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LETTER OF TRANSMITTAL

JoiNnT LincistATIvVE AUuprr COMMITTER
CALIFORNIA LIEGISLATURE
April 15, 1967

The Honorable President of the Senate
The Honorable Speaker of the Assembly
The Honorable Members of the Senate, and
The Assembly of the Legislature of California

Sirs:

We transmit herewith our report covering the activities
of your Joint Legislative Audit Committee, for the cal-
endar years 1965 and 1966.

This report discusses the work of the committee and the
Office of the Auditor General. In addition, it describes our
program of independent postaudits of the executive branch
of state government.

During the past two years discussed in this DBiennial
Report we have issued a total of 153 reports of all kinds,
containing 358 recommendations for improvements in
accounting and related procedures. Of these recommenda-
tions, a total of 90 percent have heen aceepted aud imple-
mented by the state agencies concerned.

Our state government is composed of almost 200 sep-
arate departments, agencies, and offices. Kach of these has
been audited on at least one occasion during the fespan
of this committee. The high degree of acceptance and im-
plementation of our recommendations indicates the ve-
sponsibility of your committee, and the outstanding per-
formance standards and technical competence of  the
Auditor General and his staff.

The nature of our assignment makes it most difficult
to estimate the total savings in man-honrs, administrative
delayvs, and actual casgh expenditures our recommendations
have achieved. HHowever, we can confidently claim to have
returned to the people of the state, many times over, the
operating costs of vour committee and the Office of the
Auditor General.

(7)




JOINT LEGISLATIVE AUDIT COMMITTEE

In conclusion, your committee pledges itself to continue
aiding the Legislature in its duty to oversee the operations
of the executive branch, and to aid the executive branch
in establishing sound fiscal and administrative policies.

Respectfully submitted,

RicaARD J. Dorwic
Ray E. JouNson LuraEr E. GiBSON

ViINcENT THOMAS, Huer P. DoNNELLY,
Chairman Vice Chairman
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SENATOR HUGH P. DONNELLY

State Senator Iugh P. Donnelly, Vice Chairman of
the Joint Legislative Audit Committee, retired from the
Legislature at the end of December 1966 after 32 years
of state service.

Hirst elected to the State Assembly in 1934, Mr. Don-
nelly served as Speaker pro Tempore of the House in
1939 hefore suceessfully secking election to the State Sen-
ate in 1942, Since that time he continuously represented
the 22d Senate District (Stanislaus County), and at the
time of his retirement was the Chairman of the Senate
Committee on Hducation and Dean of the State Legis-
lature.

In 1955, Senator Donnelly authored Senate Bill 1540,
which created the Joint Legisiative Audit Committee and
the Office of the Auditor General. Ie served as vice chair-
man of the committee up to the time of his retirement.

Without Senator Donnelly’s guidance and leadership,
the joint committee and the Office of the Auditor General
would not have becomne effective instruments for the legis-
lative branch. More than any other man, he was responsi-
ble for originating and carrying through to completion
the concept of a legislative post audit funection in Cali-
fornia. He will be sorely missed by his colleagues on the
joint comunittee.

The members and staff of the joint committee and the
Office of the Auditor General wish Senator Donnelly many
happy vears of retirement. We hope he will visit us as
often as possible, and maintain close contact with our
work. For our part, we shall continue striving to improve
our standard of performance, as he will expect us to do.




SENATOR LUTHER E. GIBSON

A second member of the Joint Legislative Audit Com-
mittee has also retived from the legislature, and your
committee would like to pay tribute to State Senator
Luther E. Gibson.

In 1955, Senator Gibson coauthored Senate Bill 1540,
establishing the Joint Legislative Audit Cominittee and
the Office of the Auditor General, and he served as a
member of the committee until his retirement at the end
of December 1966.

From 1948 until his vetivement, Senator Gibson rep-
resented Solano County in the Legislature. Along with
his membership on the joint committee, he served as
Chairman of the Senate Governmental Efficiency Com-
mittee. In addition, he held membership on the Senate
Finance Committee; the Scenate Revenue and Taxation
Committee; the Senate Transportation Committee; and
the Senate Business and Professions Committee.

Senator Gibson is the publisher of a number of im-
portant newspapers in northern California, and by vir-
ture of his wide experienece hoth in private and publie
life he was able to render invaluable service to the joint
committee.

The members and staff of the Joint Legislative Audit
Committee and the Office of the Auditor General wish
Senator Gibson a long and happyv period of retivement.
‘We hope he will vigit us often in Saeramento, and main-
tain close contact with our work.

(19)
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12 JOINT LEGISLATIVE AUDIT COMMITTEE

working procedures. In addition, we believe the Legis-
lature can take pride at this indication of the operational
effectiveness of the Office of the Auditor General.

We would like to take this opportunity of thanking the
personnel at all levels in state government who have
cooperated with your committee and have helped to make
this record of accomplishment possible. We also commend
the Auditor General and his dedicated staff for their
valuable service over the past two years.

During the past 10-year period, the Office of the
Auditor General has established a reputation across the
nation which brings considerable credit to the California
State Legislature. In recognition of this fact, Members
of the Legislature may be interested to know that former
members of the Auditor General’s staff are now serving
as Chief Fiscal Officer of the California State Assembly;
Chief Deputy Controller of the City of Los Angeles;
Chief Accountant of the City of L.ong Beach; and a
number hold major positions with nationally ranked pri-
vate firms.

In addition, the State of Alaska called upon the
Auditor General for advice and assistance in 1964 while
that state was preparing to establish an internal auditing
system, and currently a member of the Auditor Gen-
eral’s staff on leave of absence is assisting the Kingdom
of Thailand in the development of governmental auditing
procedures.

The Auditor General also receives many invitations to
address professional gatherings, both in California and
in other parts of the country. In recent months, at no
expense to the state, he has spoken before the California
Assessors Convention ; a seminar sponsored by the Hawaii
Society of Certified Public Accountants; and in Novem-
ber 1966 at the invitation of the Legislative Audit Com-
mission of New Mexico he traveled to Santa Fe to discuss
the organization of an Auditor General’s office in that
state.

It is clear that California is one of the leaders in the
field of legislative postauditing, and increasingly we are
becoming the model for others to follow.

The joint committee has been pleased by the increase
in the number of requests for information received from
members and committees of the State Legislature. A total
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BIENNTAL REPORT 13

of 26 such requests were received during the past two-

vear period.

Thege include requests from the Speaker’s office; the
Senate Transportation Committee; the Senate Finance
Jommittee; the Assembly Committee on Government
Organization; the Assembly Rules Committee; the As-
sembly Kducation Committee; the Joint Budget (‘om-
mittee; and the Joint Retirement Committee.

In conjunction with our rvegular audit program the
services of this committee are alwavs at the disposal of
Members and committees of the Legislature, and we trust
that we can continue to provide a valuable information
and regearch source for our fellow legislators.

Your joint committee approves the anmual schedule of
audits for the Office of the Auditor General, and we in-
spect approximately one-third of the departments and
agenecies of the state cach vear. A complete summary of
the reports issued during the past four years is contained
in Appendix A of this Bieunial Report.

As we have stated, the cooperation received from most
cchelons of state oovomment has been excellent in recent
years, but we havc found, in some instances, a reluctance
on the part of departmental or agency supervisory person-
nel to implenient necessary oha‘nges in procedure. In
addition, in a few cases we have found that problems of
long standing are still not resolved. In the chapters that
follow we discuss as briefly as possible a number of cases
which fall into one or hoth oi the above categories, and
should be of interest to every Member of the Legislature.

We would like to emphagize that, hefore being prepared
in final form and released for distribution, all our audit
reports are discussed with appropriate management level
personnel of the agencies concerned.

Wherever possible, we try to have deficiencies cor-
rected and procedures improved without unnecessary pub-
leity., As we see it, our role is to aid the L(mls]ahno and
the exceutive hraneh in their 1(«1»(}11\11)111*(10\ to the tax-
paving public, and your committee does not seek to
drametize the pn»hlum of government for any partisan
purpose or motive of welf- mtoust.

The Joint committee also is deeply indebted to Dr.
Lenmis M. Knighton, assistant professor of accounting,
University of Texas, for much of the information con-
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tained in the chapters on “The Performance Postaudit,”’
and ““Program DBudgeting and Program Accounting.”’

