have to be submitted, reviewed, and approved
by headquarters prior to release? (Out of 15 who answered)

53% 8 __yes
46% 7 __no
27 __ noresponse

Are there written procedures that govern the roles and responsibilities
between field offices and headquarters relating to accounting and financial

reporting?
28% 12 —_ yes
9% 4 __no
62% 26 __ noresponse

Are there bottlenecks in the processing of year end reports?

76% 32 __yes
7% 3 __no
16% 7 __ noresponse



26%
28%

50%

52%
19%
2%

24%
66%
9%

71%
83%
81%
64%
33%
52%

4%

11
12

21

22

10
28

30
35
34
27
14
22

In your opinion, what would make your participation in year end closing
more efficient? (multiple answers possible)

__ more training

__ increased guidance or direction from the Controller's Office or the
Department of Finance

__ streamlining the process, such as reducing the number of required year
end reports

__ enhanced automation of the process
__ other (specify)

__ noresponse

TRAINING/TECHNICAL ASSISTANCE

Would you characterize the use of SAM in the performance of your
accounting duties as:

__ always helpful
__ sometimes helpful

__ confusing, not helpful

Check the courses listed below that you know are available to accounting staff.
__ DPA Year End Course

__ DPA State Accounting Course

—_ DOF Year End Course

__ DOF State Fund Accounting Course

__ DOF (CALSTARS) Reconciliation Course

__ DOF (CALSTARS) Year End Course

__ No response



% _No.

Have you attended any of the above courses within the last two years?

74% 31 __yes
23% 10 __no
3% 1 __ noresponse

Which course(s) did you attend, and how would you rate them?

Less than
xcell Satisfactory ~ Satisfactory

__DPA Year End Course — — 19%. 8 7% 3
— DPA State Accounting Course _ — 21% 9 7% 3
__DOF Year End Course 2% 1 26% 11 —_ —
__DOF State Fund Accounting Course 5% 2 7% 3 5% 2
—_ DOF (CALSTARS) Reconciliation Course 2% 1 16% 17 2% 1
__DOF (CALSTARS) Year End Course 9% 4 33% 14 5% 2
_ Noresponse 16% 7

Do you feel there is a need for more courses to be offered in the accounting
and financial management areas?

88% 37 __yes
12% 5 no

Which areas? (multiple answeres possible)

64% 27 — general course on fiscal agencies' roles (DOF, SCO, Treasurer)
19% 8 __ Yyear end closing process

26% 11 _ reconciliations

62% 26 — more on how accounting ties into the budget process

21% 9 __ more accounting theory courses

36% 15 —_ more general accounting (governmental) courses

14% 6 __ other (specify)



28%
52%
19%

54%
12%
33%
24%
24%

28%
50%
21%

28%
28%
43%

31%
14%

12
22

23

14

10
10

12
21

12
12
18

13

23

For CALSTARS or other automated systems, were you involved in the initial
implementation in your agency?

__yes
no

__ noresponse
What type of formal training does your own department or unit offer in the
accounting or financial management area?
__ required to attend one of the courses offered by DPA or DOF
__ formal training program within the department
___ formal cross-training among jobs
__ other (specify)
__ noresponse
When you have any questions relating to reconciliations, do you contact
the same person at SCO?
__ yes
no

__ noresponse

If no, who do you contact instead?
__ DOF, Fiscal Systems Consulting Unit
__ other (specify)

— horesponse

If you work in a CALSTARS agency, do you find the CALSTARS unit
(at DOF) readily available and helpful to answer questions or for technical
assistance in general? (% based on 19 responses)

__ yes (68%)
no (32%)

—_ horesponse



If your agency is not on CALSTARS, do you find the unit you contact for
technical assistance is readily available and helpful? (which unit
)

24% 10 __yes
5% 2 __ no
71% 30 __ noresponse

If no, who do you contact instead?

7% 3 _ SCo
7% 3 — DOF, Fiscal Systems Consulting Unit
2% 1 __ other (specify)

83% 35 __ horesponse

Have you ever attended a writing course?

62% 26 __yes
39% 16 __no
describe

Have you ever attended an oral presentation course?

43% 18 __yes
57% 24 __no
describe

Have you ever attended any data processing courses?

76% 32 __yes
24% 10 __no
describe

-10-



APPENDIX F
OFFICE OF THE AUDITOR GENERAL

Survey of Other States' Financial Reporting Systems
Highlights of Findings

The following is a summary of the key findings based on our survey of four states of
comparable size or organizational structure. Following this summary is a matrix of comparative
information and key features of these states and California and separate pages on each of the four

states we contacted.

