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July 31, 2026 
2025‑602

The Governor of California 
President pro Tempore of the Senate 
Speaker of the Assembly 
State Capitol 
Sacramento, California 95814

Dear Governor and Legislative Leaders:

State law authorizes my office to establish a high-risk government agency audit program for the 
purpose of identifying, auditing, and issuing reports on state issues that have major challenges 
associated with their economy, efficiency, or effectiveness. Since 2020, the State’s late financial 
reporting through its Annual Comprehensive Financial Report (ACFR) has been a recurring 
item on our state high risk list.

In order to ensure that my office’s role in this process was also reviewed, I engaged KPMG to 
conduct a performance audit examining the barriers and root causes contributing to California’s 
chronically late financial statements. KPMG’s audit included a review of not only my office but 
also the State Controller’s Office (SCO), the Department of Finance (Finance), and five other 
large departments that each play a significant role in the production of a timely and accurate 
ACFR. Although the SCO, Finance, and others deserve significant credit for recent progress 
towards improving both timeliness and quality, more work remains, and KPMG’s report offers 
helpful insights and recommendations for additional reforms.

KPMG identified several findings and performance improvement opportunities for the 
agencies it reviewed and made various recommendations to address these. For example, among 
the root causes for the State’s late financial reporting in fiscal year 2022–23, KPMG noted 
communication challenges and the lack of clear roles and responsibilities between the SCO and 
Finance; the lack of a single, definitive authority to provide technical guidance to departments 
on generally accepted accounting principles (GAAP); the need for centralized GAAP training for 
state accounting personnel; and state entities not submitting their GAAP information on time. 
KPMG also recommended that my office reconsider its approach to determining materiality 
levels and sample sizes to achieve a more efficient audit.

Collectively, KPMG’s recommendations provide the State’s various agencies and departments 
with insights on how to improve their contributions to the State’s ACFR process, potentially 
leading to the removal of this issue from our state high-risk list.

Respectfully submitted,

GRANT PARKS 
California State Auditor







 

July 21, 2026 

Grant Parks, State Auditor 

California State Auditor 

621 Capitol Mall, Ste. 1200 

Sacramento, CA 95814 

Dear Mr. Parks, 

This report presents the results of KPMG LLP’s (KPMG) performance audit of the State’s Annual 

Comprehensive Financial Report (ACFR) process conducted on behalf of the State of California (the State) 

State Auditor’s Office (State Auditor) for the fiscal year ended June 30, 2023. Our substantive fieldwork was 

conducted during the period from June 10, 2025 through June 8, 2026, and the results, reported herein, are 

presented as of June 11, 2026. 

We conducted this performance audit in accordance with Generally Accepted Government Auditing Standards 

(GAGAS) issued by the Comptroller General of the United States. Those standards require that we plan and 

perform the Audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our findings and 

recommendations based on our audit objective. We believe that the evidence obtained provides a reasonable 

basis for our findings and recommendations based on our audit objective. 

We have evaluated GAGAS independence standards for performance audits and affirm that we are 

independent of the State Auditor and the relevant subject matter at the entity level to perform the performance 

audit of the ACFR for Fiscal Year (FY) 2022 – 23. 

This audit did not constitute an audit of financial statements, or an attestation level report as defined under 

GAGAS and the American Institute of Certified Public Accountants (AICPA) standards for attestation 

engagements. KPMG was not engaged to, and did not, render an opinion on the State Auditor’s internal 

controls over financial reporting or over financial management systems. 

Based on the procedures performed and results obtained, we have met our performance audit objectives as 

agreed upon with the State Auditor.  

This report was prepared for use by the State Auditor’s Office, and is not intended for reliance by anyone other 

than this specified party 

Sincerely, 

 

KPMG LLP
515 Broadway
Albany, NY 12207-2974

KPMG LLP, a Delaware limited liability partnership, and its subsidiaries are part of  
the KPMG global organization of independent member firms affiliated with KPMG  
International Limited, a private English company limited by guarantee.
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Executive summary 

This executive summary provides the background, objectives, scope, 
approach, and summary of results of the audit. The remainder of the report 
details the audit methodology as well as the findings and recommendations 
that resulted from our test work. 

Background 
The State Auditor engaged KPMG to conduct a performance audit of the State’s ACFR process to identify 
reasons for late financial reporting and evaluate the effectiveness of recent improvements in accordance 
with Government Auditing Standards. This audit included a review of the roles of the key agencies 
involved in the preparation and issuance of the State's ACFR for FY 2022 – 23, including the State 
Controller's Office (SCO), the Department of Finance (DOF), the State Auditor’s Office, and a selection of 
five (5) state entities. 

Objectives  
The objectives of the audit were to identify the cause(s) of the State's late financial reporting and the 
effectiveness of any recent improvements to the process, including an evaluation of the following: 

• Evaluate the effectiveness and efficiency of the SCO's process for compiling the ACFR, 

• Assess DOF's responsibilities and efforts to assist with the preparation of the ACFR, 

• Assess the effectiveness and efficiency of the State Auditor's role in California's ACFR process, and 

• Assess five state entities whose financial data were material to the State's financial statements and 
who did not provide timely and/or accurate financial reports in FY 2022 – 23 

KPMG worked closely with the State Auditor to develop audit procedures to address these audit 
objectives. The procedures were specific to each objective above and were applied to each agency to 
determine the results within this report. 

Scope 
Our audit procedures were conducted over the past year which included a review of the respective roles 
of the key agencies involved in the preparation and issuance of the State's ACFR for FY 2022 – 23, 
including the SCO, DOF, the State Auditor’s Office, and a selection of five (5) state entities. As the 
objectives state the assessment of up to five state entities were to be reviewed, in conjunction with the 
State Auditor, KPMG conducted a risk assessment of agencies in the state to determine the additional 
five entities. Based on this assessment, the below five departments were selected for audit: 

• Employment Development Department (EDD) 

• Department of Health Care Services (DHCS) 

• California Department of Education (CDE) 
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• Franchise Tax Board (FTB) 

• California Department of Transportation (Caltrans) 

Approach 
KPMG worked closely with the State Auditor to develop audit procedures to address the Audit objectives. 
The Audit was accomplished through the completion of three phases, including audit planning, fieldwork, 
and reporting and closeout, as summarized below and addressed in further detail in the background, 
objectives, scope, and approach section. 

Audit planning: During the planning phase, the audit team obtained an understanding of the ACFR 
preparation process, relevant policies and procedures, and the roles and responsibilities of key 
stakeholders. The planning activities informed the development of detailed audit procedures and the 
selection of entities and processes for further review. 

Fieldwork: In the fieldwork phase, the audit objective areas were completed in accordance with the Audit 
Plan for departments selected for audit. This also included the audit team performing detailed procedures 
to evaluate the processes, controls, and practices related to ACFR preparation.  

Reporting and closeout: The Reporting and closeout phase included conducting audit closing 
procedures, which involved communicating the Audit results to the agencies in the form of an Exit 
Dashboard and obtaining management responses and corrective action plans as well as hosting an exit 
conference. This phase also included reporting the Audit results to the State Auditor. 

Summary of results 
As a result of our audit, we have noted findings as well as Performance Improvement Opportunities (PIO) 
in accordance with the Audit’s objectives and scope. 

• Findings: Findings may involve deficiencies in internal control or noncompliance with provisions of 
laws and regulations. Each finding includes the condition, criteria, cause, effect, and a 
recommendation for corrective action to address the finding. 

• PIOs: A PIO identifies opportunities to enhance existing processes, controls, or practices. PIOs do 
not represent findings but highlight areas where efficiency, effectiveness, or transparency can be 
improved. These observations are accompanied by recommendations designed to strengthen 
operations, streamline procedures, and align practices with leading standards or best practices. 

The results of the audit are summarized below by number of findings and PIOs per area and further 
expanded upon later within this report.  

 Area Number of findings Number of PIOs 

Statewide 3 0 

State Auditor 0 5 

SCO 0 3 

DOF 1 1 
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 Area Number of findings Number of PIOs 

EDD 1 2 

DHCS 0 2 

CDE 0 1 

FTB 0 3 

Caltrans 0 3 

Total 5 20 

 

Our audit procedures revealed several themes, primarily focusing on roles, responsibilities, and 
communication, along with key drivers of ACFR timeliness. Most notably, ambiguous roles and 
communication challenges between California's control agencies (SCO and DOF) create a ripple effect, 
leading to redundant work and delays during the compiling, reporting, and auditing phases of the ACFR. 
To eliminate these duplicative efforts and drive statewide efficiency, the State must establish explicitly 
defined, mutually exclusive responsibilities for both SCO and DOF. For detailed information, refer to the 
“Statewide” and “Additional Items to Consider” sections of the report. SCO and DOF were asked to 
respond to “Statewide” findings that specifically referenced them within the “Recommended Corrective 
Action” in their respective management responses (see Appendix B).  

While the specific findings and PIOs varied by agency, KPMG identified several overarching areas for 
improvement across the State’s financial reporting ecosystem. These main themes, which are further 
detailed in the subsequent sections and the appendix of this report, include: 

• Timeliness of Financial Submissions: Delays in compiling and submitting GAAP financial 
information by individual departments (such as DOF and EDD), which cascade and delay the overall 
ACFR publication. 

• GAAP Training and Technical Expertise: A widespread need for both centralized, statewide 
GAAP/GASB training (led by the SCO) and customized internal training at the agency level, 
compounded by gaps in technical qualifications for state accounting roles. Centralized guidance from 
the SCO is essential to ensure that all departments apply accounting principles consistently. 

• Reporting Complexity and Administrative Burden: Unnecessary reporting friction caused by the 
volume of state fund accounts and inconsistent or unusually low monetary thresholds tied to GAAP 
reporting policies. The absence of clear, standardized policies and differing thresholds applied across 
departments creates ambiguity for entities reporting to SCO, resulting in rework, delays, and 
increased administrative effort.  

• System Integration and Efficiencies: Ongoing operational challenges related to Financial 
Information System for California (FI$Cal) module limitations, pending agency transitions, and the 
need to modernize data integration to reduce manual reconciliations. 
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Background 
In the State of California, the SCO compiles the ACFR on an annual basis. This report is a detailed set of 
financial statements for the State and is prepared in accordance with the accounting requirements 
established by GASB. Once this report is compiled by SCO and published, the State Auditor conducts a 
financial statement audit of the ACFR on an annual basis. As required by California Government Code 
(GC) section 8546.5, the State Auditor operates the State High-Risk program to improve the operation of 
state government. The State Auditor identifies, audits, and recommends improvements to State agencies 
and statewide issues at high risk for waste, fraud, abuse, or mismanagement, or for having major 
challenges associated with their economy, efficiency, or effectiveness. In January 2020, the State 
Auditor’s office added to the State high-risk list the State's inability to produce timely financial reports 
(California State Auditor reports: Report 2019-601). Since that time, the State has continued to issue late 
financial statements in the ACFR. Specifically, the State has issued late ACFRs in each of the last five 
fiscal years. 

The State Auditor engaged KPMG to conduct a performance audit of the State’s ACFR process to identify 
reasons for late financial reporting and evaluate the effectiveness of recent improvements. This audit 
included a review of the roles of the key agencies involved in the preparation and issuance of the State's 
ACFR for fiscal year 2022 – 23, including the SCO, the DOF, the State Auditor, and a selection of five (5) 
state entities. 

Objectives 
The objectives of the audit were to identify the cause(s) of the State's late financial reporting for the fiscal 
year 2022-23 and the effectiveness of any recent improvements to the process, and to provide findings 
and recommendations including an evaluation of the following: 

• Evaluate the effectiveness and efficiency of the SCO's process for compiling the ACFR, 

• Assess DOF's responsibilities and efforts to assist with the preparation of the ACFR, 

• Assess the effectiveness and efficiency of the State Auditor's role in California's ACFR process, and 

• Assess (selection of up to five) State entities whose financial data were material to the State's 
financial statements and who did not provide timely and/or accurate financial reports in FY 2022 – 23. 

Scope 
The scope of this audit included a review of the respective roles of the key agencies involved in the 
preparation and issuance of the State's ACFR for FY 2022 – 23, including the SCO, DOF, State Auditor’s 
Office, and a selection of five (5) State entities whose financial data are material to the State's ACFR 
reporting and who did not provide timely and accurate financial reports. The State Auditor approved the 
following five (5) State entities for further review: 

• EDD 

• DHCS 

• CDE 

• FTB 

• Caltrans 
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Approach 
KPMG worked closely with the State Auditor to develop audit procedures to address the audit objectives. 
The audit was accomplished through the completion of three phases, including audit planning, fieldwork, 
and reporting and closeout, as summarized below and addressed in further detail in the background, 
objectives, scope, and approach section. For detailed methodologies and criteria applied during this 
phase, please see the sections below. 

Engagement overview and planning: 

This phase included initial planning, risk assessment, creation and approval of the audit plan, and initial 
communication to auditees. We used the following approach: 

• KPMG met with the State Auditor and created an audit plan: KPMG and the State Auditor met 
several times to determine the detailed audit scope. KPMG drafted an audit plan to address the 
audit objectives and presented it to the State Auditor for approval. This included the timeframe, 
scope, audit procedures, and reporting guidelines. 

• KPMG conducted a risk assessment to select the five state entities: KPMG conducted a risk 
assessment with criteria approved by the State Auditor to select the five state entities to audit as 
part of the contract.  

• KPMG notified the selected auditees: Once the risk assessment and audit plan were approved 
by the State Auditor, KPMG notified the auditees of their selection for audit, introduced the audit 
team, and conducted an entrance conference. 

 

Fieldwork: 

This phase included the performance of audit procedures. We used the following approach to meet the 
audit objectives: 

• KPMG evaluated the effectiveness and efficiency of the SCO's process for compiling the 
ACFR 

– Review of SCO project management efforts and use of authority. This included obtaining and 
analyzing project management documentation to verify its alignment with established 
organizational objectives and timelines. Additionally, we conducted targeted discussions with 
key personnel and state representatives to evaluate the effectiveness of process 
communications and deadline management. Finally, we performed a compliance review on a 
sample of submitted state entity reports to assess overall timeliness and adherence to reporting 
requirements. 

– Evaluation of financial reporting instructions and support of agencies with GAAP-compliant 
reporting. This included reviewing financial reporting instructions provided to state entities and 
assessing their sufficiency.  

– Review of the compilation of departmental GAAP entries and financial statements to prepare 
the ACFR. 
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Fieldwork: 

• KPMG assessed DOF's responsibilities and efforts to assist with the preparation of the 
ACFR 

– Assessment of DOF’s ACFR responsibilities via regulations, review of fiscal and accounting 
policies to evaluate alignment with GAAP to provide clear directives, and personnel 
discussions.  

– Evaluation of the DOF training program provided to state agencies to assess 
comprehensiveness and relevance to GAAP and the ACFR.  

• KPMG assessed the effectiveness and efficiency of the State Auditor's role in California's 
ACFR process 

– Review of State Auditor audit approach, including the efficiency and effectiveness of their audit 
strategy, risk assessments, and materiality.  

– Review of project management efforts including project management tools, audit progress and 
dashboards, and audit management methodologies. 

– Review the quality of the State Auditor's ACFR-related communications focusing on policy 
manuals, the agency feedback process, and job-start letters.  

– Review of staffing sufficiency. This included organizational chart reviews, team structure and 
roles within audits.  

• KPMG assessed the five selected state entities whose financial data were material to the 
State's financial statements and who did not provide timely and/or accurate financial 
reports in FY 2022-23 

– Evaluation of GAAP submission timeline and technical assistance received. This included a root 
cause analysis to identify challenges and barriers agencies faced in preparing financial 
information, and reviewing the support provided to them.  

– Review of Agency GAAP knowledge by conducting interviews to understand staff’s familiarity 
with GAAP requirements for ACFR submissions. 

– Review of internal GAAP and ACFR training support. This included reviewing agency-led 
internal training development programs that exist outside of SCO and DOF support.  

• KPMG summarized findings and PIOs from each agency 
– Provided Exit Dashboard to each agency at the completion of audit procedures. 

– Requested a Management Response from each agency which was included in the final exit 
dashboard. 

– Hosted Exit Conference with each agency to discuss the results of the audit. 

 

Reporting and Closeout: 

The reporting and closeout phase included compiling, reviewing, and finalizing the audit findings. All 
audit conclusions were clearly documented, communicated, and reported in a manner that provided 
value to stakeholders. We used the following approach: 

• KPMG prepared and submitted a draft performance audit report for the State Auditor’s 
review. 
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Reporting and Closeout: 

• The State Auditor reviewed the draft performance audit report and provided comments to 
KPMG. 

– Our proposed project plan and approach allowed the State Auditor 10 business days to 
complete their review and deliver feedback. 

– In response to the draft performance audit report, the State Auditor provided their management 
response. 

• KPMG obtained State Auditor’s approval and finalized report. 
– KPMG addressed the feedback and made any revisions needed to the final performance audit 

report. 

– KPMG reviewed the State Auditor’s management response and included it in the final 
performance audit report.  

– Issued the Final Report to the State Auditor and relevant supporting workpapers. 
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Introduction 
In accordance with GAGAS, we conducted this performance audit to provide the results of our work, 
including relevant findings, observations, and recommendations. The scope of our procedures and the 
use of this report is not intended for reliance by anyone other than this specified party. The findings 
presented in this report are based on the information available at the time of the audit. We do not assume 
responsibility to update or revise these findings for events, circumstances, or additional information that 
may arise subsequent to the issuance of this report. 

As a result of our audit, we have noted findings as well as PIOs in accordance with the Audit’s objectives 
and scope. 