Dr. Kunighton devoted considerable research and schol-
arship to his 1966 Ph.D. thesis on these subjects at Michi-
gan State University, and he personally visited a number
of impoitant states to inspect the offices of the Auditors
General at firsthand. As a vesuit, we have probably the
most complete examination and appraisal of the legisla-
tive postaudit function available anywhere today, and
the ingight Dr. Kunighton has been able to give us on
progress made in other states has been most useful to our
work.

The concepts of performance postauditing and pro-
gram budgeting represent a major step forward in the
administration and operation of state government. This
is true for states all across the nation, and particularly
true for California duc to the complexity and scope of
our problems. Your committee is hopeful that the chap-
ters on these subjects will be read carefully by all mem-
bers of the legislative hianeh; the executive branch; and
serious students of government throughout the state.

We believe that as our annual state budget surpasses
$5 billion we must finud new legislative and administrative
controls if we are to prevent the complexity of the budg-
etary process from overwhelming both elected and ap-
pointed officials.

THE PER
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Following ereaticn of the ot committee and the
Office of the Auditor Geneval 10 years ago, audit staif
members conducting reviews and inspections of executive
branch agenecies saw the need fo review management as
well as strietly finanein] pwuwﬂmos Tu ¥a vt many Jdiffi-
cult aceonnting probleins vanld not be vesoived without
accompanying changes in moanagenent proe »dm/w

Traditional Hmite on werls ot Wit «inl :
of the Auditor General ave ol vond »\Jﬂu
mittee fonnd it war nov niind
ST By insisting me ih
of busine':s and modern-day
that qualified, highly fe
position dum post oy
ri!;mj} cotnplex pros; :Eg:pp :
For imnrevenen

'-fb\'fc‘r the 1w:~u

- 3 T N
PROTIGEL s U n(,“ e

Tegivlature,

i

Pye U&“j SO

1o H‘;l!.(’: Teeonimet

T LA
cooan Dhiiee o

e ¥ RS oot Lo
Vi [P S S S R ARE

4 e




16 JOINT LEGISLATIVE AUDIT COMMITTEE

One state, however, has gone further than California
in this regard. In 1963 the citizens of the State of Michi-
gan approved a new State Constitution which became ef-
fective the following year. Article TV, Section 53 of the
new Constitution states in part:

“The legislature . . . shall appoint an auditor general,
who . . . shall econduct post audits of financial transac-
tions and accounts of the state and of all branches, depart-
ments, offices, boards, commissions, agencies, authorities
and institutions of the state established by this constitu-
tion or by law, and performance post audits thereof.”’
(Emphasis added.)

This action by the State of Michigan is significant bhe-
cause not only has the role and function of the Auditor
General been written into the State Constitution, but the
modern concept of a performance postaudit has been
given Constitutional recognition and sanction.

If fully implemented in California, we believe the con-
cept of performance postauditing would give the State
Legislature access to information vitally necessary to the
accomplishment of the legislative role in government.
Definition follows:

A ‘“‘performance post audit’’ is an independent exam-
ination, conducted by the Auditor General, for the purpose
of providing the Legislature with an evaluation and report
of the manner in which administrators of agencies and de-
partments of the state have discharged their responsibili-
ties to faithfully, efficiently, and effectively administer
programs of the state.

Faithfulness refers to whether or not programs have
been administered in accordance with promises made to
the Legislature and the expression of legislative will.
Effectiveness refers to whether or not planned program
objectives have been achieved. Efficiency refers to whether
or not program accomplishment has been achieved by
using the least cost combination of resources with a mini-
mum of waste.

Statf auditors of the Office of the Auditor General have
been increasingly conducting a form of performance post
auditing in their reviews and inspections of state agen-
cies, and this is most clearly illustrated by the chapter on
the Division of Highways contained in this Biennial
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Report. 1iowever, so far the concept has not been fully
discussed with all members of the State Legislature.

For purposes of this discussion we are most fortunate
in having available to us a recent study and analysis of
legislative postauditing across the nation. The study was
prepared by Dr. Lennis M. Knighton, assistant professor
of accounting, University of Texas, as part of the re-
quirement for his doctoral degree at Michigan State
University. hMueh of the information contained in this
chapter and the one that follows is drawn from Dr.
Knighton’s thesis, and we arve deeply grateful for the
help he has afforded ux in our work.

As Dr. Kuighton points out, the concept of the per-
formance postaudit has not suddenly appeared on the
governmental sceepe, nor is it something that just caught
the faney of delegates to the Michigan constitutional con-
vention. Instead, seen in its proper oontext, the perform-
ance postaudit is a natural consequence of recent major
developments and trends in state government, and poten-
tially can be an important tool for preserving the demo-
cratic state system.

When state programs were few and reasonably simple,

it was not difficult for legislators to monitor the opera-
tions and activities of departments and agencies. But
when programs nunmber in the hundreds and state budgets
run into hithons of doilars the possibility of any close
legislative control is lost. As a result; much budget au-
thorization hecomes an analysis of changes or additions
to existing programs, and seldom are major prograis
called ]nto serious question. Mo an unfortunate extent,
many state legisiatures across the country have come to
he pething more than rubber stamps for executive re-
quests,

As the Citizens Researeh Council of Michigan said 1n
Febrnary 1962 :

“heve has heen little . . . emphasis on the ercation or
Auprovancent of legislative tools to enable the legislature
N cep abreast of developments in the executive hranch,
i ovder m mahe prudent legislative policy with respect
to 1. While it 1= not intended here to suggest that the
lew ;""Ti‘v(\ Emnwh should keep pace with the executive
Heanel o erowth of personnel and expenditures, it is
clese that the expansion and inereasing complexity of the
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executive branch challenges the legislature’s ability to
maintain its role as a separate and equal branch of gov-
ernment exercising effective checks on the executive
branch.”’

The California State lLiegislature has been more sue-
cessful than most in keeping pace with the expansion of
the executive branch, but authoritics generally recognize
the postaudit function as the one tool still available to
Insure executive compliance with legislative policies and
to hold administrative officials accountable for their
actions.

However, Dr. Knighton emphasizes this important
point:

“The problem is not so mueh how legislative control
can be increased, but rather how the legislature may exer-
cise appropriate kinds of control without impeding ad-
ministration or weakening executive authority. In a sys-
tem of balance of powers, an imbalance in favor of the
legislative branch can be just as serious a problem and
perhaps more serious than an imbalance in favor of the
executive branch. The objective sought by improving
legislative control is to improve the quality and efficiency
of public programs, not to hold down executive officials.
And control methods which are appropriate in this sense
are those which facilitate administration while keeping
the legislature fully informed on what is transpiring.’”’

It is elear that to fully accompiish the aims of the per-
formance postaudit it will be necessary to have an ex-
pression of legislative intent in every statute affecting the
conduct, organization, or programs of any state agency.
In addition, it is important that the Legislature reeceive
from the Governor, or other executive officials, a state-
ment of intent for every program proposed or budget
requested.

This suggestion is not designed just to simplify the
work of the staff auditor. Such a requirement would
prove invaluable to agency administrators, other exee-
utive branch officials, judges and juries, and cveryone
charged with respousihility to interpret legislative will
and to judge performance against it.

The formulation of clear expressions of intent for all
major programs requested or adopted obviously presents
difficulties, but a number of states are attempting to move

in this dir
Knighton sa
“In reviev
it is imperat
obhjectives 5o
objectives m
of service, ox
the specifie
performance
gram accomj
sary for the
responsibilits
properly fun
provide adeq
cach prograr
ards and obj«
“All of tl
course, be w
without in a1
ministrators,
tions, burden
usurping the
their admini
hired to brin
We believe
arm for on-t
ance. In faet
are the only
a daily, week
state inspecti
agencies and
The staff a1
five activity,
ture. Areas o
erly include :
information,
auditor.
As Dr. Kni
¢ Admitted]
tional finan«i.
any other wa
fined to finan
fature is in 1




ility to
of gov-
cecutive

e sue-
ision of
2COgNIEe
lable to
dies and
1 their

iportant

control
Ay exer-
ing ad-
noa sys-
¢ of the
lem and
r of the
proving
fliciency
officials.
s gense
keeping
piring.”’
the per-
yan ex-
ding the
agency.
L reeeive
a state-
budeet

difv the
towould
oY exece-
VOrvone

ve will

Fofes ol
presents
to move

BIENNTAL REPORT 19

in this direction. Touching upon this problem, Du.
Kuighton save:

“Onreview ving any =uch statement of policy or intent,
it s imperative that the legisiature fivst agree upon the
objectives sought by the program heing (uted upon. Such
(>1>30< fives may he given in tevig of ]\1‘0dn<tlvn_v, level
of service, or state of condition. Tt i also important tha
the specifie standards of achievement or standards of
performanee to be nxed in apopraising the results of pro-
raim accomblishent he dentified. It is further neces-
sary for the legizlature to requive a clear assignment of
responsinility, for programs to be clearly defined and
proberiy funded, sand for a system to he established to
provide adequate reporting and seeure accountahility for
cach program and appropriation in termg of the stand-
ards and objectives specified.