. Three of the four states interviewed employed the services of an independent accounting
firm (all of which were Big Eight firms) to audit their financial report. Although two of
these three states had a Legislative Auditor, they chose to enlist an outside opinion. All

states surveyed emphasized the importance of an independent opinion.

. In preparing their financial report, the state of Maryland uses an earlier version of the
CALSTARS system (STARS) in conjunction with a GAAP Accounting and Reporting
System (GAAP ARS). The GAAP ARS, which was originally developed by Coopers &
Lybrand, consolidates the STARS account balances, converts reporting from the cent to

the thousand dollar, and produces information at a high level for the GAAP reports.



The state of Illinois uses a statewide accounting system that reports to the penny. Unlike
Maryland or New York, they do not have an automated method for GAAP conversion
(reporting to the thousand dollar). Instead, each agency receives a "GAAP package" and
is responsible for preparing their own financial statement. They are also required to
develop an audit trail which the Auditor General later evaluates in its audit of that

particular agency.

State law in New York requires that the Financial Report be submitted to the Legislature

120 days after the fiscal year end (March 31). New York also enforces an administrative
deadline which requires that all financial reporting information be submitted no later than
July 12th. These deadlines are an incentive for both the state agencies and the Controller

to complete the report in a timely manner.

Standard & Poors stated that the GFOA Certificate of Achievement is a consideration in
measuring a state's financial position. All four of the states interviewed placed great
emphasis on the importance of the GFOA Certificate. Two of the states had received the
certificate for more than two years, while the other two states are making a concerted

effort to obtain certification.
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APPENDIX G

Exhibit I

Departments by Size with Late
Submissions (From Sample)
1984/1985 and 1985/1986

B TOTAL # OF DEPTS

No. of Depts.

) B LATE 84/85
in Sample

B LATE 85/86

Department size is defined as estimated 1985-86 expenditures as displayed in the
1986-87 Govemrnor's Budget. Late is defined as an agency submitting at least one

year end report after August 31st.



APPENDIX G

Exhibit I1

Departments With Late
Submissions (From Sample)

No. of Depts. 1984/1985 and 1985/1986

in Sample

LATE 84/85 LATE 85/86

This graph illustrates the number of departments in the sample which submitted late
year end reports (after August 31st) in 1984/85 and 1985/86.



APPENDIX G

Exhibit 111
Breakdown of Total Population
For 1984/1985 and 1985/1986
2501 50,
200
I TOTAL # OF DEPTS
Total No. 15071 Bl NOTLATE
of Depts. 100} B LATE
UNKNOWN
50 ¢
0

1985-1986 1984-1985

This graph illustrates how many departments from the total population submitted
reports on time and late. In addition, an unknown category was included in 1985-86
for those departments whose year end report status was unknown. For both these
fiscal years, 18% of the agencies submitted year end statements after August 31st.
1985-86 had more agencies with year-end report activity over the prior year.



APPENDIX G

Exhibit IV

Survey of Staff

How Soon After the Close of Each Month
is the Reconciliation Done?

(percent of the total responses)

No. of Responses (39%)

167
144
12 «
104

S N A O 00

© B B

By 5th day 6-15 days 16-25 days 26-30 days 31-40 days After 41 days

This graph illustrates the timeliness of month-end reconciliations, according to those
surveyed. On average per month, a majority of the total responses (39%) complete
reconciliation after 41 days from the end of the previous month.



Exhibit V

Survey of Staff
Is the Y-E Workload

7.14%

26.19% M Vey different from reg. work
B A litde different from reg. wark
B Similar to regular work

EJ NoResponse

42.86%

This chart illustrates whether the staff surveyed believe that the year-end workload is
similar to the regular workload. 67% of those surveyed believed that the year-end
workload was different from the regular work during the year.



APPENDIX G

Exhibit VI

Survey of Staff
Preparation of Accrual Worksheet

9.52%

B Complex
B Difficult
33.33% B Straightfrwd

No response

This chart illustrates how the staff perceives the preparation of the accrual
worksheet. 57% of those surveyed believed the preparation of the accrual
worksheet to be difficult or complex. One-third of the respondents believed the
accrual worksheet is straightforward to prepare.