• Findings: Findings may involve deficiencies in internal control or noncompliance with provisions of 
laws and regulations. Each finding includes the condition, criteria, cause, effect, and a 
recommendation for corrective action to address the finding. 

• PIOs: A PIO identifies opportunities to enhance existing processes, controls, or practices. PIOs do 
not represent findings but highlight areas where efficiency, effectiveness, or transparency can be 
improved. These observations are accompanied by recommendations designed to strengthen 
operations, streamline procedures, and align practices with leading standards or best practices. 

Summary of findings 
Findings from all audit areas are included in the body below. A summary of PIOs is included within the 
report with the detailed listing found within the appendices.  

Each finding includes the following elements: 

• Condition: Describes the issue observed as part of the Audit; in many cases, there are multiple 
conditions reported within one finding 

• Criteria: An explanation of the requirements related to the identified condition 

• Cause: An assessment of the underlying cause of the identified condition 

• Effect: Potential result if condition continues 

• Recommended corrective action: A short discussion on what should be done to improve, resolve, 
or avoid the identified condition 

These findings were shared with the auditees directly as part of closing procedures performed. The 
entities’ management were responsible for providing management’s response to such findings. For the 
purposes of this report, the management responses have been included in the appendix of this report. 

No findings were identified for the State Auditor, SCO, DHCS, CDE, FTB, and Caltrans. 

Statewide ACFR processes 
• Finding 1: Duplicative Management Representation Letters in ACFR Process 

o Condition: Through a process administered by DOF, approximately 140 departments are 
required to submit separate, department‑level Management Representations supporting their 
ACFR GAAP information. This is part of the statewide ACFR Management Representation Letter 
(MRL) that DOF submits to the State Auditor.  
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o Criteria: According to section AU-C 580 of AICPA standards, Written Representations, the 
auditor is required to obtain written representations from management (and, when appropriate, 
those charged with governance) to confirm matters that are management’s responsibility and to 
support other audit evidence. At a minimum, these representations address management’s 
responsibility for: (1) the preparation and fair presentation of the financial statements in 
accordance with the applicable financial reporting framework (U.S. GAAP); (2) the design, 
implementation, and maintenance of internal control relevant to the preparation and fair 
presentation of financial statements that are free from material misstatement, whether due to 
fraud or error; and (3) providing the auditor with all relevant information and access necessary to 
perform the audit 

Additionally, within the California State Administrative Manual (SAM), §7320, the SCO is 
responsible for preparing reports on the State’s financial condition, including the Budgetary/Legal 
Basis Annual Report and the ACFR in accordance with GAAP. SAM §7320 does not address 
department-level MRLs. Additionally, per GC § 12460, the SCO is responsible for issuing the 
State’s ACFR prepared in accordance with U.S. GAAP. Accordingly, for purposes of the ACFR 
and the related written representations, the SCO is the responsible party for the ACFR as a whole 
and therefore functions as management with respect to U.S. GAAP financial reporting. 

o Cause: Although both the SCO and DOF submit statewide MRLs to the State Auditor, individual 
departments are still mandated to provide their own representations. This includes departments 
that already issue separately audited financial statements. While departments are inherently 
responsible for establishing and maintaining their own internal control environments, this 
formalized, secondary sign-off creates an undue administrative burden. Satisfying this mandate 
forces departments to perform redundant monitoring and executive-level reviews, which delays 
the overall financial compilation process.  

o Effect: Requiring additional executive sign‑offs and coordination across 140 departments within 
the 17-page representation letter duplicates verification efforts and prolongs ACFR close 
timelines. Based on inquiries, the department-level management representation process takes 20 
days to complete and file. This process must be completed before the end of the State Auditor’s 
audit fieldwork, which concludes approximately one week before the ACFR is issued. 
Additionally, these duplicate representations obscure clear ownership of ACFR reporting and 
management representation among the SCO, DOF, individual departments, increasing the risk of 
inconsistent or delayed assertions. 

o Recommended corrective action: The State Auditor should request one consolidated MRL from 
the responsible parties. With this change, DOF would no longer require departments to submit 
formal, individualized submissions on the DOF portal. DOF and SCO can continue to request 
supporting documentation as needed, provided the formal signature line is removed. This 
procedural modification would accelerate departments’ contributions to the ACFR process, while 
still allowing the SCO and DOF to obtain necessary information through informal discussions with 
departments. It would also clarify who within management is responsible for the ACFR.  

 

• Finding 2: Increased ACFR Reporting Complexity due to Volume of State Fund Accounts 
o Condition: The State requires the SCO to create new funds for the ACFR in response to 

legislative actions. This practice significantly increases the number of funds that must be 
maintained, reconciled, and reported during year-end close. Currently, the State reports 
approximately 920 funds. 

o Criteria: California State Policy (GC section 13306(a)) and GASB Codification §1300.118 state 
that entities should maintain only the minimum number of funds consistent with legal 
requirements and sound financial administration. While GC section 12460 requires the SCO to 
account for funds created on a budgetary-legal basis, this requirement does not dictate ACFR 
presentation. Per GASB guidelines, new funds should only be established when justified by the 
following: 

 Legal, constitutional, or federal regulatory requirements. 
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 GAAP requirements for separate funds. 

 Specific operational or management needs (e.g., the fund is material, the activity is 
permanent/ongoing, it requires multi-year tracking of assets/liabilities, the program is 
complex and needs oversight, or it improves resource management). 

Additionally, when an agency or department needs a new fund not already created by law, it must 
submit a request to its DOF budget analyst containing the following 10 items, which are then 
routed to the SCO for final approval: 

 Authorization/justification for the new fund 

 Identification of subfunds 

 Proposed fund title 

 Proposed administering organization 

 Specific statutory reference or legislation 

 Purpose of the fund 

 Source of the revenue 

 Proposed period of fund availability 

 Appropriation status 

 Disposition of any balance upon abolishment of the fund 

While GASB does not establish a numeric threshold for presentation within combining 
statements, GASB 34 and the GASB conceptual framework (Concepts Statements 1 and 3) 
support presenting information with sufficient disaggregation to enhance understandability and 
avoid obscuring significant activity. Furthermore, GASB 54 emphasizes that special revenue 
funds should reflect restricted or committed revenue sources for specified purposes. This clarity 
can be lost when numerous funds with differing restrictions are combined into a single “other” 
category. 

o Cause: New funds are primarily created through legislative actions or voter initiatives. A limited 
number of funds are created administratively. In its role within the fund classification process, the 
SCO is tasked with implementing these directives based on GASB and California State Policy. 
Overall, the State has not considered whether subfunds or subaccounts as detailed in the SAM 
could be used instead to track lower-level or subprogram activities without requiring entirely new 
funds.  

o Effect: The ongoing creation of multiple new funds increases the administrative burden of 
reporting and consolidating the ACFR financial statements. Furthermore, maintaining the high 
volume of funds inflates the balances reported in the "other funds" category of the combining 
schedules, which obscures visibility and provides no added value to financial statement users. 
For context, in the year ended June 30, 2023, non-major governmental funds comprised special 
revenue, debt service, and capital projects funds. An analysis of these funds revealed: 

 The “other” category represented 23% of total assets and 11% of total revenue reported 
in the “Total Nonmajor Governmental” fund.  

 “Other Special Revenue Programs” accounted for 22% of total assets and 11% of total 
revenue within “Total Nonmajor Special Revenue”.  

  “Other Capital Projects” accounted for 31% of total assets and 14% of total revenue 
within “Total Nonmajor Capital Projects”. 

o Recommended corrective action: The State should review and update its policies and 
procedures regarding the classification of newly created funds (via legislative or voter initiatives) 
to ensure that establishing a new fund is strictly necessary. SCO should establish and document 
a consistent ACFR presentation policy that reevaluates the use of the “other” funds category. This 
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would improve transparency and clarity (e.g., by presenting significant funds separately and/or 
grouping funds by program/restriction, accompanied by a supporting schedule identifying the 
funds included in the “other” category).  
Additionally, the State should evaluate on both a lookback and forward-looking basis whether 
subfunds or subaccounts can be used to track lower-level or subprogram activities. It is 
recommended that the SCO review current ACFR fund classifications as it onboards into FI$Cal. 
Identifying opportunities to use subfunds or subaccounts prior to full FI$Cal implementation will 
reduce future administrative burdens.  

 

• Finding 3: Misalignment with COSO Framework for Statewide GAAP Training 
o Condition: The State has not formally documented in regulation which agency is responsible for 

providing statewide GAAP training and guidance to individual state departments.  

o Criteria: Under the Committee of Sponsoring Organizations of the Treadway Commission 
(COSO) Internal Control – Integrated Framework, training is a fundamental component of the 
Control Environment. This is specifically addressed under Principle 4, which states: “The 
organization demonstrates a commitment to attract, develop, and retain competent individuals.” 
Centralized training serves as the primary mechanism for establishing and maintaining the 
“Commitment to Competence” required for an effective system of internal control. 

o Cause: The California GC has not been updated to assign statutory responsibility for statewide 
GAAP training to a specific department. Historically, this statutory assignment was likely omitted 
because the critical need for centralized training has only recently become apparent as ACFR 
reporting complexities have increased.  

o Effect: Without centralized training, department personnel lack sufficient instruction on statewide 
GAAP reporting requirements. Consequently, many departments struggle with year-end 
submissions to the SCO, which creates delays and errors during ACFR preparation.  

o Recommended corrective action: The California GC should be amended to grant a single 
department the authority to assume responsibility for statewide GAAP training. Discussions with 
the SCO indicate a willingness to take on this role. Assuming this responsibility would be a 
natural progression of the SCO’s duties, as evidenced by the already planned Chief Financial 
Officer Academy and quarterly forums for finance leaders. Once statutory authority is formally 
granted, the SCO should work with the DOF to update Section 7320 of the SAM to codify this 
responsibility.  
As the SCO operationalizes this authority and its planned training initiatives, it should allocate 
dedicated resources to support and train departments in statewide GAAP and GASB reporting. 
These resources should focus on: 

 GAAP Policies for ACFR Reporting: Developing and distributing standardized policies 
and procedures for the ACFR compilation process. Centralized guidance from the SCO is 
essential to ensure that all departments apply accounting principles consistently. 

 GASB Standards Implementation: Providing supplementary, standardized reporting 
guidance to ensure departments consistently adopt newly issued GASB 
pronouncements. 

 

DOF’s ACFR Processes 
• Finding 1: Late Submission of GAAP Financial Information 

o Condition: Through review of documentation provided by the SCO, DOF did not submit their 
GAAP financial information by the prescribed deadlines for the fiscal years 22-23 and 23-24. For 
Fiscal Year 22-23, the GAAP deadline was 10 months after year-end, and DOF reported delays 
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of 37 days late for their GAAP financial information. For Fiscal Year 23-24, the GAAP deadline 
was over 5 months after year-end, and DOF reported delays of 67 days late for their GAAP 
Financial information.  

o Criteria: Per GC section 12461.2, if any state agency, department, board, or commission, which 
is required by statute or regulation to furnish a financial statement or report to the Controller, fails 
to furnish a complete and accurate financial report or statement within 20 days of the date 
prescribed, the Controller may withhold any or all operating funds from the agency, department, 
board, or commission, upon 30 days prior notification in writing to the chairperson of the 
committee in each house that considers appropriations and the Chairperson of the Joint 
Legislative Budget Committee, or upon a lesser time as the chairperson of the committee, or the 
chairperson’s designee, may in each instance determine, until the agency, department, board, or 
commission provides a complete and accurate report or statement. 

o Cause: The California Department of Housing and Community Development (HCD) submitted 
information to DOF for fund #8506 GAAP entries late. These are year-end adjustments required 
for Fund 8506 (the Coronavirus Fiscal Recovery Fund of 2021 established under the American 
Rescue Plan Act (ARPA)), which caused DOF to submit their GAAP deliverables to SCO late. 
Additionally, late receipt of prior year accrual feedback from the State Auditor’s audit based on 
previous delayed timelines caused delays for DOF. 

o Effect: Agencies reporting financial information late will cause the ACFR to continue to be 
behind the publication date set by SCO.  

o Recommended corrective action: The DOF’s main issues were delays from fund users like 
HCD, as well as late receipt of prior year accrual feedback from the State Auditor’s audit, based 
on the delayed timeline. While DOF cannot make changes related to prior year feedback, they 
should continue to communicate and set strict deadlines for departments whose financial 
information affects their GAAP submissions. The DOF noted continuous communication with 
HCD on this process, and while they have done so, they are managing audit findings for one 
ACFR while working on the next. DOF should look to implement additional processes with HCD 
to resolve issues and assist the department in determining roadblocks to allow DOF to submit to 
SCO on time. 

 

EDD’s ACFR processes 
Employment Development Department 
• Finding 1: Late Submission of GAAP Financial Information 

o Condition: The following instance was noted where EDD did not report GAAP financial 
information to the State by the required deadlines. Through review of documentation provided by 
the SCO, EDD did not submit timely financial information to the SCO and DOF for the following 
items: 

i. The ACFR by the prescribed deadlines for the fiscal years FY 20-21 through FY 23-24. 
EDD reported delays of approximately 11 months for fiscal year 21-22, 7 months for 22-
23, 5 months for 23-24, and anticipated to be 45 days late for fiscal year 24-25. 

ii. The Budgetary Legal process and submission to DOF for FY 20-21 through FY 23-24. 

iii. Month-end reconciliations submissions to the SCO, as noted in commentary to us by 
EDD. 

o Criteria: If any state agency, department, board, or commission, which is required by statute or 
regulation to furnish a financial statement or report to the Controller fails to furnish a complete 
and accurate financial report or statement within 20 days of the date prescribed, the Controller 
may withhold any or all operating funds from the agency, department, board, or commission, 
upon 30 days prior notification in writing to the chairperson of the committee in each house that 
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considers appropriations and the Chairperson of the Joint Legislative Budget Committee, or 
upon a lesser time as the chairperson of the committee, or the chairperson’s designee, may in 
each instance determine, until the agency, department, board, or commission provides a 
complete and accurate report or statement. (GC § 12461.2) 

o Cause: EDD experienced issues related to properly accounting for federal funds received for the 
Federal Unemployment Insurance (UI) program. EDD received findings related to accounting for 
UI from the State Auditor. During this process EDD experienced delays working to correct prior 
issues while also working on compiling financials for upcoming ACFRs, causing a further delay. 
Additionally, EDD lacks internal processes to ensure timely submission for the ACFR. 

o Effect: Agencies reporting financial information late will cause the ACFR to continue to be 
behind the publication date set by SCO. 

o Recommended corrective action: EDD should continue to formalize and strengthen its month-
end and year-end close processes to support timely GAAP submission. EDD should also 
continue to work to compile financial information to support submission to SCO by the set 
deadline to be in compliance with the State’s deadlines. This should include internal timeline 
edits to plan out key dates and tasks for staff, internal touchpoints, and communication with SCO 
on any potential roadblocks. As EDD’s main issues were related to the proper accounting for 
Federal Pandemic Unemployment Funds , this will no longer affect their financial information as 
the funding for this program has been accounted for in previous ACFRs. As such, they should 
look to submit the information for the ACFR by the deadline. 

During conversations with EDD, they demonstrated meaningful progress during FY 24–25 by 
accelerating its GAAP preparation timeline compared to prior years. GAAP activities were 
initiated earlier, coordination across the department improved, and management finalized all 
entries and submitted GAAP information to the SCO significantly earlier than in previous 
reporting cycles. As result of continued improvements in its financial reporting processes, EDD 
reduced its preparation and submission time for the ACFR by approximately 200 days, to around 
45 days past the due date. 

 

Additional items to consider 
During the audit, in addition to the formal findings summarized above, KPMG noted several statewide 
themes and observations. We have provided commentary on these items below. 

Inter-agency communications and roles 

Throughout the audit, we observed communication challenges and a lack of clear roles and 
responsibilities among California's control agencies (SCO and DOF). As noted in the findings above, this 
ambiguity affects several critical processes, including statewide GAAP training, fund creation, and 
management representations.  

The ramifications of this disconnect extend beyond isolated inefficiencies; it creates a compounding ripple 
effect that impacts the entire statewide financial reporting system. Because explicit boundaries and 
ultimate ownership are not clearly defined, redundant work is performed while critical guidance often falls 
through the cracks. This ambiguity creates significantly more work at every stage of the ACFR lifecycle: 

• Compiling: At the foundational level, individual departments face confusion when compiling their 
financial data. Lacking a single, definitive authority for technical GAAP guidance, departments spend 
excess time deciphering conflicting or missing information, leading to errors and delays. 
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• Reporting: During the consolidation phase, the SCO and DOF are forced into duplicative efforts such
as requiring overlapping management representations and must expend significant administrative
time coordinating responsibilities rather than executing them.

• Auditing: Finally, this systemic friction ripples outward to the State Auditor. Delays, inconsistencies,
and blurred ownership at the compiling and reporting levels inherently complicate and prolong the
audit process, requiring more resources to untangle and verify the final ACFR.

Recommendation: The State should establish explicitly defined, mutually exclusive roles and 
responsibilities for the SCO and the DOF regarding the ACFR. Clarifying these expectations will help 
eliminate duplicative efforts, reduce the compounding delays across the reporting lifecycle, and drive 
operational efficiencies for departments, control agencies, and the State Auditor.  

FI$Cal 

As part of our audits, agencies discussed their transition to FI$Cal and its role as the State’s official 
system of record. While auditing FI$Cal was not within our scope, we received consistent feedback from 
agencies regarding their use of the system. We observed that not all agencies have been onboarded onto 
FI$Cal yet, though the majority have transitioned over the last several years. Because agencies are 
operating on different systems of record, statewide financial processes remain inconsistent. 