CATL of these standards and specifications must, of
course, be useful in giving divection to administration
without in anv way stifling initiative on the part of ad-
ministrators, interfering with proper management fune-
tions, burdening officials with unnecessary paper work, or
usurping the right of management to bring to hear on
their adminish“ﬁwo mnl»lonw the e\])orh&o they were
hired to bring to theiv jobhs.”

We believe the Auditor General is the Legislature’s
arme for on-the-=pot 1*0\10\‘».‘\ of administrative perform-
ance, In foeh the staff anditors of the Aunditor General

ave the iml\ mmﬂm eos of the State Legislature who on
a dailv, weekhy, and monthly basis fran l throughout the
state inspecting at fivethand the operations of the many
acetcies and departments of state ;m\'unment.

The stafi anditor's vole is that of reviewing administra-
13

e aetivite, and veporting his findings to the Legisla-
furve, Arees of state activity subjeet to Tthis review prop-
] L mehzde 211 arveas upen which the Legiglature needs

information, and whish G0 within the u)mpoton«-e of the
anditor.

« theeis:
h hroader than the tradi-
cannot ogically be viewed

at other oy Tooargue thot the andit should be con-
Hned o fnaneiat 1:1':111;-'.u<fiz<m;~\ iz to deny that the legis-
nvdnre 1s in necd of informotion other than that uf a
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financial nature or to assert that the auditor is incompe-
tent to perform an examination and render an opinion
on performance in non-financial areas. Neither of these
positions can logically be supported. The function of the
legislature includes a review of all administrative activ-
ity. The role of the auditor is to help the legislature per-
form such a review, and this he cannot do without ex-
tending his review beyond the financial area . . .

““As stated by the Auditor General of Illinois, ‘The
audit of a State agency has multiple objectives, only one
of which is the opinion on the financial statements.” By
calling attention to strengths and weaknesses, and by
identifying problem areas, even though he may not al-
ways be able to competently recommend solutions, the
auditor performs an invaluable service to the Legislature
whom he is constitutionally required to serve.”’

Basically, the functions of the staff auditor are to
examine and evaluate records and controls of an organi-
zation for the purpose of issuing a report on the organi-
zation’s condition and performance, and additionally to
make recommendations for improvements where needed.

It is not the function of the auditor to impose his will
on the organization, or to try to enforce any rule or
policy. It is also not the function of the auditor to estab-
lish and maintain systems of accounting or controls, and
he must not interfere in any way with decisions and pre-
rogatives of management.

The staff auditor’s recommendations may take various
forms, but they should not go outside his area of com-
petence. Where the auditor fecls special studies ave
needed he should recommend that other experts more
qualified in the particular subject areca be employed.

For example, the staff auditor is not a highway engi-
neer and an investigation to determine how long it might
take to build a highway of a certain size and quality is
beyond his area of competence. However, an inquiry
into why it took two years instead of a scheduled oue
year to build a highway does fall within his area of
operations.

It is not bevond the auditor’s competence to determine
the cost of operation for a departient at the state uni-
versity. However, he would more appropriately diaw
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comparison between the costs of one such department
and another of similar size and seope.

T the treatment of mental patients or the rehabilitation
of prisoners at a state corvectional facility, it is beyond
the auditor’s arca of competency to determine what such
services Cshould ™ costy However, once again, he can make
comparizens between similar mental hospitals or correc-
tional facilities and base his recommendations accord-
ingly.

The staff avditor cannot judge how much it should cost
to build a state office building of a certain size and capac-
ity, but he can certainly conduet an examination to deter-
mine why such a building costs more than it was originally
intended to do.

In addition, government output primarily takes the
form of services to the public. 1t is difficult to place any
meaningful financial value on many of these services. As
a result, efficieney in government does not lend itself to
measurement as readily as it would in an industrial plant.

On this point, Dr. Knighton says:

“Tirst, unlike a commercial enterprise which measures
efficiency in terms of profit or contribution to profit, a
g,ovel’nncnt agency such as the conservation department
must relate cost inputs to trees planted, to wildlife pre-
served, or to parks maintained. Thus efficiency cannot be
mcasurul in financial ters, As one writer points out,
however, *This does not mean necessarily that figures can-
not he (lovolulml which will indicate a measure of effi-
cieney. It means only that figures developed according to
the conventional pattern arve simply not valid for this
purpose.” Home writers have suggested that unit costs he
develoned, sueh as cost per patient day, cost per credit
houy, cost per full-time equivalent ,student, or cost per
mile of highway services. Ohviously these measures have
serious deficiencies too, hut they do represent what seems
to he the most promising approach vet suggested for
developing standards of judeing efficiency in government.
Aueh progress has heen made in some areas, such as
hosnitals Tt miove needs to be done hefore such unit
meaxvrements will he fallv effective. And even i such
niit coxts are developed en a wide basig, the auditor will
<t ncul to he extremely earveful in applying them to a
given ageney or institution sinee there exists a wide
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variety both in size and type of activity among agencies
of different states and locations.”

The function of management can be broken down into
three basic component parts of planning, executing, and
reviewing. It is clear that if the staff auditor is to review
administrative performance he cannot confine his inspec-
tion to the execution phase alone, although this will con-
stitute a major part of his work. He must also inspect
both the planning process and the review process. In ad-
dition, the auditor must examine not only what has hap-
pened but what was expected to happen, and he must
question the adequacy of the plan as well as the propriety
of the execution.

This does not mean that the auditor should attempt to
second-guess management either in terms of the objee-
tives sought, or the programms developed. However, he
must ask the following questions:

Is the control system adequate to insure that stated
objectives will be met?

Are stipulated standards both relevant and useful ?

Are the programs internally consistent ?

Is responsibility and authority clearly defined ?

Have alternatives been fully explored ?

Do old programs continue to serve their intended
purpose?

Are budgeting and accounting systems consistent

with the patterns of responsibility and the programs
developed ?

As the staff auditor’s role in government increases it is
understandable that management level officials become
apprehensive about the scope of a comprehensive post-
audit program. On thig point, the Auditor General of
Illinois has this to say:

‘... Bach individual auditor . .. has an obligation
to conduet himself . . . in such a manner that he pro-
motes the over-all constructive objectives of the post-
audit program. The surest way . . . to hurt the program
is to give agency personnel the impression that the an-
ditor is part of a ‘Gestapo’ or spy organization or that
he will try to pillory them for every small error in judg-
ment or departure from the statutes and rvegulations.
‘While the audit reports must include disclosure of any
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instances of wasteful procedures, improvident expendi-
tures, ineffectunl controly, and unbusinessiike methods in
(:arr}mg out progran, cach auditor <hould not forget
that agency p(fi‘;mnnc! are the individualy that will in
most cases have to tuke the necessary action to correct
deficiencies and . . . to place vecemmendations for im-
proved procedures inte cffect. An antagonistic attitude
on the part of ageney pommm“l even with an honest
purpose behind such antagouism, may negate the best of
suggestions. If it can ot : i he (Wm(hd, agency personnel
5110111(1 not be put into a defensive poajtmn where they
may feel so compelicd to justify past actions that they
are blinded to the positive aspects of an auditor’s ree-
ommendations.”’

In regard to the above adviee, the Joint Audit Com-
mittee can only say that it is in mmpl(,to and total agrec-
ment and we know our views arve shaved hy the staff of
the Office of the Auditor Genceral.

In conclusion, this discussion of the performance post-
audit does not attempt to outline a complete program of
action tor the legislative hranch, and it doeg not attempt
to bring out in d(,pﬂ;} atl the problems and aspeets of such
a program in operation.