APPENDIX G

Exhibit VII

Survey of Staff
Preparation of Year End Reports

1.14%

B Complex
H Difficult
B Smightfrwd

El No response

This chart illustrates how the staff perceives the year-end report preparation.
One-third of the respondents described the preparation of year-end reports as being
complex in nature, and more than 40% believed the process to be somewhat
difficult. The magnitude of this response clearly suggests staff is not fully
comfortable performing the tasks accociated with the year-end process.



APPENDIX G

Exhibit VIII

Survey of Staff
Why Are Reports Late?
Most Commonly Ranked Responses (ranked 1,2, or 3)

12.50% 9.712%

M Reconciling
B Getting Data
15.28% 20.83% B8 Data Frm Fld
Workload

O Exp. Budget
B Adjustments
5.56% M Priorities

B Other

11.11%

This chart illustrates the reasons given by staff as to what contributes to late year end
reports. Respondents were given a choice of ranking a possible answer as either
first, second or third in terms of a reason for late reports. Although there was no
dominant response, retrieving data from within the department or from other
agencies was rated as most common (20.83%). Sheer volume of year-end workload
and other priorities followed as the next most common barriers to timely year-end
report preparation. This reveals the multiple factors which may impede submitting
reports on time.



APPENDIX G

Exhibit IX

Survey of Staff
Why Are Reports Late?
Percent of Responses Ranked First

B Reconciling
B Getting Data
B Data Fm Rd
Workload
15.38% OJ Exp. Budget
EH Adjustments
M Priorities
Other

This chart illustrates the most common reason (that is, the answer most commonly
ranked first by staff) that contributes to late year-end reports. "Other" was the most
commonly answered as the primary reason, though not by a clear margin. A review
of surveys indicated that "other" most generally refered to system/CALSTARS
problems at year-end time. Not reconciling in a timely fashion and sheer volume of
year-end workload were the next reasons most often ranked as the primary reason.



APPENDIX G

Exhibit XI
Survey of Staff
What Would Make the Process More Efficient?
No. of Responses
25 -
2 2

More tmg Direction Streaming Automation Other No response

This graph illustrates staff responses as to what would make their participation in the
process efficienct. Enhanced automation and streamlining of the process (e.g.,
reducing the number of required year end reports) received the highest responses
from agency staff.



APPENDIX G

Exhibit XII
Survey of Staff
How Would State Training Be Rated?
No. of Responses
60 +
3%

Excellent Satisfactory Less than satisfactory

This graph illustrates staff's perception of the level of State training that they
receive. Seventy-three percent rated the training as satisfactory, only 11%
believed the training to be excellent, and 15% rated the training as less than
satisfactory.



APPENDIX G

Exhibit XII1

. Survey of Staff
Is There A Need for More Training?

11.90%

B Yes
H| No

88.10%

This chart illustrates staff’s signficant desire for additional or enhanced training.



APPENDIX G

Exhibit XIV
Survey of Staff
Areas Where More Training is Desired
No. of Responses
30 T 27 26

2% 4

204

15 +

10 +

0 4
1 2 3 4 5 6 7
Role of YE Reconcil.  Acc'tg/prgrm Acc'tg Tech Other
fiscal agencies process budgeting theory acc'tg

This graph illustrates those areas in which staff perceive additional training is
required. The role of fiscal agencies and how accounting relates to program
budgeting were rated by staff as the two biggest areas of desired training.



APPENDIX G

Exhibit XV

7 Survey of Managers
Average Accounting Staff Turnover Rate

No. of Responses
12+

10+

<5% 6-10% 11-15% 16-20% >21%

This graph illustrates the average accounting staff turnover in accounting
departments.



APPENDIX G

Exhibit XVI

Survey of Managers
Is Overtime Worked During Year End Closing?

13.04%

B Ye
B No

86.96%

This chart illustrates that there is a peak workload problem at year-end to prepare
reports. This would confirm the findings in Exhibits VIII and IX in this
appendix which indicate that sheer volume of year-end workload contributes to
late reports.



APPENDIX G

Exhibit XVII

Survey of Managers
CALSTARS Training/Implementation

B excellent

4545% B satist
B3 1ess than exp

don't know

45.45%

This chart illustrates how the surveyed managers rated the CALSTARS training
received by the staff. A significant number of respondents (45.45%) ranked their
training either satisfactory or less than expected. Only 11 managers responded to this
question, however. Of those who responded "less than expected”, 66% indicated
that possible causes for this were that DOF staff were unfamiliar with CALSTARS,
and 50% said that implementation planning was unsatisfactory.