Additionally, discussions highlighted challenges with specific FI$Cal modules. Agencies reported that they 
cannot currently enter financial information into the system efficiently using the available modules, and 
many experienced extended wait times for help ticket resolutions. From an audit perspective, these 
system limitations could cause delays for the State Auditor, who faces challenges obtaining consistent, 
detailed revenue and expenditure information (e.g., some agencies post highly aggregated transactions, 
while others post numerous smaller transactions). While FI$Cal was not in scope for this audit, we 
recognize it is a significant pain point that consumes a considerable amount of time and resources. 

Recommendation: The State should consider soliciting formal feedback from agencies to identify 
specific system bottlenecks and areas where additional FI$Cal training is needed. 

California Department of Human Resources (CalHR) Accounting Analyst requirements 

During fieldwork, some agencies expressed concerns regarding the State’s job requirements for 
accounting positions. Specifically, agencies highlighted a gap between the technical expertise required to 
perform complex financial reporting and the minimum qualifications dictated by state hiring standards.  

For example, the official CalHR job description for an Accounting Analyst, requires an accounting degree 
or equivalent credits, but does not require or prefer a certified public accountant (CPA) license. While 
these baseline qualifications may suffice for general agency needs, the resulting candidate pool may lack 
the specialized GAAP expertise required to accurately compile complex information for the ACFR.  

Recommendation: The State should consider collaborating with CalHR and the State Personnel Board 
to update accounting job classifications, particularly by integrating preferences or requirements for 
advanced certifications (such as a CPA) for roles directly involved in ACFR reporting.  

Summary of PIOs 
Below is a summary of the main themes documented in the PIOs noted during our audit procedures. 
Please note that these PIOs were shared with the auditees directly as part of closing procedures 
performed and the full versions are included within each Exit Dashboard in Appendix A. 
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• Customized Internal GAAP Training: A widespread recommendation for agencies we audited 
included developing robust, recurring, and agency-specific internal GAAP training programs to 
address their unique transactions and new GASB requirements. Agencies currently rely on statewide 
guidance and prior year feedback, while they should develop training internally to address unique 
scenarios specific to their agency. 

• System Integration and Data Efficiency: Within our recommendations, we noted that agencies 
should look to fully utilize FI$Cal, while also looking to reduce manual workloads of reconciliation to 
legacy systems. This also included batch claims data and the idea of batching into journal entries in 
FI$Cal. 

• Clarifying Roles and Formalizing Communication: One recommendation across departments 
centered around clear roles as well as communication between agencies. This includes both 
agencies overseeing processes like the State Auditor and SCO/DOF, as well as better 
communication protocols with those agencies by other state agencies included within this report 
related to yearly reporting and feedback. 

• State Materiality Practices: A review of the ACFR process highlights opportunities to refine 
materiality standards and streamline workflows. 

o SCO: The SCO currently prepares financial statements with precision down to the thousands of 
dollars. The SCO also should revisit and update current GAAP and accrual reporting policies. 
Transitioning to higher, standardized thresholds and reporting in millions would align with the 
practices of other large states and simplify the reporting process across state agencies. 

o State Auditor: The State Auditor’s current methodology involves calculating distinct performance 
materiality levels for individual accounts. Adopting a uniform performance materiality level for 
each opinion unit, alongside utilizing centralized testing approaches like Monetary Unit Sampling 
(MUS), presents an opportunity to optimize and simplify the audit process. 

 





July 15, 2026 

KPMG 
515 Broadway 
Albany, NY 12207 

Dear KPMG Representatives: 

I am pleased to provide my office’s formal response to KPMG’s draft audit report examining the 
root causes behind the State’s late financial reporting. Achieving accurate and timely financial 
reporting through our State’s Annual Comprehensive Financial Report (ACFR) is a critical measure of 
government’s obligation to demonstrate accountability and transparency over the public’s finances. 

As you know, my office initially identified the State’s late financial reporting as a high-risk issue in 
January 2020 as part of our state high-risk audit program. Shortly after I assumed office as State 
Auditor in January 2023, California issued its fiscal year 2020–21 ACFR one year late in March 2023. 
It included qualified opinions in multiple opinion units, as well as a disclaimer of an opinion in the 
State’s Unemployment Program Fund. This trend continued in the subsequent fiscal year with an 
ACFR that was again one year late and that again contained qualified opinions. Such results are 
simply unacceptable for our state government, and I share the views of other state officials who 
believe change is needed. 

It was against this backdrop that I decided to engage KPMG to conduct an independent performance 
audit examining how the State prepares its ACFR reporting and how it can make lasting 
improvements that promote both accuracy and timeliness. Although state law authorizes my office 
to initiate audits under our state high risk program, any performance audit of the State’s financial 
reporting must necessarily include a critical review of my office, given its role in auditing the State’s 
financial statements. Thus, it was necessary to engage an independent auditor. 

I believe KPMG’s audit report provides a helpful roadmap to assist the various control agencies and 
other departments to prioritize the reforms needed for a more efficient, timely and accurate ACFR. 
Although the State Controller’s Office (SCO), the Department of Finance, and others deserve credit 
for the recent and meaningful improvements to our State’s ACFR reporting, significant work and 
opportunities for improvement remain.
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It is in this spirit that I accept and will fully implement the recommendations pertaining to my office 
that are outlined in your report, and I am hopeful that the State’s various control agencies—
including those state entities with accounting transactions material to the ACFR—will adopt your 
recommendations to them with urgency. Although you had no specific audit findings for my office, 
your “performance improvement opportunities” (PIO) for my audit staff were both insightful and 
valuable. My office’s more detailed responses to your suggestions are already contained in your 
draft report. I also believe your audit findings and PIOs directed to other state departments are 
consistent with what my own office has observed each year when auditing the State’s ACFR. 

Moving forward, the State is well-positioned to implement the recommendations from your report 
and take significant steps to further prioritize the prompt and accurate reporting of its financial 
statements. Most recently, the SCO issued the fiscal year 2024–25 ACFR on May 12, 2026, which was 
only a month and a half after the federal government’s March deadline for financial reporting. This 
timing was a significant improvement from the issuance dates of previous ACFRs. The SCO, 
moreover, expects to meet the March 2027 deadline for the fiscal year 2025–26 ACFR. In addition, 
my staff have observed improved collaboration among agencies pertaining to financial reporting 
procedures and protocol. 

The SCO will be using FI$Cal as the State’s book of record for the first time in its preparation of the 
fiscal year 2026–27 ACFR. It will be important for the SCO and the other agencies to leverage 
KPMG’s recommendations and your other items for consideration, in particular the need to 
prioritize clear and thorough interagency communications, the need to define roles and 
expectations, and the need to prioritize FI$Cal training among agencies. Although these areas have 
historically been challenging for the State, the responses in the exit dashboards indicate a shared 
commitment among state departments to achieving accurate and timely statewide financial 
reporting. 

In closing, I appreciate the observations and recommendations from your audit team. KPMG’s staff 
were always insightful, collaborative, and communicative. I intend to monitor each state agency’s 
efforts to implement your report’s recommendations, with the ultimate goal of removing late 
financial reporting from our state high-risk list. Thank you for KPMG’s efforts to help improve 
California’s financial reporting. 

Sincerely, 

GRANT PARKS 
California State Auditor 
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Appendix A – Glossary of terms  
Acronym/Term Definition 

ACFR Annual Comprehensive Financial Report 

AICPA American Institute of Certified Public Accountants 

CalHR California Department of Human Resources 

Caltrans California Department of Transportation 

CDE California Department of Education 

DHCS Department of Health Care Services 

DOF Department of Finance 

EDD Employment Development Department 

FI$Cal Financial Information System for California 

FTB Franchise Tax Board 

GAAP Generally Accepted Accounting Principles 

GAGAS Generally Accepted Government Auditing Standards 

GASB Governmental Accounting Standards Board 

GC Government Code 

KPMG KPMG LLP 

PIO Performance Improvement Opportunities 

SAM California State Administrative Manual 

SCO State Controller’s Office 

State Auditor California State Auditor 

The State State of California 

UI Federal Unemployment Insurance 
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Background 
This Exit Dashboard (Dashboard) presents a clear summary of key findings, observations, and process 
improvements related to our audit of the California State Annual Comprehensive Financial Report (ACFR) 
process for fiscal year 2022-23 by KPMG LLP (KPMG). The audit results for the California State Auditor’s 
Office (State Auditor), as of the date of this dashboard, are organized into the following sections: 

 
• Summary of Performance Improvement Opportunities (PIO) and Findings: This section presents the 

observations and findings, and the specific condition and/or potential improvement for each item. 
 

• PIO: A PIO identifies opportunities to enhance existing processes, controls, or practices. 
PIOs do not represent noncompliance but highlight areas where efficiency, effectiveness, 
or transparency can be improved. These observations are accompanied by 
recommendations designed to strengthen operations, streamline procedures, and align 
practices with leading standards or best practices. 

• Findings: A Finding refers to a condition where operations, financial reporting, or internal 
controls are not fully compliant with applicable laws, regulations, or Generally Accepted 
Accounting Principles (GAAP). Findings indicate deviations, control weaknesses, or 
policy gaps that may expose the organization to compliance, financial, or operational 
risks. Each finding includes the condition, criteria, cause, effect, and a recommendation 
for corrective action to achieve compliance. 

 
• Management Response and Corrective Action: This section presents the auditee with the chance to 

provide a formal reply to the audit findings, demonstrating management’s acknowledgment of the 
issues or potential improvements identified. Corrective action outlines the specific steps and 
timelines that the auditee will implement to address and resolve the items noted. All management 
responses must be submitted within 5 business days of receipt of this dashboard. 

 
Summary of Performance Improvement Observations (PIO) and 
Findings 
Through the review of auditee provided documentation and meetings with the State Auditor, KPMG has 
noted the following PIOs organized under the categories from the audit plan: 

 
Project Management efforts 

• PIO 1: State Auditor’s Communication Policy Comprehensive Manual 
Observation 

o KPMG has identified potential process improvements in the State Auditor's Communication Policy 
Comprehensive manual, which is a manual provided to staff members during audits to provide 
guidance on the steps to take regarding communication with auditees. These improvements are 
meant to enhance procedures by providing greater clarity to staff members on communication 
steps to take for each type of audit and to reduce back-and-forth communication between audit 
staff and leadership during the audit process. 

Recommendation 
o KPMG recommends that the State Auditor’s audit manual be updated to include separate 

sections for performance audits and financial statement audits, as the procedural requirements 
for each are different. This will help staff better understand the specific protocols for each type of 
audit. We recommend that each section include the following: 

o Response Timeframes: Clear guidance on the number of days auditees have to 
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respond to audit findings for each audit type. 

o Audit Templates: Links to the specific templates to be used for both performance and 
financial statement audits. 

o Conference Protocols: Separate protocols for entrance and exit conferences for each 
audit type. 

These enhancements are intended to improve the audit manual's utility as a training tool for new 
staff and a day-to-day guide for all staff, ultimately driving efficiency. 

 
Materiality determination and calculations 

• PIO 2: Materiality Methodology 
Observation 

o KPMG reviewed the State Auditors’ approach to determining materiality during their audit of the 
yearly ACFR. KPMG observed during these walkthroughs and reviews of current practices that 
the State Auditors’ preparation of materiality is complex, potentially necessitating additional 
testwork. The current approach involves assigning different performance materiality levels to 
each account as opposed to each opinion unit (reporting unit on the ACFR). 

Recommendation 
o KPMG recommended that this method could be streamlined by developing performance materiality at 

the opinion unit level and applying it uniformly across accounts within that opinion unit. KPMG 
demonstrated an example using 3% of the determined benchmark to calculate overall materiality and 
then using 75% of materiality to calculate the performance materiality. As discussed, KPMG noted 
that an auditor could determine only accounts above performance materiality would be subjected to 
substantive testing. 

 
o KPMG demonstrated to the State Auditor the use of various methodologies including the use of a sub-

population performance materiality for scenarios when the team is subjecting a portion of a significant 
account to sampling (or another form of test of detail) or when a significant account is being broken 
into two or more sub-populations where they are being tested separately. In this scenario KPMG 
noted that the team would calculate a sub-population performance materiality when the population 
from which the sample was selected is smaller than the significant account. A sub-population 
performance materiality is primarily used in sampling when subjecting a portion of the total population 
to testing or testing separately. The State Auditor could consider using this approach to help 
determine tolerable misstatements for other substantive procedures under the same scenario of 
subpopulations such as analytical procedures. 
 

• PIO 3: Testing approach 
Observation 

o KPMG and the State Auditor discussed centralized testing, which is testing all departments in 
one combined sample rather than multiple disaggregated samples, and KPMG’s approach and 
recommendations around this topic. While the State Auditor is considering this topic and KPMG 
provided the following insights, this is not based on current areas where the State Auditor needs 
to improve, but potential approaches for the future. Based on a review of the ACFR and KPMG’s 
methodologies, KPMG noted that typically centralized testing would take place by fund. 

Recommendation 
o KPMG recommended centrally fully testing accounts with the same nature and risk concurringly 

as opposed to breaking up testing over different agencies, departments, or sub-category of the 
account. One example that KPMG recommended a centralized approach for was testing 
expenditures per fund by using natural expense classification. This would entail grouping 
expenses by their natural category, for example, Payroll as the significant account instead of 
functional classification as currently shown on the ACFR, being categories like Health and Human 
services, Education, etc. The team provided further details including the following: 

o KPMG recommended using performance materiality to determine whether accounts or  
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potentially departments could be excluded from centralized testwork if determined that 
using a sub-population performance materiality would be appropriate. Testing 
centrally and using sub-population performance materiality to determine immaterial 
accounts and/or departments could reduce time. 

o KPMG noted that revenues and expenditures could be tested on a cash basis when
tested centrally, and that material accruals or manual adjustments would be tested
separately.

o KPMG recommended the use of monetary unit sampling (MUS) as described in AICPA
guidance for centralized testing, except in scenarios where data other than monetary
units is more appropriate, such as payroll expenditures, where KPMG would
recommend using a substantive analytical procedure. The use of MUS will increase
the efficiency of testing and reduce the time spent performing procedures as a result
of small sample sizes used to reach the audit conclusions.

Audit Strategy 
• PIO 4: Roles and Responsibilities- Maintaining State Auditor’s Reviewer Role with State

Agencies

Observation 
o After reviewing current processes on the audit of the ACFR by the State Auditor, KPMG has 

observed that the State Auditor is having to invest significant time providing technical guidance to 
various agencies based on agencies lack of experience and knowledge, which the State Auditor 
does not wish to do but must to get some agencies through the audit. This level of involvement is 
above and beyond the State Auditor’s role as defined by the State Administrative Manual, which 
assigns State Auditor responsibility to perform independent audits of programs and fiscal 
operations per section 7380 of the State Administrative Manual. Additionally, per section 1.200 
Independence in AICPA guidance, the State Auditor could impose threats by working too closely 
with the agencies they are then auditing. As such, it is not the State Auditors’ responsibility to do 
so.
Recommendation

o As providing training is within the purview of both the State Controller’s Office (SCO) and the 
Department of Finance (DOF), KPMG recommends the State Auditor limit assistance to agencies 
to answering questions related to the audit requests sent to the agencies, and not answering 
questions related to GAAP reporting or basic accounting principles as this is not a part of the 
State Auditors role.

o KPMG also recommends continued coordination between the State Auditor’s Office, DOF, and 
SCO to keep roles clear. During the ACFR audit, the State Auditor should refer department 
issues related to the Budgetary Legal process to DOF and GAAP related issues to SCO (in line 
with Statewide Finding #3), either by directing the department to them or by forwarding the issue 
directly.

• PIO 5: Engagement Team Structure

Observation 

o Through discussions and a review of materials, KPMG has observed that the State Auditor is
employing a "Pod" system in some scenarios to test each account based on individual
agencies, and centralized testing in other scenarios The “Pod” system breaks up engagement
team members based on departments rather than business processes or financial statement
category. This method may benefit from greater optimization, as dividing the engagement team
solely by business process, rather than by business process and department, may enhance
efficiency and focus.

Recommendation
o Based on further discussions regarding materiality and testing approach, KPMG recommended
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that the State Auditor could be more efficiently dividing their engagement team and establishing 
responsibilities based on business process (or classification of account) tested rather than 
department or opinion unit. KPMG also provided the State Auditor with an example of the team 
structure when testing expenditures centrally as opposed to at the department level. This 
change in structure would enhance the State Auditor’s ability to utilize similar testing approaches 
for similar accounts across different departments and funds as well as eliminate duplicate efforts. 
Through observation of the team structure, the engagement is appropriately staffed to complete 
the audit in a timely manner, but adjusting the division of work, and how the work is divided, 
would optimize resources. 



July 21, 2026 

KPMG 
515 Broadway 
Albany, NY 12207 

Dear KPMG Representatives: 

This letter references the management response and corrective action document that our office 
provided in February 2026 to address the performance improvement opportunities (PIO) 
identified during KPMG’s performance audit of the State of California’s Annual Comprehensive 
Financial Report (ACFR) process. As conveyed throughout your audit report, accurate and timely 
financial reporting is of critical importance to the State, and we recognize that numerous state 
agencies—including the California State Auditor—play important roles in that effort. 

As we note in the response to each PIO, our financial audit team agreed with KPMG’s 
recommendations and appreciated its observations of our processes and methodologies, both 
those that it determined are working well and those we could perform more efficiently. We 
have since initiated the planning phase of our audit of the fiscal year 2025–26 ACFR and are 
actively implementing various components of the recommendations. As part of our audit, we 
will also monitor the progress made by the other agencies in addressing the findings and PIOs 
that KPMG directed to them. We look forward to leveraging the improved collaboration among 
these agencies to achieve prompt and thorough statewide financial reporting. 