The chapter is intended solely to familiarize Members
of the Liegislature with the concept in a broad sense, and
to make them aware of a geueral movement in this di-
reciion by a nuniber of other wtates.

If the legisintive postaudit is to become an cffective
control elenent in state government, it must have the full
support of the lcgiﬁ!;ﬁ'lwx it i designed to serve. The
members of your conmitiee bope this chapter will pro-
veke interest and general dixceussion of the subject with
a view to increasing awarveness of the henefits the coneept
may held for our California state government. T'he chap-
ter has been written with {his ﬂmught in mind.




CHAPTER TWO

PROGRAM BUDGETING AND PROGRAM ACCCOUNTING

During the 1965 session, the Governor submitted a re-
port entitled ‘‘Sample Progldm Budgets” to Members
of the State Legislature. This report cont{uned examples
of program budgets for a number of state agenecies, and
while the samples given fell short of reaching the goals
desired they did represent an attempt to break ground
with a new concept of governmental budgeting.

The concepts of program budgeting and program ac-
counting are so closely related to the performanece post-
audit discussed in the last chapter, and they have so much
relevance to the work of the Office of the Auditor General
that we would like to devote this chapter to the subject.
Once again, we arc indebted to Dr. Lennis M. Knighton
for much of the information available to us on the topic
area.

Of all subjeects relating to the fiscal affairs of state
government, none has been more debated and discussed
across the country in recent years than the concept of
program budgeting. Dr. Knighton believes the term is
familiar to virtually every governmental employee in the
United States, but he doubts that more than a few of
them under %tand its full meaning and significance.

It is clear that the term program budgeting means dif-
ferent things to different people, or as one writer ex-
plains:

“To a student of politics and of legislative bodies, it
means perhaps a reduction of appropriation items, a
rationalization of the appropriation structure in terms
of programs, a presentation and review of budget requests
in such a manner as to emphasize issues and to make possi-
ble more effective choices. To a top administrator, it means
these things and also greater flexibility and diseretion in
his operations, plus better control and accountability with
regard to subordinates. Down the ine of an ageney, it
mayv mean a gingle source of funds, an enlargement of
author ity, ﬂo\llnh‘[v, and vesponsibility in the use of the
funds, and a mechanism for relating program planning
with financial planning. To the accountant, it means
accrual accounting, cost accounting, segregation of capital

(25)
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from operating accounts, working capital funds, and
many other techniques.”

In recent years thousands of pages of print have been
devoted to discussions of various budget concepts. These
include program budgeting, performance budgeting, cost-
based budgeting, line-item budgeting, and many others.
Lengthy debates on the relative merits and weaknesses of
each of these systems have taken place, but it is generally
agreed by experts all across the country that the tradi-
tional line-item budget used in state government is no
longer sufficient or informative enoug,h for the modern-
day needs of the legislative branch.

State budgeting cannot be accomplished without serious
consideration of program implications and objectives, and
for purposes of this discussion the term program budget-
g will be used to define the process of allocating state
revenues on the basis of programs and expected program
achievements. In fact, a program budget is the expression
of program plans in terms of dollars and cents.

In his dissertation, Dr. Knighton stresses the following :

“In spite of the theoretical arguments favoring a pro-
gram budget, no state in the Umted States has yet de-
Veloped such a budget. Several states have made some
progress in this direction . . . but none have yet sue-
ceeded. Most state budgets are still prepared on the basis
of ohjects of expenditure. Consequently, budget author-
izations detail the funds to be spent for tires or uniforins
or light bulbs, and the financial reports give detailed
descriptions of where the money went. Such a gystem,
as [Jesse] Burkhead explains, ‘shows what government
purchases but not why: accordingly, it does not show
the nature of governmental programs, or accomplishments
under those programs.” As a result, agency administrators
are held accountable for the supplies they buy and the
people they hire but not for the achievement of program
objectives.

“Charged only with spending the funds allotted for
acquiring supplies and personnel, administrators have
little incentive to economize on the use of funds. Funds
found to be in excess of cirrent needs are often spent
for additional supplies or other items such as sidewalks
and landscaping. The measure of successful administra-
tion is frequently based on how much can be spent rather
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than on how much can be achieved. Hurtheriore, few
major attempts ave made (o veview condinuing prograins
to determine whether they contine to need the s of
funds normally allotted. Only new programs and incre-
mental changes in old programs ave given carveful seru-
tiny. In ,ﬂML officient aml cffective use of the state’s
resources is not fostered by a lne-item appropriation
budget.”

Program bhudgeting, however, does provide the incen-
tives digcussed above. Under program budgeting admin-
istrators are granted specifie funds to achieve specific
goals, and budgetary coutrol comes from determining
Vhether funds granted have been used efficiently and
effectively in achieving program ohjectives. Therefore,
managemeint is motiva ‘t“d to nlaprove operating proced-
ures, to cconomize in purchase of supplies and in hirving
of personnecl, and to combine all resourvces available for
the successtul completion of program goals.

Another advantage of program bll( reting is that it
provides a contrel over the kind of ﬂnn% (‘overmncn’r
does. One writer on the subject notes:

“Line-item budgeting without other planming or pro-
gram stipulations can also favor extensive administration
leg\\( v. Diminution of one program may free manpower
and bupphe., for another. When this gees unstated and
unaccompanied by ],}I'Mgctmy veduetions, the ... officer
working within administrative rules and a statutory
framework that he well nnderstands may nndertake major
new prograty, or even traditional ones that have been
most serupulousty vetoed previousty.”

As has been said, no state at present has a true prograin
.»udoct fully implemented and oper: d’ing:. However, sev-

al \u’w\ have made sroeress in this divection althoungh
a vast anmonnt of work still has to be done.

T his thexis, De. Booighton relates that his preliminavy
researeh seemed to indicate a number of states and ecitios
had made substantial progress in developing program orv
performance budgets. However, ag he dm(l\(*l out each of
these cladms he found that actinl progress in most cases
was sighificantly Tess than the claims would indicate,

For examiple, several mihl s in professional journals
indicated that the Siate of BMar v].md had bhrought about
substantial revision of the budget process, and h ad fully
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developed a program or performance budget. The new
budget was reported to offer considerable improvements
not only for managerial decisions and control, but for
legislative review as well. One writer stated that, ‘‘among
the states, Maryland is a pioneer in program budgeting
. . . The Maryland system is significant because of its
comprehensiveness.”” The same writer claimed that other
states were also utilizing the concept, among them Illinois
and Michigan.

Dr. Knighton points out that these statements were
made in 1957, but not until 1966 did Michigan present its
first sample of program budgeting. The State of Illinois
denies having used a program budget so far, and an ex-
amination of the 1966 Maryland budget reveals no pro-
gram breakdown, no identification of program objectives,
no program justification in terms of services rendered or
products produced, and no evidence that these items have
been clarified and developed. What Dr. Knighton did find
was a budget prepared in terms of broad functional ac-
tivities, which though probably an improvement over line-
item expenditures can hardly be classified as a program
budget.

Additionally, a budget officer in New York indicated in
1960 that his state had conducted a major study to pro-
gram all state activities and was ready to enter into a
program budgeting system. However, a visit by Dr.
Knighton to New York in 1966 failed to establish any
broad development of the type and scale claimed. What
Dr. Knighton did find was that considerable effort had
been made to program the activities and budget of one
department—the Department of Taxation and Finance—
and work is underway on other departments of state gov-
ernment.

Based upon experience gained with programming the
above-named department, the State of New York pre-
pared and issued an instruction booklet on planning-pro-
gramming budgeting which outlines the basic policy and
approach to be used by other state departments. Addi-
tionally, the accounting systems in the State Department
of Kducation and the state university are being converted
to a program basis. Clearly, the State of New York is
moving into a leadership position in the field of program

budgeting, but
just getting off

As required
all agencies anc
reorganized int
therefore, has
the reorganizat:
selected for init
prepared and s
program basis.
Knighton indie:
identifying ma,
considerable wc
objectives are 1

Seemingly, th
eting has taken
ment of Defensce
used, probably
volved, but it do
could provide
bodies.

President Joh
1965, to the hea
part:

“At the Cabi
would begin to
budgeting syster
and important j
attention to it .
plans for the cr
I want you to ge
hoth from withi
Government.”’