APPENDIX G

Exhibit XVIII

Survey of Managers
Areas Where More Training is Desired
No. of Responses

12

12 -

10 4+

st

6 -

44

2 -

04

1 2 3 4 5 6 7 8
Reconcil. Y-E  Acc'tgprgm Acc'tg Role of Tech Other No

process  budgeting theory fiscal agencies  acc'tg Tesponse

This graph describes those areas in which managers perceive additional training is
needed for their staff. The areas of reconciliations, governmental accounting, and
accounting as it relates to program budgeting were the most commonly answered.



APPENDIX G

Exhibit XIX

' Survey of Managers
Does Your Agency Have A Formal Training Program?

4.35%

30.43%

W Yes
H No

B No Response

65.22%

This chart illustrates that about two-thirds of the managers said their own agency
does not offer its own internal training program. This would highlight the reliance
of training by DOF or DPA, particularly when 88% of staff indicated their desire for
enhanced training. This would also suggest that although managers also desire
enhanced training, departments are not offering their own training, and perhaps feel
that training is more appropriately the responsibility of other agencies.



APPENDIX G

Exhibit XX

Survey of Managers
Primary Reason for Lack of Timely Reconciliations?

B Other priorities
46.15% B To many reconcil.
B Errors in judgement
Other

15.38%

This chart suggest that, according to those who responded, timely reconciliations are
not as important relative to other accounting priorities.
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Exhibit XXI
Survey of Managers
What Is the Primary Reason for Late Y-E Reports?
T 20.00%
(
26.67% B Other priorities
B Problem with one report
B Difficulty in reconciling
6.67%
Getting data on time
O3 Sheer Y-E workload volume
6.67%
B Influence of budgeted funds
13.33%
O Other
6.67%

20.00%

Although again there is no dominant answer, managers believe that "other" reasons
contribute to late year end reports. Other generally referred to CALSTARS/system
problems. Other priorities and gathering data from within the agency or other
outside departments were cited as the next two most common reasons for late
TEpOrts.



No. of Responses
14

12 4+

10 +

APPENDIX G

Exhibit XXI1

Survey of Managers
What is the Motivation for Preparing Y-E Reports?

14

Past year budget info Complying with deadlines  Sense of Professionalism No strong motiviation

This graph describes that managers place some importance on meeting the year-end
report deadlines in a timely fashion.



APPENDIX G

Exhibit XXIII

Survey of Staff and Managers
What Is The Primary Reason for Late Y-E Reports?

17.07%

B Reconciling

B Data on Time
B Data frm Fid
Exp. budg Fnds
17.07% O Vol. of Wkid
B # of Adj.

I Priorities
Other

12.20%

7.32%
2.44% Prb w/1 Rpt.

14.63%

This shows that the combined responses of managers and staff surveyed indicate
that "other" reasons is the primary reason for late year-end reports. Not reconciling
timely and not obtaining data from other agenices or within the department were tied

as the next most common reasons for late reports.



APPENDIX G

Exhibit XXIV

Survey of Managers and Staff
Areas Where More Training is Desired

35

# of responses

Role of Fiscal Year End Process  Reconcil. Acctg/Progr  Acctg Theory  Tech (govt1) Other
Agencies Budg. Acctg

This bar chart shows the combined responses of managers and staff as to what areas
of training are desired. Accounting as it relates to program budgeting and the role of
the fiscal agencies were cited as the two main areas where training is desired.
Training in technical (governmental) accounting and reconciliation training were the

next most commonly answered.



APPENDIX G

Exhibit XXV

Ratio of Late Y-E Reports to
Days to Reconcile per Month

# Days After 6/30 Reports Submitted to SCO
80

70
60
50
40
30
20

10

0 5 10 15 20 25 30 35 40 45
Avg. # Days to Reconcile Each Month

This chart suggests, for the sample of agencies reviewed and consolidating of data
for review purposes, that there is an indication of a correlation between later monthly
reconciliations and later submission of year-end reports.
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1984-85 F.
1985-86 F.

1986-87 F.

1987-88 F.

1988-89 F.

1989-90 F.

Y.

Y.

Y.

Y.

APPENDIX 1

Plan for Automating the
State of California Annual Report

Publish Automated Revenue Statements for the 1983-84 F. Y. Report.

Publish Automated Expenditure and Federal Receipts Statements for
the 1984-85 F. Y. Report.