Sincerely, 

LINUS LI, CPA 
Deputy State Auditor 
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California State Auditor 
February 2026 

Management Response and Corrective Action 

PIO 1: State Auditor’s Communication Policy Comprehensive Manual 

We agree with the value and benefit of including additional references in the 
Comprehensive Manual pertaining to financial audit policies and procedures. Although the 
current content of the manual specifically addresses the financial audit of the ACFR and 
aligns with Government Auditing Standards (Yellow Book), we will identify areas—such as 
the section addressing fieldwork standards on conducting the audit—where additional 
narrative can be placed to further differentiate protocols unique to the financial audit. In 
some instances, the narrative will cite existing protocol maintained in other locations, 
including the financial audit workpapers. We expect to complete these revisions to the 
Comprehensive Manual by July 2026. 

PIO 2: Materiality Methodology 

We agree with the recommendation and appreciate the insight that KPMG provided 
regarding its various examples and methodologies used for determining materiality and 
performance materiality, including opportunities for assessing sub-populations. We have 
since reassessed and revised our materiality and performance materiality calculations on 
our current audit of the fiscal year 2024-25 ACFR. In addition, we will evaluate the 
approach recommended by KPMG for the application of performance materiality across 
accounts when planning for the following year’s audit. We expect our determination to 
occur around June 2026, and it will be based on our assessment of audit risk and our 
professional judgment. In previous meetings with KPMG, we mutually acknowledged that 
professional judgment can vary among auditors and is dependent on the nature of the 
audited entity. 

PIO 3: Testing Approach 

We agree with the value of central testing and have used this approach regularly for many 
business processes and accounts. However, during the early stages of the fiscal year 2025-
26 ACFR audit, we plan to more fully implement this recommendation by assessing other 
areas that could yield efficiencies through centralized testing, along with potential changes 
in sample sizes. Examples of potential processes and accounts for consideration include 
bank reconciliations and the testing of certain revenue and expenditure transactions. 

PIO 4: Roles and Responsibilities—Maintaining State Auditor’s Reviewer Role With 
State Agencies 
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California State Auditor 
February 2026 

We agree with this recommendation and appreciate KPMG’s observation that our audit 
team has gone above and beyond our designated role by spending significant time 
providing technical guidance to personnel at state departments who do not have sufficient 
knowledge and experience. To the extent that the State Controller’s Office and the 
Department of Finance are able to support the departments effectively through ongoing 
training and technical guidance, we anticipate being able to limit our interactions with the 
departments to information gathering, inquiries, and other tasks pertaining to the audit 
procedures. 

PIO 5: Engagement Team Structure 

We concur with KPMG’s determination that our engagement team is appropriately staffed 
to complete the financial audit in a timely manner. In addition, as noted in PIO 3, we agree 
that testing certain business processes and accounts centrally provides an opportunity to 
achieve greater efficiency. Therefore, we will implement this recommendation during the 
early stages of the fiscal year 2025-26 ACFR audit by exploring options for streamlining 
audit fieldwork—including the possibility of adding the testing suggested in the 
recommendation. Furthermore, although we are not aware of any duplicated efforts within 
our current structure, we acknowledge the importance of periodically reassessing staff 
assignments and do so as a regular part of our annual planning process. We will begin 
planning the next audit around June 2026. 
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Background 
This Exit Dashboard (“Dashboard”) presents a clear summary of key findings, observations, and process 
improvements related to the performance audit of the California State Annual Comprehensive Financial 
Report (ACFR) process for fiscal year 2022-23 by KPMG LLP (KPMG). The audit results presented for 
the State Controller's Office (SCO) herein as of the date of this dashboard include the following sections: 

• Summary of Performance Improvement Opportunities (PIO) and Findings: This section presents the
observations and findings, and the specific condition and/or potential improvement for each item.

 PIO: A PIO identifies opportunities to enhance existing processes, controls, or practices.
PIOs do not represent noncompliance but highlight areas where efficiency, effectiveness,
or transparency can be improved. These observations are accompanied by
recommendations designed to strengthen operations, streamline procedures, and align
practices with leading standards or best practices.

 Findings: A Finding refers to a condition where operations, financial reporting, or internal
controls are not fully compliant with applicable laws, regulations, or Generally Accepted
Accounting Principles (GAAP). Findings indicate deviations, control weaknesses, or
policy gaps that may expose the organization to compliance, financial, or operational
risks. Each finding includes the condition, criteria, cause, effect, and a recommendation
for corrective action to achieve compliance.

• Management Response and Corrective Action: This section presents the auditee with the chance to
provide a formal reply to the audit findings, demonstrating management’s acknowledgment of the
issues or potential improvements identified. Corrective action outlines the specific steps and
timelines that the auditee will implement to address and resolve the items noted. All management
responses must be submitted within 5 business days of receipt of this dashboard.

Summary of Performance Improvement Observations 
Through the review of auditee provided documentation and meetings with the State Controller’s Office 
(SCO), KPMG has noted the following PIOs: 

• PIO 1: Inconsistent GAAP and Accrual Reporting Policies and Thresholds
Observation
o For Fiscal Year 2022-23, the SCO maintained multiple reporting policies with inconsistent and

unusually low monetary thresholds, compared to industry norms, for accrual and GAAP-
adjustments. The Governmental Accounting Standards Board (GASB) conceptual framework
permits entities to establish accrual thresholds based on materiality and the cost-benefit
constraint, ensuring the benefit of the information justifies the cost of providing it without creating
an undue administrative burden, provided the policy does not result in materially misleading
statements. The SCO has not adequately considered the operational strain these low and
inconsistent thresholds place on larger departments. Instead of enforcing a clear, documented
accrual and GAAP-adjustment policy for purposes of financial reporting, the SCO required all
state departments and agencies to submit each proposed accrual and GAAP adjustment
regardless of size, relying on professional judgment to determine what to post to the ACFR. This
lack of formalized criteria was further compounded by the absence of a specific accrual cut-off
deadline, keeping the reporting period open until the final ACFR was issued. Consequently, this
combination of low thresholds, subjective materiality, and a prolonged close period has resulted



© 2026 KPMG LLP, a Delaware limited liability partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International 
Limited, a private English company limited by guarantee. All rights reserved. USCS020216 

The KPMG name and logo are trademarks used under license by the independent member firms of the KPMG global organization. 

in rework, administrative inefficiency, and an increased audit burden on both the reporting 
departments and the State Auditor without delivering commensurate value to financial statement 
users. 

Recommendation: 
o The SCO should revisit and update current reporting policies to achieve the following:

i. Improve consistency and transparency across reporting policies, specific to accrual and
GAAP adjustments.

ii. Establish and enforce a defined, documented fiscal year-end cutoff process for
submitting and substantiating routine and adjusting GAAP and accrual entries.

iii. Increase monetary thresholds to better align with industry norms.

iv. Decrease the overall administrative reporting burden.

The existing policies may add unnecessary time to departments' workloads, particularly when 
these values are immaterial relative to the major fund and/or government-wide statements. If 
tracking/recording every low-dollar item is disproportionately costly relative to user benefit, a 
threshold can be appropriate, as long as the resulting statements remain not materially misstated 
and period cutoff remains controlled and GAAP-aligned. The SCO should consider standardizing 
the accrual process into a single, uniform statewide policy across all applicable categories using 
government-wide metrics (total assets, total expenses) and fund metrics (total fund expenditures, 
fund balance) because what is immaterial in the government-wide financial statements may not 
be immaterial in a major fund. While there might be an initial investment of time and effort, 
implementing a policy for ACFR reporting versus using budgetary reporting policies would 
improve the consistency of departmental guidance and reduce the reporting and review burden 
for individual departments, the SCO, and the State Auditor. 

• PIO 2: SCO onboarding to FI$Cal
Observation
o Through KPMG’s review, it was discussed that the SCO has not yet onboarded onto the FI$Cal

financial reporting system. The SCO noted that this was a decision of the previous Controller,
and the department will be fully onboarded on July 1, 2026. The SCO also walked KPMG
through several steps taken to reconcile legacy financial reporting systems to information in
FI$Cal to compile the ACFR, including their work using the Workiva platform.

Recommendation 
o KPMG recommends that SCO take a lead role in onboarding onto statewide systems in the

future that all departments are expected to use, specifically those that relate directly to financial
reporting. If the SCO had onboarded onto this system earlier, they would have been better
equipped to assist departments in resolving ACFR reporting specific issues or questions within
FI$Cal earlier in the process as well as provided departments additional guidance. Additionally,
there may have been discoveries in their use that could have driven platform changes earlier in
the process.

• PIO 3: Revising ACFR Financial Statement Reporting presentation
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Observation 
o Based on discussions and reviews of the SCO’s documentation, KPMG observed that the SCO

is consolidating and reporting the State financial statements rounded to thousands. Presenting
the ACFR at a lower level increases the burden on reporting and consolidation of the financial
information. Specifically, retaining precision to the thousands requires accruals, adjustments,
and manual entries to be tracked and evaluated at a much lower threshold. This level of
granularity inherently increases the frequency of rework, revisions, and minor adjustments
during the financial close process. Due to the overall size of the State and substantial balances
of the financial statement captions, this level of precision does not add significant value or
enhance transparency for the users of the financial statements.

Recommendation 
o KPMG recommends based on best practices, that the SCO consider reporting financials in

millions. While reporting in thousands may theoretically provide users with more detail, this level
of granularity likely causes disproportionate additional work for SCO staff when compiling and
drafting the ACFR. Elevating the reporting threshold to millions would streamline the tracking of
accruals, significantly reduce the volume of immaterial rework and late adjustments, and allow
staff to focus on higher-level internal controls, such as analytical reviews.

Other Matters-Statewide Findings 
While the below items are not findings or PIOs directed to the SCO within the Exit Dashboard, these 
items are statewide findings that KPMG requests the SCO provide a response to based on the 
recommendation involving the SCO. 

• Finding 1: Duplicative Management Representation Letters in ACFR Process
o Condition: Through a process administered by DOF, approximately 140 departments are

required to submit separate, department‑level Management Representations supporting their
ACFR GAAP information. This is part of the statewide ACFR Management Representation Letter
(MRL) that DOF submits to the State Auditor.

o Criteria: According to section AU-C 580 of AICPA standards, Written Representations, the
auditor is required to obtain written representations from management (and, when appropriate,
those charged with governance) to confirm matters that are management’s responsibility and to
support other audit evidence. At a minimum, these representations address management’s
responsibility for: (1) the preparation and fair presentation of the financial statements in
accordance with the applicable financial reporting framework (U.S. GAAP); (2) the design,
implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to
fraud or error; and (3) providing the auditor with all relevant information and access necessary to
perform the audit

Additionally, within the California State Administrative Manual (SAM), §7320, the SCO is
responsible for preparing reports on the State’s financial condition, including the Budgetary/Legal
Basis Annual Report and the ACFR in accordance with GAAP. SAM §7320 does not address
department-level MRLs. Additionally, per GC § 12460, the SCO is responsible for issuing the
State’s ACFR prepared in accordance with U.S. GAAP. Accordingly, for purposes of the ACFR
and the related written representations, the SCO is the responsible party for the ACFR as a whole
and therefore functions as management with respect to U.S. GAAP financial reporting.

o Cause: Although both the SCO and DOF submit statewide MRLs to the State Auditor, individual
departments are still mandated to provide their own representations. This includes departments
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that already issue separately audited financial statements. While departments are inherently 
responsible for establishing and maintaining their own internal control environments, this 
formalized, secondary sign-off creates an undue administrative burden. Satisfying this mandate 
forces departments to perform redundant monitoring and executive-level reviews, which delays 
the overall financial compilation process. 

o Effect: Requiring additional executive sign‑offs and coordination across 140 departments within
the 17-page representation letter duplicates verification efforts and prolongs ACFR close
timelines. Based on inquiries, the department-level management representation process takes 20
days to complete and file. This process must be completed before the end of the State Auditor’s
audit fieldwork, which concludes approximately one week before the ACFR is issued.
Additionally, these duplicate representations obscure clear ownership of ACFR reporting and
management representation among the SCO, DOF, individual departments, increasing the risk of
inconsistent or delayed assertions.

o Recommended corrective action: The State Auditor should request one consolidated MRL from
the responsible parties. With this change, DOF would no longer require departments to submit
formal, individualized submissions on the DOF portal. DOF and SCO can continue to request
supporting documentation as needed, provided the formal signature line is removed. This
procedural modification would accelerate departments’ contributions to the ACFR process, while
still allowing the SCO and DOF to obtain necessary information through informal discussions with
departments. It would also clarify who within management is responsible for the ACFR.

• Finding 2: Increased ACFR Reporting Complexity due to Volume of State Fund Accounts
o Condition: The State requires the SCO to create new funds for the ACFR in response to

legislative actions. This practice significantly increases the number of funds that must be
maintained, reconciled, and reported during year-end close. Currently, the State reports
approximately 920 funds.

o Criteria: California State Policy (GC section 13306(a)) and GASB Codification §1300.118 state
that entities should maintain only the minimum number of funds consistent with legal
requirements and sound financial administration. While GC section 12460 requires the SCO to
account for funds created on a budgetary-legal basis, this requirement does not dictate ACFR
presentation. Per GASB guidelines, new funds should only be established when justified by the
following:

 Legal, constitutional, or federal regulatory requirements.

 GAAP requirements for separate funds.

 Specific operational or management needs (e.g., the fund is material, the activity is
permanent/ongoing, it requires multi-year tracking of assets/liabilities, the program is
complex and needs oversight, or it improves resource management).

Additionally, when an agency or department needs a new fund not already created by law, it must 
submit a request to its DOF budget analyst containing the following 10 items, which are then 
routed to the SCO for final approval: 

 Authorization/justification for the new fund

 Identification of subfunds

 Proposed fund title

 Proposed administering organization

 Specific statutory reference or legislation
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 Purpose of the fund

 Source of the revenue

 Proposed period of fund availability

 Appropriation status

 Disposition of any balance upon abolishment of the fund

While GASB does not establish a numeric threshold for presentation within combining 
statements, GASB 34 and the GASB conceptual framework (Concepts Statements 1 and 3) 
support presenting information with sufficient disaggregation to enhance understandability and 
avoid obscuring significant activity. Furthermore, GASB 54 emphasizes that special revenue 
funds should reflect restricted or committed revenue sources for specified purposes. This clarity 
can be lost when numerous funds with differing restrictions are combined into a single “other” 
category. 

o Cause: New funds are primarily created through legislative actions or voter initiatives. A limited
number of funds are created administratively. In its role within the fund classification process, the
SCO is tasked with implementing these directives based on GASB and California State Policy.
Overall, the State has not considered whether subfunds or subaccounts as detailed in the SAM
could be used instead to track lower-level or subprogram activities without requiring entirely new
funds.

o Effect: The ongoing creation of multiple new funds increases the administrative burden of
reporting and consolidating the ACFR financial statements. Furthermore, maintaining the high
volume of funds inflates the balances reported in the "other funds" category of the combining
schedules, which obscures visibility and provides no added value to financial statement users. For
context, in the year ended June 30, 2023, non-major governmental funds comprised special
revenue, debt service, and capital projects funds. An analysis of these funds revealed:

 The “other” category represented 23% of total assets and 11% of total revenue reported in
the “Total Nonmajor Governmental” fund.

 “Other Special Revenue Programs” accounted for 22% of total assets and 11% of total
revenue within “Total Nonmajor Special Revenue”.

 “Other Capital Projects” accounted for 31% of total assets and 14% of total revenue within
“Total Nonmajor Capital Projects”.

o Recommended corrective action: The State should review and update its policies and
procedures regarding the classification of newly created funds (via legislative or voter initiatives) to
ensure that establishing a new fund is strictly necessary. SCO should establish and document a
consistent ACFR presentation policy that reevaluates the use of the “other” funds category. This
would improve transparency and clarity (e.g., by presenting significant funds separately and/or
grouping funds by program/restriction, accompanied by a supporting schedule identifying the
funds included in the “other” category).
Additionally, the State should evaluate on both a lookback and forward-looking basis whether
subfunds or subaccounts can be used to track lower-level or subprogram activities. It is
recommended that the SCO review current ACFR fund classifications as it onboards into FI$Cal.
Identifying opportunities to use subfunds or subaccounts prior to full FI$Cal implementation will
reduce future administrative burdens.

• Finding 3: Misalignment with COSO Framework for Statewide GAAP Training
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o Condition: The State has not formally documented in regulation which agency is responsible for
providing statewide GAAP training and guidance to individual state departments.

o Criteria: Under the Committee of Sponsoring Organizations of the Treadway Commission
(COSO) Internal Control – Integrated Framework, training is a fundamental component of the
Control Environment. This is specifically addressed under Principle 4, which states: “The
organization demonstrates a commitment to attract, develop, and retain competent individuals.”
Centralized training serves as the primary mechanism for establishing and maintaining the
“Commitment to Competence” required for an effective system of internal control.

o Cause: The California GC has not been updated to assign statutory responsibility for statewide
GAAP training to a specific department. Historically, this statutory assignment was likely omitted
because the critical need for centralized training has only recently become apparent as ACFR
reporting complexities have increased.

o Effect: Without centralized training, department personnel lack sufficient instruction on statewide
GAAP reporting requirements. Consequently, many departments struggle with year-end
submissions to the SCO, which creates delays and errors during ACFR preparation.

o Recommended corrective action: The California GC should be amended to grant a single
department the authority to assume responsibility for statewide GAAP training. Discussions with
the SCO indicate a willingness to take on this role. Assuming this responsibility would be a
natural progression of the SCO’s duties, as evidenced by the already planned Chief Financial
Officer Academy and quarterly forums for finance leaders. Once statutory authority is formally
granted, the SCO should work with the DOF to update Section 7320 of the SAM to codify this
responsibility.