The Rand Cor
hensive study ot
following the Pr
ration made a re
and agencies of 1
lieves this report
trating study ve
problems identifi
offered. In fact,
that its purpose




MITTEE

udget. The new
e improvements
zontrol, but for
ed that, ““among
gram budgeting
; because of its
imed that other
ng them Illinois

statements were
gan present its
State of Illinois
far, and an ex-
reveals no pro-
2ram objectives,
ices rendered or
these items have
nighton did find
d functional ac-
ement over line-
d as a program

ork indicated in
v study to pro-
to enter into a
a visit by Dr.
fo establish any
v claimed. What
rable effort had
1 budget of one
1 and Finance
nts of state gov-

rogramming the
New York pre-
n planning-pro-
basie policy and
artments. Addi-
tate Department
being converted
»f New York i
field of program

BIENNIAL REPORT 29

budgeting, but as state officials quickly admit—they arve
just getting off the launching pad.

As required by the new Michigan State Constitution,
all agencies and departments of that state were recently
reor ganlzed into 19 major departments. Budget emphasis,
therefore, has bheen placed on problems assouate(l with
the reorganization. However, two state departments were
selected for initial programming and their budgets were
prepared and submitted to the Legislature in ]Q()() on a
program basis. An analysis of these budgets by Dr.
Knighton indicates that substantial progress was made in
identifying major activities and inndmna] areas, hut
considerable work still has to be done before the full
objectives are met.

Seemingly, the most notable progress in program budg-
eting has taken place at the federal level in the Dep: 1‘1{’—
ment of Defense. Little has been written about the system
used, probably because of the classified information in-
Volved but it does appear as though details of this system
could pl‘OVlde substantial help to other govemmental
bodies.

President Johnson issued a memorandum on August 25,
1965, to the heads of all federal agencies, which stated in
part:

“At the Cabinet meeting today, I announced that we
would begin to introduce a new planning-programming-
budgeting system in the Government. This will be a large
and 1mportanf job. T want all of you to devote perqonal
attention to it . . . You should begin at once to develop
plang for the er cation of vour program planning staffs.
I want you to get the hest people pOb%ll)](‘ for these staffs
both from within vour organizations and from outside of
Government.”’

The Rand Corporation had been working on a compre-
hensive study of program hudgeting for some time, and
following the President’s indication of interest the corpo-
ration made a report of its study available to departments
and agencies of the federal government. Dy, Knighton he-
Heves this report constitutes the most advanced and nene-
trating study vet made on the subject, hut even here the
problems identified ave more numerous than the solutions
offered. In fact, the point is made repeatedly in the study
that its purpose is to provoke further discussion and
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analysis of the subject, not to provide ready answers and
solutions.

Certainly, the full implementation of the program
budgeting concept will be no easy task. Kvery step of
progress requires weeks and months of hard work by
many individuals, but the benefits from sueh a system will
greatly contribute to cfficiency and economy in state gov-
ernment and provide administrative officials with in-
creased flexibility in the performance of their duties.

Organization planning also has implications for pro-
gram planning. Hach program ideally is conducted within
only one organization, and organizational limits therefore
become program limits. If planning is to be effective, the
organization structure must be sufficiently dynamie to
permit adjustment to changing objectives and program
needs. Ounly if program planning and organization plan-
ning are coordinated is program budgeting possible.

In addition, performance standards are necessary to
determine whether objectives have been achieved, or by
how far they were missed. Before one can measure dis-
tance he must have standards of distance, such as yards
and miles. Before weight can be determined standards of
weight must be specified, such as pounds and tons. With-
out these units, measurement is immpossible and communi-
cation is vague and imprecise.

The development of standards to evaluate performance
in state government is a management respounsibility. They
should be established by top administrators and executive
officials in cooperation with the staff of the agency or
department involved. Accountants and budget officers may
render valuable assistance in this regard, but perform-
ance standards are the responsibility of the same people
who are responsible for planning programs and deter-
mining objectives.

As Dr. Knighton says:

‘. .. performance standards can be defined as a state-
ment of the conditions that will exist when a job is well
done. At the program level, the ‘job’ is achieving the
objective. Thus program standards are statements of
conditions that will exist when the objective is achieved.
And for every activity or job asgigninent within the com-
position of the program, equally appropriate standards
are applicable. Iixing respongsibility for each individual

for efficient pc
is a fundament
mdividuals are
they must kno
are accountable
by managemen
set. This is the
ance.”’

One writer ¢
cause people ar
ented. That is t
something has t
success. Yet th
ness in governt
indication of th

Two methods
suggested by ex
ernment. The fix
the second on th

There are go
are identifiable ¢
processed ; gallc
trees planted. O
structed, and nu
however, proble
planted on hills
built within the
across desert wa
enough, other fa

Another weak
in most cases tc
evaluated. The q
by the number o
quality of medic
rehabilitation. H
one can make a
of statistics are ¢

A performanc
work performed
uct method. Nev¢
used in most sta
meaningful outpt




ITTEE

ly answers and

the program
Hvery step of
hard work by
:h o system will
1y in state gov-
icialy with in-
heir duties.
wtions for pro-
mducted within
Hmits thevefore
se effective, the
Iy dynamie to
3 and program
anization plan-
x possible.
‘¢ necessary to
wehieved, or by
n measure dis-
, such as yvards
ad standards of
md tons. With-
y and communi-

te performance
snsibility. They
s and executive
the agency or
get officers may
, but perform-
he same people
s and deter-

ined as a state-
moa Job is well
¢ achieving the

atatements of
ive 1w achieved.,
within the coni-
riate standavds
cach individual

BIENNTAL REPORT 31

for efficient performance according to established plans
is a fundamental concept of management control, I sieh
mdividuals ave to be held accountable for performanee,
they must know precizely for what and to whom they
are accountable. And theiy performance must be reviewed
by management aud evaluated in terinsg of the standards
set. This is the essence of effective and efficient perforin-
ance.”’

One writer contends it is difficult to deline suceess he-
cause people ave more failure oriented than succeess ovi-
ented. That is to say, it is inuveh easier to deterinine when
something has failed or gone wrong, than the extent of its
success. Yet the stancards needed to measure effective-
ness in government are precizely those that can give an
indication of the degree of success.

Two methods of selecting performanice standards are
suggested by experts in the field as appropriate for gov-
ernnient. The first is based on end products produced, and
the second on the activity or werk performed.

There are governmment programs where end produets
are identifiable and mecasurable. or example, tax returns
processed; gallons of water provided; and number of
trees planted. Others could inelude miles of highway con-
structed, and number of students graduated. In cach case,
however, problems of hemogeneity arvise. Were the trees
planted on hitls or level gronnd? Were the highways
built within the eity limits, in mountain canyous, or
across desert wasteland 2 A single statistic s not always
enough, other factors must alzo be consgidered.

Another weakness in output statisties is the inability

evaluated. The quality of edieation cannot he measured
by the number of graduates, a1 the same is true of the
quality of medical treatiient, public safety, or criminal
rehabilitation. However, 1t st be recognized that some-
one can make a quality judgment it the right combination
of statistics are available.

A performance standard based upon the activity or
work performed is theoretieally inferior to the end-prod-
uct method. Nevertheless, this i the gystemn likely to be
used in most state ageneies for the simple vreason that
meaningful output statistics ave not available.
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Under this system, education would be evaluated in
terms of equivalent full-time students taught; number of
credit hours taught; or number of classes held. The rele-
vant standards are based on what is done, and not on
what is accomplished. The difference is significant. As one
writer explains:

‘“Measuring accomplishment and measuring work per-
formed are not the same thing. Work performed is the
process or the activity; accomplishment is the end prod-
uct. . ..

Program Accounting

Without program accounting the concept of program
budgeting can never be fully implemented. In fact, the
success of a program budget depends on the sufficiency,
accuracy, and relevancy of a supporting system of pro-
gram accounting and reporting.

Most accounting in government is done in terms of
funds spent and funds received. Funds spent, however,
cannot be a measure of performance. The goal is per-
formance, not expenditure. Therefore, to account for the
means and to ignore the goal is incomplete and meaning-
less accounting.

The key to program accounting and performance statis-
ties lies in development of the useful performance stand-
ards disecussed previously. If standards are measurable,
objective, and significant, performance measurement be-
comes possible. To the extent that performance measure-
ment is possible, records can be kept to report perform-
ance on both a program and a responsibility basis.