Have final Program Changes made to the Automated Expend1ture
Statements for the 1985-86 F. Y. Report.

Set-up Statements on Personal Computer in order to send print-
ready copy to the printer for the 1986-87 F. Y. Statements.

Publish 1986-87 F. Y. Report by sending print-ready copy to the
Printer except the Bonded Debt Detail Statement. Work with pro-
gramming in order to set-up automated statements of operations
and financial condition for the 1987-88 F. Y. Report.

Prepare fully automated Statements of Operations and Financial
Condition which will be prepared print-ready for the printer for
the 1987-88 F. Y. Report. Set-up Bonded Debt Detail Statement
80 it will be prepared print-ready for the State Printer for the
1988-89 F. Y. Report.

Prepare all reports in automated fashion and send all statements
to the State Printer in a print-ready format for the 1988-89 F. Y.
Report.
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@ontroller of the State of Galifornia

P.O. BOX 942850
SACRAMENTO, CA 94250-0001

May 4, 1987

Honorable Thomas W. Hayes
Office of the Auditor General
660 J Street, Suite 300
Sacramento, CA 95814

Dear Mr. Hayes,

This is in response to your letter of April 7, 1987, in which
you request our comments on the report prepared by Price
Waterhouse entitled "An Evaluation of the Financial Reporting
System of the State of California".

We have reviewed the final draft of this report and discussed
its findings with Price Waterhouse's staff as well as your

own. As I had discussed with you, we had looked forward to the
consultant's identification of innovative improvements which
would assist state agencies, this Office and the Auditor
General in producing an earlier annual report. Unfortunately
the consultant did not provide any new ideas. In fact, the
consultant's recommendation to require by law the issuance of a
legal basis report by November 30 fails to identify any
material changes in procedures which would bring this about.

Additionally, the report contains a number of points applicable

to the State Controller's Office with which we disagree:
We disagree that the annual report is prepared "without the
benefit of a detailed project management plan and
schedule". We have a plan which we believe is realistic,
effective and sufficiently detailed. For instance, during
the past two years we have successfully managed the
preparation of our annual report against this plan which
has resulted in a completed report on or slightly before
the scheduled due date.



We disagree that computer technology is not yet effectively
utilized. This statement is based upon the consultant's
recommendation that personal computers be used to compile
data for the annual report instead of the mainline computer
system., Our computer system plan for automating the Annual
Report is in the final phase of the original system design
which was developed as a part of the California Fiscal
Information System (CFIS) in 1982. We have already
completed the portion of the system which compiles and
prints revenue and expenditure statements (which is roughly
60% of the report) through the mainline computer system.
When the final phase is implemented, the system will also
compile and produce print-ready fund statements. We expect
to start testing the final phase in May of this year and if
the results are successful, the 1986/87 fund statements for
governmental cost funds will be produced by the mainline
computer system. We believe the plan we have devised to
automate the production of the Annual Report will result in
the most effective utilization of computer technology.

We disagree that the agency year-end reports are

redundant. All reports are necessary either to produce our
annual report or to ensure that agency accounts are
reconciled.

We disagree with comments regarding utilization of staff
resources within the Division of Accounting's Bureau of
Financial Reports and Apportionments. The evaluation and
reallocation of staff is done regularly. This allows staff
to broaden their experience and provides cross-training to
prevent dependency on specific individuals for specific
jobs.

We disagree that the deadline for the GAAP-basis report and
the Legal basis report should be different. Both reports
are based upon data which is classified and compiled in
order to prepare both final reports. Consequently they are
both published at approximately the same time.

We disagree that later due dates of the agency year-end
reports should be established. This would tend to delay
the preparation of the report rather than hasten it.



The above comments summarize our major concerns with the Price
Waterhouse report. We have excluded a number of detailed
comments regarding items and phraseology which we have already
related to the consultant. We compliment Price Waterhouse for
their sincere efforts to make recommendations which would
result in an earlier publication of the year-end report but are
disappointed that the recommendations contained in the report
do little to accomplish this objective.

Sincerely,
cz;(:;vnﬂw(‘échﬁi4/\/

F. Arnold Schuler
Deputy State Controller

25802



CC:

Members of the Legislature

Office of the Governor

Office of the Lieutenant Governor
State Controller

LegisTative Analyst

Assembly Office of Research

Senate Office of Research

Assembly Majority/Minority Consultants
Senate Majority/Minority Consultants
Capitol Press Corps