As the SCO operationalizes this authority and its planned training initiatives, it should allocate
dedicated resources to support and train departments in statewide GAAP and GASB reporting.
These resources should focus on:

 GAAP Policies for ACFR Reporting: Developing and distributing standardized policies
and procedures for the ACFR compilation process. Centralized guidance from the SCO is
essential to ensure that all departments apply accounting principles consistently.

 GASB Standards Implementation: Providing supplementary, standardized reporting
guidance to ensure departments consistently adopt newly issued GASB
pronouncements.
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California State Auditor’s Office 

ATTN: KPMG Representatives 

621 Capitol Mall, Suite 1200  

Sacramento, CA 95814 

SUBJECT: KPMG Annual Comprehensive Financial Report Performance Audit 

Dear KPMG Representatives: 

Attached please find the California State Controller’s Office (SCO) response to KPMG’s Annual 

Comprehensive Financial Report (ACFR) Performance Audit Exit Dashboard. 

I am pleased to see that KPMG did not identify any audit findings pertaining to the process that the 

SCO uses to develop, compile, and publish the ACFR.  Also, I appreciate the performance 

improvement opportunities KPMG outlined in its dashboard noting that these are not areas of 

noncompliance but are observations accompanied by recommendations that may improve the ACFR 

process.  Furthermore, while I disagree and have concerns with the statewide findings, conclusions, 

and recommendations presented in the “Other Matters” section, I will consider the 

recommendations in collaboration with the Department of Finance and other state agencies.  

As you are aware, shortly after I assumed office in 2023, I determined that untimely financial 

statements were unacceptable and established an aggressive goal of publishing an on-time ACFR in 

2026.  Toward that end, in the Spring of 2023, my office began working hand-in-hand with the 

Department of Finance (DOF) and external auditors to rebuild the timeliness, accuracy, and 

transparency of the state’s ACFR.  

With an unprecedented collaboration referred to as “Team California” with the Governor and his  

administration, the Legislature, and the DOF, the SCO has made significant progress towards achieving 

the goal.  The SCO conducted a root cause analysis, restructured internal reporting systems, increased 

efficiencies through leveraging technology, and accelerated key milestones that historically delayed 

publication.  

These are not promises of progress.  They are significant steps of reform already taken that have had a 

measurable impact.  In fact, since I assumed office in 2023, five ACFRs have been released including 

the most recent ACFR for fiscal year ended June 30, 2025, published on May 12, 2026.  The timely 

publication of the most recent ACFR is the capstone of ongoing engagement with reporting entities. 

In addition, because of the continued statewide collaboration and efforts of “Team California,” we are 

on track to release the fiscal year 2025-26 ACFR on time in March 2027. 

Management Response and Corrective Action 
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In the end, accountability and partnership are not competing values—they are twin pillars of good 

government.  I remain committed to both, and to working with the Governor, the Legislature, and the 

CSA to safeguard the fiscal credibility of the world’s fourth-largest economy. 

Sincerely, 

Malia M. Cohen 

Copy: Grant Parks, CSA 

Laura Kearney, Chief Deputy, CSA 

Regina V. Evans, Chief Deputy & Chief of Staff, SCO 

Attachment(s): SCO Response KPMG ACFR Performance Audit - Statewide Findings; SCO 

Response KPMG ACFR Performance Audit- PIOs 
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ACFR High Risk Performance Audit 

SCO Responses – PIOs 

July 9, 2026 

SCO PIO 1: Inconsistent GAAP and Accrual Reporting Policies and 

Thresholds 

SCO Response: 

The SCO acknowledges that departments may find some aspects of the ACFR audit process 

burdensome.  However, the SCO and the CSA have reiterated on multiple occasions that GASB 

requires the SCO and departments to continuously monitor transactions that impact the ACFR 

through its publication date.  

The SCO’s thresholds are based on comprehensive analysis of departmental activity and multiple 

discussions with GASB and other states.  KPMG’s recommendation to establish different 

thresholds for departmental GAAP adjustments significantly oversimplifies such an undertaking 

and does not take into consideration the complexity and nuances of California’s reporting 

structure.  Large departments typically report across multiple shared funds and multiple opinion 

units of the ACFR, each with different materiality levels and different levels of sensitivity to 

adjusting journal entries.  

While the SCO has considered updating the reporting thresholds and acknowledges the value of 

such an undertaking, the SCO believes the associated risks at this time outweigh any identifiable 

benefit for a state involving the level of financial reporting complexity as California.  

SCO PIO 2: SCO Onboarding to FI$Cal 

SCO Response: 

The SCO successfully onboarded to FI$Cal on July 1, 2026. 

For reasons unknown to this administration, two prior Controllers made a decision not to 

transition the Book of Record into FI$Cal.   

Shortly after being sworn into office, this administration made the decision to migrate the Book 

of Record into FI$Cal by July 1, 2026.  The SCO informed the Governor’s Office, the 

Legislature, and the Department of Finance of this decision as well as the resources needed and 

the importance of partnering with the administration to achieve this goal.  As a result, the 

Governor and the Legislature immediately made the financial investment into the SCO, 

committed to collaborating with our office, and the rest is history. 

Similar to the SCO’s progress on releasing the ACFR for the first time in eight years prior to the 

May Revision and with an unqualified opinion, the SCO migrating the Book of Record to FI$Cal 
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is another major milestone accomplishment that models the financial modernization initiatives 

underway in this administration’s history. 

SCO PIO 3: Revising ACFR Financial Statement Reporting Presentation 

SCO Response: 

The SCO appreciates the feedback from KPMG regarding the SCO’s ACFR financial statement 

reporting presentation.   

However, the SCO respectfully disagrees and believes the associated risks outweigh any 

identifiable benefit by changing the reporting presentation to millions.   

The SCO’s basis for this disagreement is as follows: 

• California’s ACFR includes approximately 40 component unit audit reports that round to

thousands.  Remaining consistent with these component unit audit reports supports the

ease of incorporating their data into the state’s ACFR.

• Converting all of the schedules, tables, reports and other data that are integrated into

California’s ACFR from thousands to millions would be an enormous and costly

undertaking for a state with the level of financial reporting complexity as California.

• FI$Cal includes features that automate rounding to thousands of dollars.

• Most states in the country report using rounding to thousands of dollars for their financial

statements.  In fact, nine of the 10 largest states in the country use this format for ACFR

purposes.

Accordingly, the SCO will continue to report financial statements rounded to thousands. 
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ACFR High Risk Performance Audit 

SCO Responses – Other Matters (Statewide Findings) 

July 9, 2026 

Statewide Finding 1: Duplicative Management Representation Letters in 

ACFR Process 

SCO Response: 

Although KPMG recommends that the State Auditor request one consolidated Management 

Representation Letter from the DOF and the SCO, Government Codes 12460, 13300, and 13344 

assign distinct responsibilities that make it inappropriate for the State Controller to jointly sign a 

Management Representation Letter with the Director of Finance.  However, the SCO remains 

committed to collaborating with the CSA and the DOF to explore opportunities to increase 

efficiencies, and advance practices that uphold accountability, enhance the quality of statewide 

financial processes, and reinforce public trust in California’s financial stewardship. 

Statewide Finding 2: Increased ACFR Reporting Complexity due to Volume of 

State Fund Accounts 

SCO Response: 

It appears that KPMG may not fully understand the legal requirements for the creation of new 

funds in California, or what is necessary and required for California’s sound financial 

administration.  

Section 7450 of the State Administrative Manual (SAM) outlines the process for establishment 

of new funds.  SAM states that all new funds in California are established by 1) a bill passed 

through the State Legislature and signed into law by the Governor, 2) a ballot initiative approved 

by California voters in a general election, and 3) administratively by the DOF.  

To date, nearly all new funds in California are established either by a bill passed through the 

State Legislature and signed into law by the Governor, or by a ballot initiative approved by 

California voters in a general election.  In very rare exceptions, a fund is administratively 

established by the Department of Finance to comply with federal regulatory requirements.  Most 

recently, the Department of Finance established three funds administratively in 2020 and 2021 to 

satisfy Coronavirus Aid Relief and Economic Security Act (Fund 8505) and American Rescue 

Plan Act (Funds 8506, 8507) requirements during the COVID-19 pandemic.  Since 2020, all but 

three new funds were established by legislation or voter referendum.  

The creation of funds in the state’s financial reporting system is further governed by Government 

Code § 12460, which requires the State Controller to account for every single fund established 

by the state under the Budgetary/Legal basis of accounting.  The Budgetary/Legal basis of 

accounting serves as the foundation for the state’s GAAP basis reporting in the ACFR  

(i.e., entries provided by departments at the fund level to close the state’s Budgetary books flow  
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directly into the GAAP basis ledger to produce the ACFR).  Therefore, the SCO’s creation of 

each individual legislatively mandated fund in the accounting system fully complies with both 

GASB requirements and state law.  

The SCO remains committed to collaborating with the Legislature and the DOF to explore 

efficiencies, streamlining, and opportunities in the fund creation process for the State of 

California.  

Statewide Finding 3: Misalignment with COSO Framework for Statewide 

GAAP Training 

SCO Response: 

Acknowledging the Governor’s and the Legislature’s recent investment in the SCO to provide 

technical assistance to agencies and departments, the SCO welcomes the authority, responsibility, 

and funding to provide statewide GAAP training. 

The SCO has previously communicated to KPMG and the DOF the importance of training and 

continuous education for finance professionals in state government and our goal to improve 

financial management and accountability with intentionality.  The SCO plans to launch a Chief 

Financial Officer Public Finance Academy and quarterly forums for finance leaders in California 

which will provide critical finance education and updates, highlight emerging trends, deliver 

continuous education, and promote leading finance practices across the state government.  



KPMG’s Response to the California State Controller’s Office (SCO) 
To provide clarity and perspective, we are commenting on the SCO’s management response to the 
following performance audit Statewide Finding.  

Statewide Finding 2 - Increased ACFR Reporting Complexity due to Volume of State Fund 
Accounts 

While KPMG is not a law firm and does not provide legal counsel regarding statutory obligations, our 
findings do take the existing legislative mandates into account. We recommend that the State broadly 
reevaluate its approach to this process to ensure the SCO has the necessary flexibility to manage the 
funds that are consistent with GASB and adds value to the financial statements. 

To clarify, our audit focus is strictly on ACFR reporting. We do not believe the policies for ACFR reporting 
and budgetary fund requirements should be inherently conflicting; however, our primary objective is to 
help the State streamline its financial reporting processes and gain operational efficiencies. 
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Background 
This Exit Dashboard (“Dashboard”) presents a clear summary of key findings, observations, and process 
improvements related to the performance audit of the California State Annual Comprehensive Financial Report 
(ACFR) process for fiscal year 2022-23 by KPMG LLP (KPMG). The audit results presented for the Department 
of Finance (DOF) herein as of the date of this dashboard include the following sections: 

• Summary of Performance Improvement Opportunities (PIO) and Findings: This section presents the
observations and findings, and the specific condition and/or potential improvement for each item.

 PIO: A PIO identifies opportunities to enhance existing processes, controls, or practices. PIOs do
not represent noncompliance but highlight areas where efficiency, effectiveness, or transparency
can be improved. These observations are accompanied by recommendations designed to
strengthen operations, streamline procedures, and align practices with leading standards or best
practices.

 Findings: A Finding refers to a condition where operations, financial reporting, or internal
controls are not fully compliant with applicable laws, regulations, or Generally Accepted
Accounting Principles (GAAP). Findings indicate deviations, control weaknesses, or policy gaps
that may expose the organization to compliance, financial, or operational risks. Each finding
includes the condition, criteria, cause, effect, and a recommendation for corrective action to
achieve compliance.

• Management Response and Corrective Action: This section presents the auditee with the chance to provide
a formal reply to the audit findings, demonstrating management’s acknowledgment of the issues or potential
improvements identified. Corrective action outlines the specific steps and timelines that the auditee will
implement to address and resolve the items noted. All management responses must be submitted within 5
business days of receipt of this dashboard.

Summary of Performance Improvement Observations (PIO) and 
Findings  
Through the review of auditee provided documentation and meetings with Department of Finance (DOF), KPMG 
has noted the following finding and PIO: 

• Finding 1: Late Submission of GAAP Financial Information

o Condition: The following instance was noted where DOF did not report GAAP financial information to the
State of California by the state deadlines. Through review of documentation provided by the SCO, DOF did
not submit the ACFR by the prescribed deadlines for the fiscal years 22-23 and 23-24.: For Fiscal Year 22-23,
the GAAP deadline was 10 months after year-end, and DOF reported delays of 37 days late for their GAAP
financial information. For Fiscal Year 23-24, the GAAP deadline was over 5 months after year-end, and DOF
reported delays of 67 days late for their GAAP Financial information.

o Criteria: Per Government Code (GC) section 12461.2, If any state agency, department, board, or
commission, which is required by statute or regulation to furnish a financial statement or report to the
Controller fails to furnish a complete and accurate financial report or statement within 20 days of the date
prescribed, the Controller may withhold any or all operating funds from the agency, department, board, or
commission, upon 30 days prior notification in writing to the chairperson of the committee in each house that
considers appropriations and the Chairperson of the Joint Legislative Budget Committee, or upon a lesser
time as the chairperson of the committee, or the chairperson’s designee, may in each instance determine,
until the agency, department, board, or commission provides a complete and accurate report or statement.
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o Cause: The California Department of Housing and Community Development (HCD) submitted information to 
DOF for fund #8506 GAAP entries late. These are year-end adjustments required for fund #8506 (the 
Coronavirus Fiscal Recovery Fund of 2021 established under the American Rescue Plan Act (ARPA)), which 
caused DOF to submit their GAAP deliverables to SCO late. Additionally, late receipt of prior year accrual 
feedback from the CSA audit based on previous delayed timelines caused delays for DOF.

o Effect: Agencies reporting financial information late will cause the ACFR to continue to be behind the 
publication date set by SCO.

o Recommended corrective action: The DOF’s main issues were delays from fund users like HCD, as well as 
late receipt of prior year accrual feedback from the CSA audit, based on the delayed timeline. While DOF 
cannot make changes related to prior year feedback, they should continue to communicate and set strict 
deadlines for departments whose financial information affects their GAAP submissions. The DOF noted 
continuous communication with HCD on this process, and while they have done so, they are managing audit 
findings for one ACFR while working on the next. DOF should look to implement additional processes with 
HCD to resolve issues and assist the department in determining roadblocks to allow DOF to submit to SCO on 
time.

• PIO 1: Training Recording and Accessibility limitations
Observation
KPMG identified that while DOF posts presentation materials from its training sessions to its website, it does
not provide recordings of the live in-person or virtual events. DOF indicated that this relies on an expectation
that real-time attendees will disseminate the learned information back to their respective departments.
However, this practice creates several limitations. First, it restricts staff access to just the static materials,
omitting the valuable insights and context provided during the live presentation. Second, it limits effective
participation to real-time attendees and relies heavily on their note-taking capabilities, which can reduce
overall knowledge retention and program efficiency. Finally, the lack of on-demand playbacks prevents DOF
from implementing a self-service model, likely increasing the volume of avoidable follow-up questions directed
to DOF staff.

Recommendation:
KPMG recommends that DOF establish a formalized process to record all live and virtual training sessions
and make them accessible on the DOF website alongside the existing static presentation materials.
Furthermore, DOF should incorporate these recorded materials into onboarding and refresher training
programs for state agencies. Implementing these steps will ensure all department staff have on-demand
access to the valuable verbal insights and context provided during live sessions. Ultimately, this self-service
model will promote consistent knowledge transfer across the state, improve program efficiency, and reduce
the administrative burden on DOF staff by deflecting routine, post-session inquiries.

Other Matters 
While the below items are not findings or PIOs directed to the DOF within the Exit Dashboard, these items are 
statewide findings that KPMG requests the DOF provide a response to based on the recommendation involving 
the DOF.  

• Finding 1: Duplicative Management Representation Letters in ACFR Process
o Condition: Through a process administered by DOF, approximately 140 departments are required to

submit separate, department-level Management Representations supporting their ACFR GAAP
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information. This is part of the statewide ACFR Management Representation Letter (MRL) that DOF 
submits to the State Auditor.  

o Criteria: According to section AU-C 580 of AICPA standards, Written Representations, the auditor is 
required to obtain written representations from management (and, when appropriate, those charged with 
governance) to confirm matters that are management’s responsibility and to support other audit evidence. 
At a minimum, these representations address management’s responsibility for: (1) the preparation and fair 
presentation of the financial statements in accordance with the applicable financial reporting framework 
(U.S. GAAP); (2) the design, implementation, and maintenance of internal control relevant to the 
preparation and fair presentation of financial statements that are free from material misstatement, whether 
due to fraud or error; and (3) providing the auditor with all relevant information and access necessary to 
perform the audit
Additionally, within the California State Administrative Manual (SAM), §7320, the SCO is responsible for 
preparing reports on the State’s financial condition, including the Budgetary/Legal Basis Annual Report 
and the ACFR in accordance with GAAP. SAM §7320 does not address department-level MRLs. 
Additionally, per GC § 12460, the SCO is responsible for issuing the State’s ACFR prepared in accordance 
with U.S. GAAP. Accordingly, for purposes of the ACFR and the related written representations, the SCO 
is the responsible party for the ACFR as a whole and therefore functions as management with respect to 
U.S. GAAP financial reporting.

o Cause: Although both the SCO and DOF submit statewide MRLs to the State Auditor, individual 
departments are still mandated to provide their own representations. This includes departments that 
already issue separately audited financial statements. While departments are inherently responsible for 
establishing and maintaining their own internal control environments, this formalized, secondary sign-off 
creates an undue administrative burden. Satisfying this mandate forces departments to perform redundant 
monitoring and executive-level reviews, which delays the overall financial compilation process.

o Effect: Requiring additional executive sign-offs and coordination across 140 departments within the 17-
page representation letter duplicates verification efforts and prolongs ACFR close timelines. Based on 
inquiries, the department-level management representation process takes 20 days to complete and file. 
This process must be completed before the end of the State Auditor’s audit fieldwork, which concludes 
approximately one week before the ACFR is issued. Additionally, these duplicate representations obscure 
clear ownership of ACFR reporting and management representation among the SCO, DOF, individual 
departments, increasing the risk of inconsistent or delayed assertions.

o Recommended corrective action: The State Auditor should request one consolidated MRL from the 
responsible parties. With this change, DOF would no longer require departments to submit formal, 
individualized submissions on the DOF portal. DOF and SCO can continue to request supporting 
documentation as needed, provided the formal signature line is removed. This procedural modification 
would accelerate departments’ contributions to the ACFR process, while still allowing the SCO and DOF to 
obtain necessary information through informal discussions with departments. It would also clarify who 
within management is responsible for the ACFR.