The type of accounting system needed is one which
serves several purposes. It will not only measure program
accomplishment and mateh such accomplishment with
program cost, but also record and report costs and
achievements based upon areas of responsibility. It differs
from traditional governmental accounting in that it
records and reports on cost effectiveness, whereas tradi-
tional accounting uses only revenues and expenditures.
Program accounting in government is closer to cost
accounting in private industry. A major difference being
that in government productive units are frequently not
available, and therefore output or accomplishment can-
not be measured in the same way.
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An exeellent example of the shift in emphasis to a man-
agerial accounting systeimn is the work currently underway
in the State of New York, Im 1960, the Governor of the
state established a Joint Htatewide Aecounting Improve-
ment Connittee. "Phe comuiittee consisted of a Deputy
State Comptroller, and a beputy State Budget Direetor.
A representative of the New York Society of Certified
Public Accountants was designated as adviger to the com-
mittee, and a groun of departmental officials with experi-
ence in financial affairg was established to work clesely
with the two appointed committee members.

It was recognized by the committee that accounting im-
provements could not be divoreed from improvements in
budgeting. One of the first establiched requirements was
that any systemn developed would have to serve equally
well for the purposes of budgeting, accounting, and re-
porting. Furthermore, the program of the committee em-
phasized the integration of budgeting, accounting, and
reporting for state government as a whole with recogni-
tion of the need for tlexibility to meet the varying require-
ments of individual departments.

The committee began its work with a pilot study in the
BState Department of Tavation and Finance, and follow-
ing this study formulated several basic principles to
guide the development of a new or revised accounting
system. Two significant features of the system were its
emphasis  on responsibility accounting, and program
achievement.

In conclusion, we again quote Dr. Knighiton:

‘... the gystem adopted by New York meets every
major criterion . . . for a state accounting system, so far
as it has been developed. It is based upon respensibility
accounting and reporting concepts, and the major cm-
phasis is placed on the purpose or ohjective te be accom-
plished vather than on the nature of the goods or services
acquired. In the words of the Joint Clommittee, ‘account-
ing hy programs has been emphagized, while accounting
for objects of expense has been given considerably less
importance.” The remaining problems may take ceveral
vears to resolve, and the system undoubtedly will vet need
considerable refinement. This is expected, and it should
be. The goal ig not to have half a loaf today or tomorrow,
but a fully revised and effective system developed as soon

2—93499
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as possible. Certainly the state is to be commended for its
progress to date.”

In our opinion, every effort should be made to imple-
ment program budgeting and program accounting in the
state f’OVGllllllellt of California. Qualified personuel are
available within the executive branch, and we strongly
recommend that the necessary studles and surveys be
undertaken at an early date. Under professional direc-
tion, California has sufficient potential to become the
national leader in this field, and by so doing can perform
a real service for the people of our state and state gov-
ernments across the land.
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CHAPTER THREE

TRANSPORTATION AGENCY-DIVISION OF HIGHWAYS

During the past vear a total of five major reports, and
a number of later supplementary letter veports, have heen
issued as a result of the Auditeor General’s examinations
of the State Highway Fund and the accounting proced-
ures of the State Division of IHighways. The first three
major reports resulted in hearings before a joint meeting
of the State Senate and Assembly Transportation Cfom-
mittees in Sacramento on August 11, 1966, and a later
hearing before the Assembly Transportation and 'om-
merce Committee in Los Angeles on September 14, T966.

We believe that the California State Division of Iligh-
ways ranks sccond to nmone in the nation for teehnical
competence. Towever, the emphasis on engineering and
related performance has not been carried over into the
field of aceounting and financial procedures, and 1t is
with these procedures that this chapter concerns itself.

REPORT NO. 1 — REVIEW OF ACCOUNTS RECEIVABLE AND RELATED
ACCOUNTING ACTIVITIES

(a) Accounting for work done for others:

Almost one-half of the amounts expended by the Divi-
sion of Iighways ave provided by others for the accom-
plishment of specific work., Work performed for the fed-
eral government under varvious road programs averages
nearly $300 million annuaily, while work performed for
other political subdivisions averages $20 million annually.
Tor the most part, payvment is veecived after completion
of the work., However, in some cases deposits are made
before the work is undertaken.

As federal road programs grew in size, and with the
addition of the interstate systein, an increasing amonunt of
state funds was used to advancee the federal shave of costs
At the end of June 1866, over $100 million was receivable
{from the federal government. The lapse of time hefore
recovery of these expenditures can vary from a few days,
to months, and in some cases, even years.'

Tnan coffort to speed repaviment of funds to the states,
the Federal RBurenit of Public Honds developed the current

1By February 28, 1967 the amonnt due from the federal government exceeded $140
million.

(35)
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billing-concurrent audit method of accounting. Under this
method, states recover each month most of the federal
share of the previous month’s cost.

In order to qualify for this method of repayment various
control procedures must be incorporated into the aceount-
ing system of the state highway department to afford
assurance that costs are accurately accumulated and re-
ported. At present, 42 states are being repaid under this
system.

For many costs, the current billing-concurrent audit
program substantially reduces the time the state must
wait for repayment. Furthermore, it appears that states
operating under this system recover costs which Califor-
nia does not.

The Joint Audit Committee recommended in 1962 that
the Division of Highways take such action as may be
necessary to adopt the concurrent audit procedure.

In answer to this recommendation, the State Highway
Engineer replied on August 27, 1962, that the division rec-
ognized the benefits from the procedure, would assign a
high priority to it, and estimated that from 18 to 24
months would be required to accomplish the objective.

More recently, we were informed that the tentative
date for adoption of the system would be July 1, 1966—a
total of four years since the original recommendation.
However, the concurrent audit method has still not been
adopted by the Division of IHighways as of the close of
the vear 1966.

The principal problem preventing adoption of current
billing-coneurrent audit in 1962, and continuing to the
present, is the failure of the division to provide a cost
accounting systemn which segregates recoverable costs
from other costs.

As of June 30, 1966, our figures show that approxi-
mately $100 million was outstanding in elaims against the
federal government. We believe that if the concurrent
audit procedure had heen in effect at least $42 million
could have heen recovered by the end of the fiscal year,
and the amount repaid conld possibly be much higher. The
State of California is losing the use of this money at
present, and if nothing elze would be receiving a substan-
tial sum in interest income.
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Additionally, we believe that iunll federal reimburse-
ment is not being received by the Division of Highways
for the following reasons:

(1) By the faiiure to include all eligible projeet costs
in the reimbursement elaims submitted to the Fed-
eral Dureau of Public Roads;

(2) By the failure to include ol types of cligible costs

in reimbursement claiing;

(3) By the failiive of the accounting system to identify
and geparately accumulate eligible costs; and

(4) By exceptions taken to amounts claimed from the
Federal Bureau of Public Roads due to lack of
proper deeumentation or other causes.

It is impracticable for the Auditor General’s staff to
undertake a detailed analvsis of amounts lost to the
state by accounting deficiencies of the Division of Iligh-
ways. In some ingtances specific amounts have been de-
veloped, but a complete analysis would require a detailed
study of voluminous vecords covering several years of
operations. Their findings, however, are based on tests
sufficient in size and scope to demonstrate the point that
deficiencies in the records or procedures have resulted in
the loss of federal funds.

Three such exaraples due to failure to inelude all eligible
project costs were reported to us by the Office of the Au-
ditor General on Mareh 2, 15965, The review congsisted of a
test of the recovery claiins filed, and therefore could not
reveal the total losses involved. But the examples cited
resulied in a less of approximately $100,000.

Tn 1962, federal regulations were changed to permit
the reimbursement of the state’s costs of awditing utility
and contractor records. T 1964, the Auditor General’s
staff found that although the Division of Thghways was
recovering utility relocation auditing costs no steps had
heen taken to reeover the costys of auditing contractors’
records. The loss which occvrrod hetween the time of the
change in federal vegulations and the time the division
hegan to claim reimbranement was approximately $100,-
000. We are advised this loss canniot be recovered.

Prior to Julv 1, 1966, engineering supplies at Distriet 7
(Los Angeles) were neither ineluded in the inventory nor
charged to projects as used. The vesult was that these
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costs were not eligible for federal reimbursement. This
loss appears to have been approximately another $100,000
during the 1965-66 fiscal year.

Recently we recommended that the division record
depreciation of buildings and equipment in the account-
ing system. FFederal reimbursement would be inereased as
a result of this change, and the recommendation is pres-
ently under study by the Division of Highways.