July 13, 2026 

, Senior Associate 

KPMG LLP 

515 Broadway, 4th Floor 

Albany, NY 12207-2974 

The Department of Finance would like to thank KPMG for its recommendations arising 

from the Annual Comprehensive Financial Report (ACFR) Performance Audit and the 

opportunity to respond. Finance has reviewed the performance improvement 

observations and findings attributed to the Department of Finance, as well as the 

statewide finding, and have included our responses to each below. 

Summary of Performance Improvement Observations (PIO) and Findings 

Finding 1: Late Submission of GAAP Financial Information 

Finance respectfully disagrees with the characterization of this issue as an audit finding 

attributable to Finance. Finance believes the matter is more appropriately categorized 

as an observation and recommendation for continued process improvement. 

Finance fulfilled its responsibilities in accordance with established guidance and 

communicated required deadlines and reporting expectations to the Department of 

Housing and Community Development (HCD). The timing and accuracy of 

departmental Generally Accepted Accounting Principles (GAAP) entries and supporting 

submissions are ultimately the responsibility of each reporting department. The reporting 

requirements and timelines referenced in this matter were established pursuant to 

guidance issued by the State Controller’s Office (SCO). It is not the scope of Finance to 

direct or control departmental GAAP accounting entries or compel the timely submission 

of department-provided financial information. 

As noted in prior communications and discussions, Finance has already implemented 

ongoing communication efforts with HCD. The identified delays were primarily 

attributable to late departmental submissions and revisions beyond Finance’s direct 

control. In both fiscal years, revisions resulted from audit discoveries and delayed audit 

feedback received after initial submissions. Finance has no direct control over the timing 

of departmental initial submissions, audit feedback, or the departments’ resulting 

corrective entries and resubmissions. 

Although the timing of departmental submissions and audit feedback is outside of 

Finance’s direct control, we will continue to make efforts to facilitate the timely receipt of 

the GAAP information from fund users through continued coordination with departments 

and SCO. 

Management Response and Corrective Action 

KPMG Redaction: This redaction references an employee's 
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Performance Improvement Opportunity 1: Training Recording and Accessibility 

Limitations 

Finance agrees with the recommendation and is committed to educating and informing 

departments of the month-end and year-end close processes and procedures. In-person 

training is highly valuable. However, Finance acknowledges that learners can benefit 

from access to recorded sessions. As new training materials are finalized for the 

Accounting Book of Record transition to the FI$Cal system, Finance will identify 

opportunities to record and make them available on our website. 

Other Matters 

Finding 1: Duplicative Management Representation Letters in ACFR Process 

Management representations are an essential and required component of a Financial 

Statement Audit in accordance with AU-C 580 of the American Institute of Certified 

Public Accountants (AICPA) standards. Historically, the State Auditor has requested 

one consolidated statewide ACFR Management Representation Letter (MRL) from 

Finance as part of its established practice, notwithstanding Finance’s Single Audit 

responsibilities related to federal awards received. Finance’s MRL process is performed 

after year-end financial reports have been submitted to SCO and runs concurrently with 

the State Auditor’s finalization of the ACFR audit process. Finance has consistently 

submitted the ACFR MRL by the due dates established by the State Auditor. As such, 

Finance’s ACFR MRL process has no bearing on the delays of the overall ACFR 

compilation. We agree that the State Auditor should request one consolidated MRL from 

the parties responsible for the preparation of the ACFR.  

SCO, pursuant to Government Code section 12460, is the entity responsible for the 

preparation of the ACFR, which should include respective management representations. 

Finance will defer to SCO to determine its MRL process, and Finance will coordinate, as 

necessary, with SCO to transition the responsibilities. Upon request, Finance will provide 

SCO with any information from its Single Audit Expenditure Reporting Database 

(Database) to facilitate the transition.  

Additionally, Finance will make necessary updates to the Database to only include 

information related to the Schedule of Expenditures of Federal Awards (SEFA) to clarify 

Finance’s responsibilities over the SEFA pursuant to Government Code section 13070.5. All 

relevant communication and guidance developed by Finance will also be updated 

accordingly, including, but not limited to, Finance’s Single Audit webpage and the Single 

Audit Database User Manual, to clarify roles and responsibilities between SCO and 

Finance. The expected implementation date is November 2026. 

These actions are expected to strengthen internal controls and compliance with state 

laws and audit standards, and will assist in promoting efficiencies with the completion of 

the ACFR. 

KPMG Redaction: This redaction references an employee's name, which 
has been removed by KPMG to protect individual privacy.
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KPMG Redaction: This redaction references an employee's name, 
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If you have any questions or need additional information regarding this matter, please 

contact Michelle Moody, Chief, Fiscal Systems and Consulting Unit, at (916) 445-3434. 

Sincerely, 

JENNIFER WHITAKER 

Chief Operating Officer 
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Background 
This Exit Dashboard (“Dashboard”) presents a clear summary of key findings, observations, and process 
improvements related to the performance audit of the California State Annual Comprehensive Financial 
Report (ACFR) process for fiscal year 2022-23 by KPMG LLP (KPMG). The audit results presented for 
Caltrans herein as of the date of this dashboard include the following sections: 

• Summary of Performance Improvement Opportunities (PIO) and Findings: This section presents the
observations and findings, and the specific condition and/or potential improvement for each item.

 PIO: A PIO identifies opportunities to enhance existing processes, controls, or practices.
PIOs do not represent noncompliance but highlight areas where efficiency, effectiveness,
or transparency can be improved. These observations are accompanied by
recommendations designed to strengthen operations, streamline procedures, and align
practices with leading standards or best practices.

 Findings: A Finding refers to a condition where operations, financial reporting, or internal
controls are not fully compliant with applicable laws, regulations, or Generally Accepted
Accounting Principles (GAAP). Findings indicate deviations, control weaknesses, or
policy gaps that may expose the organization to compliance, financial, or operational
risks. Each finding includes the condition, criteria, cause, effect, and a recommendation
for corrective action to achieve compliance.

• Management Response and Corrective Action: This section presents the auditee with the chance to
provide a formal reply to the audit findings, demonstrating management’s acknowledgment of the
issues or potential improvements identified. Corrective action outlines the specific steps and
timelines that the auditee will implement to address and resolve the items noted. All management
responses must be submitted within 5 calendar days of receipt of this dashboard.

Summary of PIOs and Findings 
Through the review of auditee provided documentation and meetings with Caltrans, KPMG has noted the 
following PIOs: 

• PIO 1: Enhancing Consistency and Standardization in GAAP Training
Observation 

o Through discussions and review of Caltrans documentation, KPMG determined that while the
agency trains its staff using the State Controller’s Office (SCO) provided GAAP instructions, prior
year feedback from SCO, as well as several checklists, the agency does not have robust internal
training for staff. The agency does produce a document separate from SCO instructions to staff in
the form of a training document, but this training is not in depth and lacks basic accounting
principles as well as specific steps needed to report all financials to SCO.

Recommendation
o KPMG recommends that Caltrans create internal training for staff that addresses the following

areas:

I. Recap of general accounting principles and GAAP covered by SCO in the Year-End
Financial Reports Information GAAP Basis instructions

II. Instructions on how to properly report financials to Department of Finance (DOF) and SCO,
broken out by sections for Budgetary Legal and ACFR
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III. Specific scenarios encountered by Caltrans in reporting based either on the nature of the
expenses, or based on past guidance from SCO, State Auditor, or DOF that staff should
understand for the current year

IV. Helpful resources for staff if they have questions

V. Lessons learned from prior audits

o KPMG recommends that the agency update these training materials annually as new guidance
arises from SCO. Annual staff training should take place in a live setting with reference materials
provided upon completion. Caltrans should consider mid-year training sessions for any new hires
that will directly interact with the ACFR and Budgetary Legal processes.

• PIO 2: Enhancing formal Escalation Procedures and documentation

Observation 
o Through discussions and review of Caltrans documentation, KPMG determined that Caltrans

could benefit from formalized policies and procedures related to communication protocols and
escalation. As part of the yearly ACFR process Caltrans submits financial information to SCO,
and as part of the Budgetary Legal process Caltrans submits information to DOF as well. During
these processes or during SCO or DOF’s reviews, SCO staff may reach out to agencies for
corrections and/or clarifications. As such, Caltrans has experienced SCO reaching out as such,
and KPMG noted one singular scenario related to a delay in response to SCO that Caltrans
acknowledged was a one-time incident. While this may be a one-time scenario, the seven days
between responses could have caused a minimal delay in SCO closing out questions to Caltrans.
Caltrans also noted that they have an escalation practice for staff to forward communications to
management. When emails are received from agencies like SCO, management members are
generally included, and the tasks are then escalated to staff. Caltrans noted that their staff also
use common practices like email flagging, organization, timely follow-ups, and necessary
escalations.

Recommendation
o KPMG recommends that Caltrans develop a communication policies and procedures document

for staff to reference when receiving SCO guidance or questions via email. Although Caltrans has
developed informal practices that are taught to staff, like escalating emails to managers, adding
these to a set of formal documents would further solidify the practice and provide a key resource
when staff need to recall the correct action. This document should also be a guide for new hires
at the agency to learn the daily practices that staff are expected to follow. Although Caltrans staff
currently use practices like email flagging, organization, timely follow-ups, and necessary
escalations, KPMG recommends formalizing these practices. Documenting these processes will
help staff stay accountable, clarify next steps when interacting with SCO or other agencies, and
may prevent issues like the previously noted SCO delay.

• PIO 3: Updating control agencies (SCO, DOF) on unique reporting

Observation 
o Through discussions and review of Caltrans documentation, KPMG determined that Caltrans has

several reporting scenarios including instances related to encumbrances exceeding accruals, or
unique reporting on Report 1 submitted to SCO for certain accruals where Caltrans has a revised
report 1 as a part of their GAAP report. Caltrans has met with SCO and answered specific
questions on these scenarios related to FY 2022-2023 that SCO reached out to clarify via email.
Recommendation

o KPMG recommends that Caltrans schedule annual calls with control agencies like SCO to review
previously agreed-upon reporting clarifications. The goal is to reaffirm reporting methods for the
upcoming fiscal year, revisiting specific clarifications (such as the accrual example from Report 1)
to prevent misunderstandings. Caltrans could draft a list of past items that SCO has followed up
on after submission where Caltrans has demonstrated their reasonings and SCO accepted, so
that prior determinations are not asked again in the future. By regularly discussing unique
reporting scenarios and changes in regulations, Caltrans and SCO can proactively identify and
address potential issues before they escalate or result in reporting inquiries.



“Improving Lives and Communities Through Transportation”

GILBERT PETTRISANS, CHIEF 
DVISION OF ACCOUNTING 
1820 Alhambra BLVD. SACRAMENTO, CA 95816 
(916) 201-0453
www.dot.ca.gov

November 24, 2025 

KPMG Representatives 
KPMG LLP 
515 Broadway, Albany, NY 12207 

To KPMG Representatives:  

This letter is in response to the Annual Comprehensive Financial Report (ACFR) 
Performance Audit KPMG conducted and the recommendations made to the 
Department of Transportation.   

During the performance audit, KPMG identified the following three Performance 
Improvement Opportunities (PIO): 

1. KPMG recommends that Caltrans create internal training for staff that addresses the
following areas:

I. Recap of general accounting principles and GAAP covered by SCO in the
Year-End Financial Reports Information GAAP Basis instructions
II. Instructions on how to properly report financials to Department of Finance
(DOF) and SCO, broken out by sections for Budgetary Legal and ACFR
III. Specific scenarios encountered by Caltrans in reporting based either on the
nature of the expenses, or based on past guidance from SCO, State Auditor, or
DOF that staff should understand for the current year
IV. Helpful resources for staff if they have questions
V. Lessons learned from prior audits

KPMG recommends that the agency update these training materials annually as new 
guidance arises from SCO. Annual staff training should take place in a live setting with 
reference materials provided upon completion. Caltrans should consider mid-year 
training sessions for any new hires that will directly interact with the ACFR and 
Budgetary Legal processes.  

2. KPMG recommends that Caltrans develop a communication policies and
procedures document for staff to reference when receiving SCO guidance or
questions via email. Although Caltrans has developed informal practices that are
taught to staff, like escalating emails to managers, adding these to a set of formal
documents would further solidify the practice and provide a key resource when staff

Management Response and Corrective Action 
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need to recall the correct action. This document should also be a guide for new hires 
at the agency to learn the daily practices that staff are expected to follow. Although 
Caltrans staff currently use practices like email flagging, organization, timely follow-
ups, and necessary escalations, KPMG recommends formalizing these practices. 
Documenting these processes will help staff stay accountable, clarify next steps when 
interacting with SCO or other agencies, and may prevent issues like the previously 
noted SCO delay.  

3. KPMG recommends that Caltrans schedule annual calls with control agencies like
SCO to review previously agreed-upon reporting clarifications. The goal is to reaffirm
reporting methods for the upcoming fiscal year, revisiting specific clarifications (such
as the accrual example from Report 1) to prevent misunderstandings. Caltrans could
draft a list of past items that SCO has followed up on after submission where Caltrans
has demonstrated their reasonings and SCO accepted, so that prior determinations
are not asked again in the future. By regularly discussing unique reporting scenarios
and changes in regulations, Caltrans and SCO can proactively identify and address
potential issues before they escalate or result in reporting inquires.

Caltrans Response: 

Thank you for conducting the performance audit.  Caltrans appreciates the 
Performance Improvement Opportunities provided.  Caltrans will adopt the PIOs for 
further improvement.  Caltrans will formalize training and procedures for GAAP 
reporting and communication policies.  Caltrans will also schedule annual meetings 
with SCO to proactively review prior year’s communications or issues to better prepare 
for current year financial reporting activities.  

Respectfully, 

GILBERT PETRISSANS, CHIEF 
Division of Accounting 
Department of Transportation 

c:  Ben Shelton, Chief, Caltrans Internal Audit Office, Caltrans 
  Michelle Shields, Chief, Office of Financial Accounting and Analysis, Caltrans 

KPMG Redaction: This redaction references an employee's name, 

which has been removed by KPMG to protect individual privacy. 
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Background 
This Exit Dashboard (“Dashboard”) presents a clear summary of key findings, observations, and process 
improvements related to the performance audit of the California State Annual Comprehensive Financial 
Report (ACFR) process for fiscal year 2022-23 by KPMG LLP (KPMG). The audit results presented for 
the California Department of Education (CDE) herein as of the date of this dashboard include the 
following sections: 

• Summary of Performance Improvement Opportunities (PIO) and Findings: This section presents the
observations and findings, and the specific condition and/or potential improvement for each item.

▪ PIO: A PIO identifies opportunities to enhance existing processes, controls, or practices.
PIOs do not represent noncompliance but highlight areas where efficiency, effectiveness,
or transparency can be improved. These observations are accompanied by
recommendations designed to strengthen operations, streamline procedures, and align
practices with leading standards or best practices.

▪ Findings: A Finding refers to a condition where operations, financial reporting, or internal
controls are not fully compliant with applicable laws, regulations, or Generally Accepted
Accounting Principles (GAAP). Findings indicate deviations, control weaknesses, or
policy gaps that may expose the organization to compliance, financial, or operational
risks. Each finding includes the condition, criteria, cause, effect, and a recommendation
for corrective action to achieve compliance.

• Management Response and Corrective Action: This section presents the auditee with the chance to
provide a formal reply to the audit findings, demonstrating management’s acknowledgment of the
issues or potential improvements identified. Corrective action outlines the specific steps and
timelines that the auditee will implement to address and resolve the items noted. All management
responses must be submitted within 5 calendar days of receipt of this dashboard.

Summary of PIOs and Findings 

Through the review of auditee provided documentation and meetings with California Department of 
Education (CDE), KPMG has noted the following PIOs: 

• PIO 1: Development of Internal GAAP Training Programs

Observation

o Based on discussions and review of documentation provided, CDE indicated that staff rely on the
State Controller’s Office (SCO) year-end financial reporting instructions, prior year guidance, and on-
the-job training to support GAAP reporting. Through review of documentation and inquiry responses,
KPMG noted that GAAP-related training is provided informally through team discussions, supervisory
review, and knowledge sharing during the reporting cycle rather than through a structured or recurring
internal curriculum. While CDE incorporates statewide guidance into its reporting processes, it does
not currently maintain formalized training materials tailored to CDE-specific programs, transactions,
and reporting considerations.

o CDE noted that updates from SCO, Department of Finance (DOF), and other oversight entities are
reviewed and incorporated into reporting processes as they arise. Training is generally provided
informally through team discussions and supervisory review rather than through a structured internal
curriculum. CDE confirmed that it does not currently maintain a formal, recurring GAAP training
program tailored to CDE-specific programs and transactions.

Recommendation
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o KPMG recommends that CDE consider developing and implementing a formal, recurring internal
GAAP training program for staff involved in financial reporting. Formalizing training would
promote consistency and strengthen internal controls over financial reporting. The curriculum
should include:

I. Recap of general accounting principles and GAAP addressed in SCO year-end financial
reporting instructions.

II. Guidance on how CDE reports financial information to SCO and DOF, organized by key
reporting areas.

III. CDE-specific accounting scenarios and transactions to promote consistent application of
GAAP.

IV. Annual updates reflecting new or revised guidance from SCO, DOF, or Governmental
Accounting Standards Board (GASB).

V. Refresher and onboarding materials to support knowledge transfer and continuity.



February 26, 2026 

Managing Director, Advisory 
KPMG 
51 John F. Kennedy Parkway 
Short Hills, NJ 07078 

Subject: Annual Comprehensive Financial Report (ACFR) Performance Audit 

Dear : 

The California Department of Education (CDE) appreciates the opportunity to 
provide comments in response to the observations identified in the PIO 
issued by KPMG. 

PIO 1: Development of Internal GAAP Training Programs 

Observation 

• Based on discussions and review of documentation provided, CDE indicated that
staff rely on the State Controller’s Office (SCO) year-end financial reporting
instructions, prior year guidance, and on-the-job training to support GAAP
reporting. Through review of documentation and inquiry responses, KPMG note
that GAAP-related training is provided informally through team discussions,
supervisory review, and knowledge sharing during the reporting cycle rather than
through a structured or recurring internal curriculum. While CDE incorporates
statewide guidance into its reporting processes, it does not currently maintain
formalized training materials tailored to CDE-specific programs, transactions, and
reporting considerations.

• CDE noted that updates from SCO, Department of Finance (DOF), and other
oversight entities are reviewed and incorporated into reporting processes as they
arise. Training is generally provided informally through team discussions and
supervisory review rather than through a structured internal curriculum. CDE
confirmed that it does not currently maintain a formal, recurring GAAP training
program tailored to CDE-specific programs and transactions.

Management Response and Corrective Action 
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Recommendation 

• KPMG recommends that CDE consider developing and implementing a formal,
recurring internal GAAP training program for staff involved in financial reporting.
Formalizing training would promote consistency and strengthen internal controls
over financial reporting. The curriculum should include:

I. Recap of general accounting principles and GAAP addressed in SCO
year-end financial reporting instructions.

II. Guidance on how CDE reports financial information to SCO and DOF,
organized by key reporting areas.

III. CDE-specific accounting scenarios and transactions to promote
consistent application of GAAP.

IV. Annual updates reflecting new or revised guidance from SCO, DOF, or
Governmental Accounting Standards Board (GASB).

V. Refresher and onboarding materials to support knowledge transfer and
continuity.

CDE’s Response 

The CDE appreciates the observations and information provided by KPMG and will 
examine existing training and determine how best to strengthen and implement a more 
formal internal annual GAAP training program for staff involved in financial reporting. 

If you have any questions regarding CDE’s comments, please contact Alice 
Lee, Director, Audits and Investigations Division, by phone at 916-323-1547 
or by email at AlLee@cde.ca.gov. 

Sincerely, 

David Schapira 
Chief Deputy Superintendent of Public Instruction/Chief of Staff 
California Department of Education 

DS:kl 

KPMG Redaction: This redaction references an employee's name, 
which has been removed by KPMG to protect individual privacy.
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Background 

This Exit Dashboard (“Dashboard”) presents a clear summary of key findings, observations, and process 
improvements related to the performance audit of the California State Annual Comprehensive Financial 
Report (ACFR) process for fiscal year 2022-23 by KPMG LLP (KPMG). The audit results presented for 
the California Department of Health Care Services (DHCS) herein as of the date of this dashboard 
include the following sections: 

• Summary of Performance Improvement Opportunities (PIO) and Findings: This section presents the
observations and findings, and the specific condition and/or potential improvement for each item.

▪ PIO: A PIO identifies opportunities to enhance existing processes, controls, or practices.
PIOs do not represent noncompliance but highlight areas where efficiency, effectiveness,
or transparency can be improved. These observations are accompanied by
recommendations designed to strengthen operations, streamline procedures, and align
practices with leading standards or best practices.

▪ Findings: A Finding refers to a condition where operations, financial reporting, or internal
controls are not fully compliant with applicable laws, regulations, or Generally Accepted
Accounting Principles (GAAP). Findings indicate deviations, control weaknesses, or
policy gaps that may expose the organization to compliance, financial, or operational
risks. Each finding includes the condition, criteria, cause, effect, and a recommendation
for corrective action to achieve compliance.

• Management Response and Corrective Action: This section presents the auditee with the chance to
provide a formal reply to the audit findings, demonstrating management’s acknowledgment of the
issues or potential improvements identified. Corrective action outlines the specific steps and
timelines that the auditee will implement to address and resolve the items noted. All management
responses must be submitted within 5 calendar days of receipt of this dashboard.

Summary of PIOs and Findings 

Through the review of auditee provided documentation and meetings with DHCS, KPMG has noted the 
following PIOs: 

• PIO 1: Enhancing Communication Between Program Area and Financial Reporting teams

Observation

o Through discussions and review of DHCS processes, KPMG noted opportunities to
enhance communication between program areas and staff responsible for financial
reporting. Program staff operate day-to-day programs within the agency and must
communicate financial information to the GAAP reporting team, known as the Financial
Management Division (FMD) within DHCS. In certain instances, accounting
considerations related to new accruals, estimates, or program changes were identified
late in the reporting cycle resulting in additional agency coordination and time sensitive
adjustments close to the DHCS’s ACFR submission deadline.

Recommendation 

o KPMG recommends that DHCS enhance communication protocols between program
areas and FMD reporting staff to support early identification of accounting considerations
and the proper treatment of expenditures, revenues, federal programs, and estimates.
FMD should engage DHCS leadership and look to drive efforts to formalize
communication with set timelines and expectations of program staff to get this information
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to the financial reporting staff in a timely manner for reporting. This may be accomplished 
by the below: 

▪ Scheduling more frequent touchpoints with program staff

▪ Providing them with clear reporting timelines and data submission
expectations

▪ Having DHCS leadership communicate the importance of the ACFR to
all divisions.

• PIO 2 Enhancing GAAP Training with updated guidance

Observation

o Through discussions and review of DHCS documentation, KPMG determined that while DHCS
provides GAAP related guidance and training to staff, opportunities exist to periodically update
training materials to reflect new reporting scenarios, evolving accrual considerations, and recent
State Controller’s Office (SCO) feedback. For example, CSA’s internal control findings have
identified scenarios, such as the Behavioral Health Continuum Infrastructure Program (BHCIP),
where DHCS failed to adhere to Governmental Accounting Standards Board (GASB)
requirements and incorrectly accrued funds.

Recommendation 

KPMG recommends that DHCS update GAAP training materials on a periodic basis to 
incorporate new reporting topics, relevant examples, and lessons learned from prior reporting 
cycles. This should include any new GASB requirements posted by SCO and any additional 
understanding gained and procedures identified from DHCS’s review of the new requirements. 
Enhancing training content with these examples may support consistent application of GAAP 
guidance and serve as a resource for both existing staff and new hires involved in financial 
reporting.



External Entity: KPMG (on behalf of The California State Auditor) 
Report Number: XXX-XX (26-06) “ACFR Performance Audit FY 2022-23” 
Current Response: DHCS’ Response to KPMG Performance Improvement 
Opportunities (PIO)  
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PIO 1 Recommendation: KPMG recommendations that DHCS enhance 
communication protocols between program areas and the Financial Management 
Division (FMD) reporting staff to support early identification of accounting considerations 
and ensure proper treatment of expenditures, revenues, federal programs, and 
estimates. FMD should engage DHCS leadership and look to drive efforts to formalize 
communication with set timelines and expectations of program staff to get this 
information to the financial reporting staff in a timely manner for reporting. This may be 
accomplished by the below: 
 

1. Scheduling more frequent touchpoints with program staff 
2. Providing them with clear reporting timelines and data submission 

expectations 
3. Having DHCS leadership communicate the importance of the ACFR to all 

divisions  
 
DHCS’ Response: 

DHCS remains committed to ongoing process improvement, and we recognize that 

strong financial management is a shared responsibility across all teams. DHCS will 

continue refining our training efforts and partnering with internal programs to strengthen 

awareness and accountability. DHCS appreciates the work completed by KPMG, LLP. 

On behalf of the California State Auditor (CSA), we value the opportunity to respond to 

the Performance Improvement Opportunities (PIOs) identified in the enclosed Draft Exit 

Dashboard. The PIO recommendations, and DHCS’ proposed responses, are as 

follows: 

 

DHCS programs involve complex financial structures and policies, and FMD regularly 

provides program leads with updates to ensure timelines and expectations are clear. 

DHCS will continue engaging leadership teams through regular touchpoints and 

reiterating the importance of the ACFR and meeting the State Controller’s Office 

financial reporting timelines. 
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PIO Recommendation 2: 
KPMG recommends that DHCS update Generally Accepted Accounting Principles 
(GAAP) training materials on a periodic basis to include new reporting topics, relevant 
examples, and lessons learned from prior cycles. This should include any new GASB 
requirements posted by SCO and any additional understanding gained and procedures 
identified from DHCS’ review of the new requirements. Enhancing training content with 
these examples may support consistent application of GAAP guidance and serve as a 
resources for both existing staff and new hires involved in financial reporting. 
 

DHCS’ Response: 

DHCS currently reviews and updates GAAP training materials annually. DHCS will 

continue to enhance its understanding of GASB requirements and update training 

content each year to incorporate new topics and unique scenarios identified during prior 

financial statement audits.  
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Background 
This Exit Dashboard (“Dashboard”) presents a clear summary of key findings, observations, and process 
improvements related to the performance audit of the California State Annual Comprehensive Financial 
Report (ACFR) process for fiscal year 2022-23 by KPMG LLP (KPMG). The audit results presented for 
the Employment Development Department (EDD) herein as of the date of this dashboard include the 
following sections: 

• Summary of Performance Improvement Opportunities (PIO) and Findings: This section presents the
observations and findings, and the specific condition and/or potential improvement for each item.

 PIO: A PIO identifies opportunities to enhance existing processes, controls, or practices.
PIOs do not represent noncompliance but highlight areas where efficiency, effectiveness,
or transparency can be improved. These observations are accompanied by
recommendations designed to strengthen operations, streamline procedures, and align
practices with leading standards or best practices.

 Findings: A Finding refers to a condition where operations, financial reporting, or internal
controls are not fully compliant with applicable laws, regulations, or Generally Accepted
Accounting Principles (GAAP). Findings indicate deviations, control weaknesses, or
policy gaps that may expose the organization to compliance, financial, or operational
risks. Each finding includes the condition, criteria, cause, effect, and a recommendation
for corrective action to achieve compliance.

• Management Response and Corrective Action: This section presents the auditee with the chance to
provide a formal reply to the audit findings, demonstrating management’s acknowledgment of the
issues or potential improvements identified. Corrective action outlines the specific steps and
timelines that the auditee will implement to address and resolve the items noted. All management
responses must be submitted within 5 calendar days of receipt of this dashboard.

Summary of PIOs and Findings 
Through the review of auditee provided documentation and meetings with EDD, KPMG has noted the 
following Finding and PIOs: 

• Finding 1: Late Submission of GAAP Financial Information

• Condition: The following instance was noted where EDD did not report GAAP financial information to
the State of California by the state deadlines. Through review of documentation provided by the SCO,
EDD did not submit timely financial information to the SCO and DOF for the below items:

i) The ACFR by the prescribed deadlines for the fiscal years FY 20-21 through FY 23-24. EDD
reported delays of approximately 11 months for fiscal year 21-22, 7 months for 22-23, 5
months for 23-24, and anticipated to be 45 days late for fiscal year 24-25.

ii) The Budgetary Legal process and submission to DOF, for FY 20-21 through FY 23-24.

iii) Month-end reconciliations submissions to the SCO as noted in commentary to us by EDD.

• Criteria: Per Government Code (GC) section 12461.2, If any state agency, department, board, or
commission, which is required by statute or regulation to furnish a financial statement or report to the
Controller fails to furnish a complete and accurate financial report or statement within 20 days of the
date prescribed, the Controller may withhold any or all operating funds from the agency, department,
board, or commission, upon 30 days prior notification in writing to the chairperson of the committee in
each house that considers appropriations and the Chairperson of the Joint Legislative Budget
Committee, or upon a lesser time as the chairperson of the committee, or the chairperson’s designee,
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may in each instance determine, until the agency, department, board, or commission provides a 
complete and accurate report or statement. 

• Cause: EDD experienced issues related to properly accounting for Federal funds received for the
Federal Unemployment Insurance (UI) program. EDD received findings related to accounting for UI
from CSA. During this process EDD experienced delays working to correct prior issues while also
working on compiling financials for upcoming ACFRs, causing a further delay. Additionally, EDD lacks
internal processes to ensure timely submission for the ACFR.

• Effect: Agencies reporting financial information late will cause the ACFR to continue to be behind the
publication date set by SCO.

• Recommended corrective action: EDD should continue to formalize and strengthen its month-end
and year-end close processes to support timely GAAP submission. EDD should also continue to work
to compile financial information to support submission to SCO by the set deadline to be in compliance
with the State’s deadlines. This should include internal timeline edits to plan out key dates and tasks
for staff, internal touchpoints, and communication with SCO on any potential roadblocks. As EDD’s
main issues were related to the proper accounting for Federal Unemployment Insurance (UI),this will
no longer affect their financial information as the funding for this program has been accounted for in
previous ACFRs, they should look to submit the information for the ACFR by the deadline.

During conversations with EDD, they demonstrated meaningful progress during FY 24–25 by
accelerating its GAAP preparation timeline compared to prior years. GAAP activities were initiated
earlier, coordination across the department improved, and management finalized all entries and
submitted GAAP information to the SCO significantly earlier than in previous reporting cycles. As
result of continued improvements in its financial reporting processes, EDD reduced its preparation
and submission time for the ACFR by approximately 200 days, to around 45 days past the due date.

• PIO 1: Development of Internal GAAP Training Programs
Observation

o Based on discussions and reviews of EDD documentation, KPMG observed that while EDD trains its
staff using the State Controller’s Office (SCO) provided GAAP instructions and prior year’s feedback,
EDD does not have robust internal training for staff. EDD has explored external training, as well as
statewide training outside of the GAAP manual posted by SCO but has not implemented a set
external training program for its staff.

o EDD relies on feedback from the SCO and the State Auditor for GAAP entries to determine any
guidance or changes for staff adoption. EDD also reviews accounting guidance from the Government
Accounting Standards Board (GASB) for any yearly changes that affect how to account for any items
and determine how they need to complete these going forward. While these items are important,
since training isn’t specific to EDD’s activities, it does not address scenarios where EDD may report
items differently than other agencies.

Recommendation 
o KPMG recommends that EDD consider developing an internal GAAP training program for staff that

addresses the following areas:

i) Recap of general accounting principles and GAAP covered by SCO in the year-end financial
reporting instructions

ii) Instructions on how to properly report financial information to the Department of Finance
(DOF) and SCO, organized by relevant functional or reporting areas

iii) Specific scenarios encountered by EDD staff and guidance on how these items should be
reported in the financial statements. As SCO training is general for all agencies, EDD does
not have training that addresses the nature and transactions that EDD staff will have to report
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in their financial reporting. The training should be specifically developed to address these 
scenarios.  

iv) Annual updates based on any new guidance that is distributed by GASB on treatment of 
expenditures, revenues, federal programs, or estimates that affect EDD, and how staff need 
to record these transactions. Similar to Federal Unemployment Insurance (UI), EDD should 
document new transactions and proper accounting GAAP accounting treatment in a training 
for accounting staff as they arise. EDD should work with SCO to determine their interpretation 
of the GASB guidance to align on correct reporting to the state.  

v) Lessons learned from prior audits 

vi) Helpful resources for staff if they have questions 

 
• PIO 2: Inefficient Claims Data Processing and Reconciliation 
       Observation  
o EDD uses an eligibility claim system to input claim data and perform daily reconciliations. Once 

processed, staff post individual claim data into Fi$Cal to reconcile to the cash posted in the system. 
The reconciliation process is time-consuming as each monthly reconciliation to the bank accounts 
takes more than 30 days to complete. This approach causes a duplication of efforts for the EDD 
employees inputting data as well as performing the reconciliation and is causing reporting delays.  

 

  Recommendation 
o EDD should assess options to streamline claims data posting to Fi$Cal by posting a journal entry vs 

each individual claim, which will alleviate the additional reconciliation process This will also streamline 
month-end submissions and allow EDD to meet monthly reporting deadlines which were previously 
delinquent.  

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



PO Box 826880  •  Sacramento, CA 94280-0001  •  edd.ca.gov 

February 2, 2026 

Senior Associate, Advisory 
Klynveld Peat Marwick Goerdeler LLP 
Audit Services  
515 Broadway, 4th Floor 
Albany, NY 12207 

Dear : 

This letter transmits the Employment Development Department’s (EDD) response to the 
finding identified in the Klynveld Peat Marwick Goerdeler’s draft report, dated January 
28, 2026, for State High-Risk, Financial Reporting and Accountability Performance 
Audit. 