On March 2, 1965, the Auditor General’s Office advised
us that some eligible design costs were not being recov-
ered from the federal government due to failure to
identify and relate all design projects to resulting con-
struction work. We informed accounting personnel of the
division that at least six federal projects did not include
design costs, and copies of the staff auditor’s working
papers were given to division accountants for their use.
We suggested to the accounting personnel that in the
future they make it a practice to consult with engineering
personnel responsible for design before preparing fed-
eral claims.

‘We have recently established that the division did re-
submit revised federal claims for two of the six projects
mentioned above. The increased claims totaled $209,600.

However, during our current review the Auditor Gen-
eral’s staff found that division accounting personmnel still
have not made it a practice to consult with design engi-
neering persounnel to determine whether all possible costs
have been included in final claims for federal recovery.

In the course of the review we found that on occasion
accounts receivable from the federal government have
been written off the records by the same division person-
nel responsible for preparing federal elaims. In addition,
we found that this is being done without management
approval.

A case in point is federal project I-005W-6(23)508. A
claim in the amount of $382,300 was filed with the Fed-
eral Bureau of Public Roads in September 1964. This
claim was disallowed by the bureau, and then canceled in
the accounting records of the State Highway Fund. Man-
agement approval was not obtained for the writeoff.

We discussed the cirecumstances of this claim with a
representative of the Ifederal Burecau of Public Roads.
The bureau agreed with us that all or part of the $382,300
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should be recoverable hy the State Division of Highways.
The matter has been brought to the attention of division
accounting personnel, and as a result of our urging they
are 1n process of resubmitting the elaim.

In addition to the federal claim mentioned above, a
study of divigion vecords for the period July 26, 1965—
August 8, 1966 shows that for various reasons the federal
bureau refused payvment of reimbursement claims in the
ammount of $1,561,052. As of September 13, 1966, the status
of this disputed amount was as follows:

Division agreed with burcau findings,

and will not press further claims ___ ____.__ ______  $493,902
Additional data submitted for bureau consideration 344,945
Under further study by division . 722,205
Total _____ $1,561,052

In our opinion, the fact that the Division of Highways
has written off $493,902 of federal funds demands some
further explanation. If this amount was not due to the
state it should not have been elaimed. On the other hand,
if this amount is due the state but ecannot be substantiated
it illustrates the shortecomings of the present accounting
system.

The division replied to our report on accounting for
work done for others. The reply is a very lengthy, detailed
analysis and is extremely defensive in tone. The majority
of our recommendations arve either rejected; only par-
tially accepted; not directly responded to; agreed to in
theory but with 1o change proposed; or are to be given
further study. We consider this reply to he inconelusive and
unacceptable, and we shall continue to seek improvements
in accounting procedures and controls in line with our
recommendations.

(b) Righi-of-way rental cccounts receivable:

Due to the long-range nature of freeway and highway
construction programs, the Division of IHighways has
heen foreed to buy properties along vights-of-way months,
and even vears, bhefore construetion can hegin, A« a
method m’" reimbursing the state for part of the costs
involved the division has permitted tenants to rent fthese
properties, thus ])l(u«,mg the division in the vole of the
Iandlord. Although the program has been of sonie finan-
cial benefit to the state, it has also created many problens.
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In 1961 a major revision was made in the rental account-
ing system of District 7 (Los Angeles). Under this re-
vision a part of the recordkeeping process was transferred
to computer operations, but from this time on the detail
records have not been in agreement with the control rec-
ords. Although the records were out of balance for four
years little or no effort was made to reestablish proper
controls.

During the four-year period, reports were submitted to
headquarters indicating that the accounts receivable rec-
ords were in balance and under appropriate control al-
though district accounting personnel knew this was not
the case.

The Joint Audit Committee was notified of this finding
by the Auditor General’s staff in March 1965, and appro-
priate personnel of the division were made aware of the
situation at that time. A task force was assigned by the
division to review the records of the four-year period
with instructions to correct and reconcile the errors in-
volved, and to revise the system to prevent any recur-
rence. The work is still in progress.

It is general practice in the division’s rental operations
to permit tenants to have maintenance and repair work
performed, and to deduct the cost of such work from
rent payments. In our opinion, this practice constitutes
disbursement of state funds for work on state-owned
property.

Under the method employed, costs of repairs and main-
tenance deducted from rent remittances are recorded as
reduced revenue. Therefore, these costs are not subject
to the budget process—the primary control over public
expenditures.

It 1s generally required that expenditures be specifi-
cally authorized in writing before costs are incurred, but
this has not been followed in many cases. In fact, we
know of no other type of state expenditures whereby
such informal methods are permitted.

In our report on this subjeet, a number of specific
cases were cited to show poor and inefficient handling of
tenants’ repair and maintenance costs. In addition, by
allowing deductions from rent both revenues and expendi-
tures have been understated.
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For example, in a cited case of plumbing repairs and
allowance for household exrpeting almost an entire year’s
rent income o1 one property was not reported. Addition-
ally, a Long Beach tenant twice was permitted to deduet
from rent the cost of the saine water ¢loset, and a Sacra-
mento tenant was allowed both a #35-per-month rent de-
duction for taking carve of a swimimng pool and a $58
deduction for the professional cleaning of the same pool.

If this system is to be cruployed, it should be established
before a rent reduction is authorized that the supplier or
contractor involved has heen paid. In one Lios Angeles
case, a tenant was allowe:d to deduct 155 from rent to pay
for new tile in the shower. After the tenant had vacated,
the contractor submitted a bill to the Division of High-
ways.

The state claimed it was not a party to the above eon-
tract between the former tenant and the contractor. This
may be true, but the fact remains that a tenant was per-
mitted an improper deduction from rent and a contractor
apparently remains unpaid for an improvement to a
state-owned building.

Section 104.6 of the Streets and Highways Code requires
that 24 percent of the rent from vight-of-way properties
is to be deposited in the Highway Properties Rental Fund
for distribution te the countics. The counties have not re-
ceived their full sharve of this rental income, because it has
been the practice to transter to the fund only 24 percent
of the cash received rather than 24 percent of the gross
rent.

On the other hand, some ufility services arve paid by
the Division of Highways with venayment later from ten-
ants. These utility veimbursements have been included
with rent payment in the fund, and as a result counties
have been overpaid.

Due to our reports, revised procedures for handling
right-of-way properties were instituted by the division
and became effective July 1, 1966, However, the out-of-
balance condition existing prior to July 1, 1966, is not yet
resolved, and approximately $57,000 of unexplained differ-
ence remains.

The examination of the State Highway Fund also
showed that Lios Angeles County had been underpaid ap-
proximately $500,000 over a three-year period from its
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share of right-of-way rental receipts. Correction of the
records has now been made, and Los Augeles County has
been paid.

Rent from property acquired for the interstate high-
way system is exempt from normal requirements. This
exemption is necessary because approximately 91 percent
of the rent revenue must be paid to the federal govern-
ment. During the 1960-61 fiscal year Sacramento County
was overpaid $67,000 because rent from interstate high-
way property was erroneously included in the distribu-
tion to the county. As a result, rental income must be
adjusted for several years into the future before cor-
rection is complete.

We recommended to the Division of Highways that reg-
ular prescribed state disbursing procedures be adopted
for the handling of repairs and maintenance on right-of-
way properties. This recommendation was rejected by
the division.

However, following the arrest and conviction of a di-
vigion right-of-way agent for the embezzlement of rental
income, we suggested this matter be given reconsidera-
tion. The Department of Public Works has responded
and indicated that additional study is now being given
to improving these controls.

Two different methods have been employed in the past
to account for right-of-way rental accounts receivable.
One method is the accerual basis, while the other is on a
cash basis. We have suggested to the Division of ifigh-
ways that all rental accounts be on the acerual basis, and
this suggestion has been accepted.

REPORT NO. 2 — REVIEW OF INVENTORIES

There are major deficicncies in recordkeeping and
management of inventories within the Division of IHigh-
ways. Substantial quantities of materials are on hand at
all times for which no inventory records are kept. The
costs of such materials are recorded as cxpenditures
when incurred, although a considerable period of time
may elapse before the materials are used.