We appreciate the opportunity to provide you with our responses as we work towards 
closure of this finding. If you have any questions regarding this response, please 
contact Charles Tobia, Audit and Evaluation Division Chief, at (916) 653-5639, or 
Charles.Tobia@edd.ca.gov. 

Sincerely, 

NANCY FARIAS 
Director 

Attachment:  Response 

cc: Charles Tobia, Audit and Evaluation Division, MIC 78  

Management Response and Corrective Action 

KPMG Redaction: This redaction references an employee's 
name, which has been removed by KPMG to protect 
individual privacy.



bcc: Amy Faulkner, Directorate, MIC 83 
 Caleb Horel, Administrative Branch, MIC 89 
 Clera Yen, Labor Data and Compliance Branch, MIC 76 



Employment Development Department (EDD) Response to 
Klynveld Peat Marwick Goerdeler’s Annual Comprehensive Financial Report 

Performance Audit Draft Report 
For Fiscal Year 2022-23 

Finding 1: Late Submission of GAAP Financial Information 

Condition: The following instance was noted where EDD did not report GAAP financial 
information to the State of California by the state deadlines. Through review of 
documentation provided by the SCO, EDD did not submit timely financial information to 
the SCO and DOF for the below items: 

i) The ACFR by the prescribed deadlines for the fiscal years FY 20-21 through FY 23-
24. EDD reported delays of approximately 11 months for fiscal year 21-22, 7 months
for 22-23, 5 months for 23-24, and anticipated to be 45 days late for fiscal year 24-
25.
ii) The Budgetary Legal process and submission to DOF, for FY 20-21 through FY 23-
24.
iii) Month-end reconciliations submissions to the SCO as noted in commentary to
us by EDD.

Criteria: Per Government Code (GC) section 12461.2, If any state agency, department, 
board, or commission, which is required by statute or regulation to furnish a financial 
statement or report to the Controller fails to furnish a complete and accurate financial 
report or statement within 20 days of the date prescribed, the Controller may withhold any 
or all operating funds from the agency, department, board, or commission, upon 30 days 
prior notification in writing to the chairperson of the committee in each house that 
considers appropriations and the Chairperson of the Joint Legislative Budget Committee, 
or upon a lesser time as the chairperson of the committee, or the chairperson’s designee, 
may in each instance determine, until the agency, department, board, or commission 
provides a complete and accurate report or statement. 

Cause: EDD experienced issues related to properly accounting for Federal funds received 
for the Federal Unemployment Insurance (UI) program. EDD received findings related to 
accounting for UI from CSA. During this process EDD experienced delays working to 
correct prior issues while also working on compiling financials for upcoming ACFRs, 
causing a further delay. Additionally, EDD lacks internal processes to ensure timely 
submission for the ACFR. 

Effect: Agencies reporting financial information late will cause the ACFR to continue to be 
behind the publication date set by SCO. 

Recommended corrective action: EDD should continue to formalize and strengthen its 
month-end and year-end close processes to support timely GAAP submission. EDD should 
also continue to work to compile financial information to support submission to SCO by 



Employment Development Department (EDD) Response to 
Klynveld Peat Marwick Goerdeler’s Annual Comprehensive Financial Report 

Performance Audit Draft Report 
For Fiscal Year 2022-23 

the set deadline to be in compliance with the State’s deadlines. This should include 
internal timeline edits to plan out key dates and tasks for staff, internal touchpoints, and 
communication with SCO on any potential roadblocks. As EDD’s main issues were related 
to the proper accounting for Federal Unemployment Insurance (UI), this will no longer 
affect their financial information as the funding for this program has been accounted for in 
previous ACFRs, they should look to submit the information for the ACFR by the deadline. 

During conversations with EDD, they demonstrated meaningful progress during FY 24–25 
by accelerating its GAAP preparation timeline compared to prior years. GAAP activities 
were initiated earlier, coordination across the department improved, and management 
finalized all entries and submitted GAAP information to the SCO significantly earlier than in 
previous reporting cycles. As result of continued improvements in its financial reporting 
processes, EDD reduced its preparation and submission time for the ACFR by 
approximately 200 days, to around 45 days past the due date. 

EDD Response: We agree with the finding. FY 24-25 offered the first opportunity since FY 
17-18 to prepare financials that were not impacted by our transition to the state’s new 
accounting system, FI$Cal, or by delays caused by GAAP entries related to federal 
pandemic unemployment funds. While significant progress was made in FY 24-25 towards 
submitting more timely GAAP financial information, we recognize further improvement is 
needed to our year-end process to submit GAAP financial information timely. 

GAAP financials are the final step in the year-end process, and we have reviewed and 
adjusted the internal timeline for all related steps to align with the SCO deadline for GAAP 
submission. Additional steps have also been added to the year-end close process with the 
goal of identifying issues earlier that may impact compilation and submission of financials. 
Management will work directly with staff and continue to communicate with SCO to ensure 
each deadline is met with the intention of submitting timely GAAP financial information for 
FY 25-26. 
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Background 
This Exit Dashboard (“Dashboard”) presents a clear summary of key findings, observations, and process 
improvements related to the performance audit of the California State Annual Comprehensive Financial 
Report (ACFR) process for fiscal year 2022-23 by KPMG LLP (KPMG). The audit results presented for 
Franchise Tax Board (FTB) herein as of the date of this dashboard include the following sections: 

 
• Summary of Performance Improvement Opportunities (PIO) and Findings: This section presents the 

observations and findings, and the specific condition and/or potential improvement for each item. 
 

 PIO: A PIO identifies opportunities to enhance existing processes, controls, or practices. 
PIOs do not represent noncompliance but highlight areas where efficiency, effectiveness, 
or transparency can be improved. These observations are accompanied by 
recommendations designed to strengthen operations, streamline procedures, and align 
practices with leading standards or best practices. 
 

 Findings: A Finding refers to a condition where operations, financial reporting, or internal 
controls are not fully compliant with applicable laws, regulations, or Generally Accepted 
Accounting Principles (GAAP). Findings indicate deviations, control weaknesses, or policy 
gaps that may expose the organization to compliance, financial, or operational risks. Each 
finding includes the condition, criteria, cause, effect, and a recommendation for corrective 
action to achieve compliance. 

 
• Management Response and Corrective Action: This section presents the auditee with the chance to 

provide a formal reply to the audit findings, demonstrating management’s acknowledgment of the 
issues or potential improvements identified. Corrective action outlines the specific steps and 
timelines that the auditee will implement to address and resolve the items noted. All management 
responses must be submitted within 5 calendar days of receipt of this dashboard. 

 

Summary of PIOs and Findings 
Through the review of auditee provided documentation and meetings with FTB, KPMG has noted the 
following PIOs: 

 
• PIO 1: Development of Internal GAAP Training Programs  

Observation 
o Through discussions and review of FTB’s documentation, KPMG observed that while FTB trains 

its staff using the State Controller’s Office (SCO) provided GAAP instructions and prior year’s 
feedback, FTB does not have robust internal training for staff. Instead, FTB relies on external 
training combined with instructions and feedback from SCO to educate its staff on GAAP and 
financial reporting. This external training, which several staff members attended, includes 
modules from the Borek Group, which is provided by Aurora Training Advantage. While FTB has 
relied on external staff training, there is an opportunity to build an internal training program 
tailored to the needs of FTB. 

o Through discussions, KPMG learned that FTB staff are required to have knowledge of Revenue 
and Taxation code (R&TC) in order to update accrual methodologies, which is due to changes in 
legislation for non-exchange transactions. While this is something staff should be educated on, 
FTB does not currently offer internal training on this topic. FTB staff review this code yearly to 
determine any updates that have been made, but the code is not taught to all staff via any 
training on a yearly basis. 

 
Recommendation 
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o KPMG recommends that FTB create an internal training program for staff that addresses 
the following areas: 

i. Recap of general accounting principles and GAAP covered by SCO in the Year-
End Financial Reports Information GAAP Basis instructions 

ii. Instructions on how to properly report financials to Department of Finance (DOF) 
and SCO, broken out by sections for Budgetary Legal and ACFR 

iii. Specific tax scenarios encountered by FTB staff and how these should be reported 
within their financials 

iv. FTB should consider developing an internal training program, beginning with the 
Borek Group training as a foundational GAAP training resource, as these materials 
cover core GAAP concepts relevant to financial reporting. FTB could develop 
additional modules specific to FTB needs. Training content should be maintained and 
updated annually to address FTB specific transactions. This could be hosted as a live 
training each year for staff and used throughout the year as a playback to provide to 
new staff or staff looking for a refresher. FTB should incorporate formal R&TC training 
into its annual staff program to ensure consistent understanding of tax law changes 
and their impact on accrual reporting. The training should include specific tax 
scenarios encountered by FTB staff. 

v. Helpful resources for staff if they have questions 

vi. Lessons learned from prior audits 
o KPMG recommends that FTB update training materials annually as new guidance arises 

from SCO. Annual staff training should take place in a live setting with reference materials 
provided upon completion. FTB should consider mid-year training sessions for any new 
hires that will directly interact with the ACFR and Budgetary Legal processes. 

 

 
• PIO 2: Recruitment and Retention of Credentialed Accounting professionals  

Observation 
o Through discussions and review of FTB documentation, KPMG determined that FTB 

continues to experience challenges in recruiting and training accounting professionals with 
credentials, such as Certified Public Accountants (CPAs). 

o FTB expressed concern to KPMG that its ability to maintain technical expertise is limited by 
state hiring standards. The official job description for an Accounting Analyst as listed by the 
California Department of Human Resources does not require a CPA license, but merely an 
accounting degree or equivalent credits. FTB believes this may hinder its capacity to 
maintain sufficient expertise in GAAP reporting. Based on these classifications, FTB may 
receive applications from a wide range of applicants but is not able to currently attract 
candidates with higher certifications. 

 
Recommendation 
o KPMG recommends that FTB consider multiple approaches to recruitment of professionals 

with the technical background required. FTB should consider the following items for future 
recruitment: 

 
• Revising job descriptions to recognize CPA licensure or other professional 

accounting credentials as preferred qualifications that will be prioritized in hiring 
candidates 

• Offering professional development support, such as reimbursement for certification 
exams, continuing education, or training related to government accounting and 
financial reporting. This may attract recently graduating college accounting degree 
holders to FTB and incentivize them to pursue their CPA exams while employed at 
FTB. 

 
• PIO 3: Utilization and Implementation of Lessons Learned 
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Observation 
o Through discussion and review of current practices, it was noted that FTB has a process 

document that contains lessons learned from the ACFR process. While lessons learned 
have been identified, documented, and shared, their implementation is not complete for all 
items. FTB indicated that certain items, such as enhanced planning documents, timeline 
setting, and document control, are in practice; however, other key lessons learned like, 
clear roles and responsibilities, building their bench, and data sharing, have not yet been 
fully implemented. In addition, a standardized process for clearly defining, tracking, 
implementing, and reviewing lessons learned has not been fully established outside of their 
lessons learned document. As a result, opportunities for consistent application, continuous 
improvement, and knowledge retention may not be fully realized. 

Recommendation 
o FTB should implement the lessons learned that have not yet been fully executed, including 

“Clear R&R”, “Build Bench”, and “Data Sharing”, which come directly from their document, 
and clearly define expectations for each. In addition, FTB should formalize a lessons 
learned process by documenting lessons in a centralized location, assigning ownership, 
integrating them into standard procedures where applicable, and establishing a mechanism 
to track implementation and ongoing updates. This should include the following: 

a. The lesson learned item 

b. Clear description of the item so that an outside reviewer can understand the issue 

c. Timeframe for correction 

d. Progress on implementation 

e. Project owner 

This approach will help promote consistent application across projects and support continuous 
improvement efforts. 



DATE: January 6, 2026 

TO: , KPMG 

FROM: Nick Maduros, Secretary 

SUBJECT: California State Auditor’s Draft Audit 2025-602 
State High Risk, Financial Reporting and Accountability 

Pursuant to the above audit report, enclosed are the Franchise Tax Board’s comments 
pertaining to the results of the audit. 

The Government Operations Agency would like to thank KPMG for its comprehensive 
review. The results provide us with the opportunity to better serve our constituents and 
protect the public. 

Enclosures 

Management Response and Corrective Action 

KPMG Redaction:This redaction references an 
employee's name, which has been removed by 
KPMG to protect individual privacy.
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STATE OF CALIFORNIA 

ADMINISTRATIVE SERVICES 

SECTION MS A162 

FRANCHISE TAX BOARD 

PO BOX 115 

SACRAMENTO CA 95741-0115 

01.06.2026 

KPMG, LLC 

515 BROADWAY 

ALBANY, NY 12207 

Re: Response to the California State Auditor’s 2025-602 State High Risk Financial 
Reporting and Accountability Audit 

Thank you for the opportunity to respond to KPMG’s report relating to the 2025-602 

California State Annual Comprehensive Financial Report (ACFR) Process Audit for 

fiscal year 2022-23. Below are the Franchise Tax Board’s (FTB) responses to the three 

areas of Performance Improvement Opportunities (PIOs) identified relating to FTB’s 

ACFR process. 

OVERVIEW OF THE REPORT 

The three PIOs identified are regarding the topic of training, recruitment, and FTB 

implementing the opportunities it identified recently in lessons learned efforts. 

FTB’s Response: 

FTB agrees with KPMG’s recommendations. 

In 2025, with the support of its own consultant and the consultant made available by the State 

Controller’s Office (SCO), FTB completed a review of its process, procedures, and policy 

documents. These activities resulted in updates to each of these formal documents for the 22-

23 and 23-24 ACFR. 

At the conclusion of FTB’s submission of its Accruals and Financial statements for the 23-24 

ACFR, FTB conducted a lesson’s learned effort and identified opportunities to further improve 

our internal programs. FTB will incorporate KPMG’s recommendations into its implementation 

plan for the opportunities identified during its lesson learned and document the formalized 

process accordingly. 

FTB’s goal is to have these opportunities implemented prior to the beginning of the 25-26 

ACFR. 

KPMG Redaction: This redaction references an employee's 
name, which has been removed by KPMG to protect individual 
privacy.
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RECOMMENDATIONS: 

RECOMMENDATION #1 – Development of Internal GAAP Training Programs: 

1. FTB create an internal training program for staff that addresses the following areas:

a. Recap of general accounting principles and GAAP covered by SCO in the Year-End
Financial Reports Information GAAP Basis instructions

b. Instructions on how to properly report financials to Department of Finance (DOF) and
SCO, broken out by sections for Budgetary Legal and ACFR

c. Specific tax scenarios encountered by FTB staff and how these should be reported
within their financials

d. FTB should consider developing an internal training program, beginning with the Borek
Group training as a foundational GAAP training resource, as these materials cover core
GAAP concepts relevant to financial reporting. FTB could develop additional modules
specific to FTB needs. Training content should be maintained and updated annually to
address FTB specific transactions. This could be hosted as a live training each year for
staff and used throughout the year as a playback to provide to new staff or staff looking
for a refresher. FTB should incorporate formal R&TC training into its annual staff
program to ensure consistent understanding of tax law changes and their impact on
accrual reporting. The training should include specific tax scenarios encountered by
FTB staff.

e. Helpful resources for staff if they have questions

f. Lessons learned from prior audits

2. FTB updates training materials annually as new guidance arises from SCO. Annual staff
training should take place in a live setting with reference materials provided upon
completion. FTB should consider mid-year training sessions for any new hires that will
directly interact with the ACFR and Budgetary Legal processes.

FTB’s Response #1: The recommendations above will be helpful and incorporated in 

developing our implementation plan. 

RECOMMENDATION #2 Recruitment and Retention of Credentialed Accounting 

Professionals: 

FTB consider multiple approaches to recruitment of professionals with the technical 

background required. FTB should consider the following items for future recruitment: 

1. Revising job descriptions to recognize CPA licensure or other professional

accounting credentials as preferred qualifications that will be prioritized in hiring

candidates
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2. Offering professional development support, such as reimbursement for certification

exams, continuing education, or training related to government accounting and

financial reporting. This may attract recently graduating college accounting degree

holders to FTB and incentivize them to pursue their CPA exams while employed at

FTB.

FTB’s Response #2: FTB submitted recommendations to our Human Resource 

programs for consideration in support of competitive recruitment pools while navigating 

CalHR guidelines. 

RECOMMENDATION #3 – Utilization and Implementation of Lessons Learned: 

FTB should implement the lessons learned that have not yet been fully executed, 

including “Clear R&R”, “Build Bench”, and “Data Sharing”, which come directly from 

their document, and clearly define expectations for each. In addition, FTB should 

formalize a lessons learned process by documenting lessons in a centralized location, 

assigning ownership, integrating them into standard procedures where applicable, and 

establishing a mechanism to track implementation and ongoing updates. This should 

include the following: 

a. The lesson learned item

b. Clear description of the item so that an outside reviewer can understand the

issue

c. Timeframe for correction

d. Progress on implementation

e. Project owner

This approach will help promote consistent application across projects and support 

continuous improvement efforts. 

FTB’s Response #3: FTB agrees with this recommendation and its plan is to build a 

repeatable process conducting lessons learned after each ACFR including an 

implementation plan for identified opportunities. This activity will ensure a standardized 

step for the regular review of our processes, procedures, and policies to ensure they 

remain current and accurate. 

CONCLUSION 

In closing, we constantly strive to improve our processes and want to ensure the ACFR 

is processed timely and accurately. FTB appreciates the efforts of KPMG and the 

opportunities they shared in this report. 
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Sincerely, 

Selvi Stanislaus, Executive Officer 

cc: Nick Maduros 

Tel 916.845.4543 

Fax 916.845.3191 

ftb.ca.gov 
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