Major differences exist between division locations as
to items included in inventory; records maintained; doe-
uments used to record inventory transactions; and the
physical controls over such inventories.
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or the most part, persoinmnel at each of move than 200
inventony locations have Poon free to establish thelr own
Eproredures for ordering, recelving, record-
’ ntaining, an! issuing materials acquired in
(‘d\ e of “““JW

At =omne Tocations inventory records are kept for all
itons of valoe, At oftheral records are maintained for
only pavt of the materinis ou hand, records are not cur-
veut, or in balanee with control records, and physical
controls are ina h‘quzm*

In 1962, at 2 cost of approximately $200,000, a consult-
ing firm was cinnloyed w study computer applications
within the Divicion ‘hi =hwva\ The study produced
13 veports, one of which was “mltlml “L(w ommiendations
to Rednce Iyecessive Supply Inventories and Lmiprove
Serviee.”” The private consulting frn estimated that
there was twice as nieh dollar valie of unrecorded in-
ventory as there was of recorded iInventory. In any event,
there has heen little improvement to date.

The division Accounting MHanwval specifies that distriet
officer shadil maintain detail records for cach inventory lo-
:ation. However, Distriet 3 (Marysville) and District 7
(Los Angeles) did not maintain such records.

f?*‘a’ilmw m inchude encineering supplies in the inven-
tory. aud iaiture to ol G ‘ho cost of materials to proj-
cets on oo hasin of withdrawals has vesulted in the loss
of federal raimbursernen En addition, loss has resulted
fron: failvre to inehude :%Eh’zlf.‘,:?u nmi,enals in the inveu-
tory ve :

Tradie sipnal deviees aad mmpmlmlt parts constitute
e of the lavgest doilar items omitted from inventory
FOrGEGR, i‘%iwnz}i controllers tay cost up to £3,000 caeh,
i aave cont between $#1,000 and ‘}M,()’)(}
¢ have heen :Ui‘l il by aecounting person-
¢4 gmm ranecisen) that dollar value of

ntory heing processed will be ap-
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believe little can be gained from further discussion of
this problem area at present, but we do look forward to
considerable improvement in the future.

REPORT NO. 3 — LIMITATION OF EXPENDITURES FOR
GENERAL ADMINISTRATION AND MAINTENANCE

(Section 186, Streets and Highways Code)

The Division of Highways expenditures for general
administration and maintenance cannot exceed, by law,
the revenue derived from oue-cent-per-gallon of the tax
on motor fuel.

The Streets and Highways Code was amended in 1957
to exclude the cost of toll bridge maintenance from this
provision, and in 1963 further amendment excluded main-
tenance costs of all landsecaping and functional planting
on state highways.

In the Auditor General’s review of this subject, we
found that the term ‘“general administration’ is not de-
fined in the statutes, and the division places some charges
of an administrative nature under other expenditure
classifications.

We believe the following statement formulated by the
American Association of State Highway Officials, and
included in their manual of uniform highway accounting
procedures, provides a sound basis for determining the
cost of administration:

““ Administrative costs include all costs of a Highway
Department, in the central or district offices, which are
of a general nature and not incurred directly on or for
a specifie construetion project, or maintenance or control
section, or other funetion separately recognized or fi-
nanced. Such costs include the salary and expense of the
Highway Department’s governing body and of employees
engaged in a general administrative, guidance, or super-
visory capacity, or furnishing general services such as
accounting, budgeting, auditing, legal, personnel, steno-
graphie, filing, purchasing, mailing and public informa-
tion. They also include the general expense of the central
and distriet offices such as rental and maintenance of
buildings and grounds, telephone, lighting, heating, and
office equipment and supplies.”

Although rental costs and operation of office huildings,
including utility costs, are legitimate administrative ex-
penses they are charged to the various division activities
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on the basis of squaro feet oceupied. Thus, only costs
applicable to those parts of buildings occupied by admin-
istrative units are clagsified as administrative costs. Sup-
plies are also charged on the basis of actual usage by the
rarious units.

Al nonsalary pa\roi‘ expenses (fringe benefits) are
legitimate administrative costs, but only those apph(' able
to certain desivnaced “administrative salaries™ are classi-
fied in this way.

levieal staff salaries and expenses arve legitimate ad-
ministrative cos 1.s. However, salaries of clelw al workers
in maintenance units are clagsified as a cost of main-
tenance, and H;dzl,ri(_ef; ot c¢levieal workers in right-of-way
units are classified as a cost of right-of-way. As a result,
substautial amounts of a‘\hnuub‘tmtwc costs are recorded
under other clagsifications.

We do not believe any natural relationship exists be-
tween the revenue derived from one cent of the tax per
gallon on motor fuel, and the rate of expenditure neces-
sary to administer and maintain the highway program
and state highways.

The present formula complicates the accounting sys-
tem, and makeg it all hut impossible to establish the ae-
tual cost of administration and maintenance. In addition,
with these charees carvied over into other classifications
the costs of engineering and such like prograis are in-
fHated and do not present an actual picture of their costs
to the state.

We have recommended that a study he conducted to
resolve this probiem. The Division of Ilighways has
agreed to coope date with sueh a study, but so far has
siiown litthe interest in imitiatine 1t themselves.

REPORT NO. 4 - PEREOQNAL SERYICES TRANSACTIONMS

During the course of the (\'uminmziun of the State
Thghway Pund, meinbers of the Auditor General's staff
completed a review of pervonnel records at several dis-
trict officer of ﬂu Division of Highways. Two reports
were issued eontaining 20 recommendations for improve-
mepts in ‘;n'wvmnm., and we believe that immediate cor-
rections should he made by the personnel and accounting
departments involved.
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At most division distriet offices employees working
time is reported on two documents. Hirst, a monthly staff
time sheet is preparved by cach unployee and this is an
EDP (electronic data processing) input document for
distribution of all staff payroll costs. Additionally, an
employee in cach payroll reporting unit or subdivision
has respousibility for maintaining a staff attendance
record. 4

Although there is variation in forms utilized, the latter
record is the basis for monthly payroll reporting to the
State Countroller and for maintaining employee leave rec-
ords within distriet personnel depar ‘tments.

However, at District 11 (San Diego) the only record of
attendance is the monthly time Sh(jbt prepared by cach
employee. This time sheet is used for all the purposes
desceribed above, and though it is approved by super-
visors such approval has little significance if employec
attendance records are not kept. In faet, aceuracy of
payroll reporting beconies depeudent upon the memory
and integrity of cach individual employeec.

At Distriet 7 (Los Angeles) the accounting department,
does not account for staff time sheets, and as a result
there is no assurance that all such documents are re-
corded in the accounting system. The accounting depart-
ment relics on ]ndwldual payroll reporting 11111tb to de-
termine that a time sheet is received and transmitted,
but we believe this should e the accounting depart-
ment’s respousibility.

Also, at District 7 no comparison is made between time
sheets and payroll wairant registers. Most  distriets
make this comparison to cnsuve all time sheets arve ve-
ceived, and to determine that the same information is
used to account for labor costs i the accounting systen.

Due to the time allowed for processing accounting in-
formation, it is cemmon practice for ficld personnel in
the engineering services department of Distriet 7 to pre-
pare and submit time gheets prior to the end of ihe
month. However, working time vevorted is  carried
through the end of the month. '!‘lwroi’ure, both staff time
sheets and monthly attendanee veports contain inforn-
tion supplied in advance of the actual days worked.

In an effort to reduce changes requiring corrective
action, ficld personvel are instructed to inform the dis-
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triet offce by telephone of anyv ehanges in the working
schedule, With sneh an informal procedure, however,
many chavges are cever made on the records.

The review of ecconher 1965 revenled that the per-
sonnel departient liad veeeived infermation on abnut

one-half n’ f ihe chanees ocenivrine, while the aceounting
Jopm‘r]m Chad reccrvesdt po potice wha
i g
1

OeVeR,
4 iy g
eoeopneinied that the proae

Sdee of preparing
sheets and attendance recorils in advance of
.ra,)f‘r»'- worlied he dizeentinned, and sueh information be
'wd only after the end of the reporting period.
addition to the olonges made on aft ’nkmizm(‘o reports,
i.’, 153 ‘ﬁ'r«seg.u*iihﬁs‘ necesnnry for personnel gm rlinents {o
make changes in elassification of ‘ﬂwm ox due toin-
Wicient bhalonees i aeceraed vacation, su-l; Teave, and
overtime eavned, When an Gnsuflficient halonee  evisis
the personne! department at Distriet 7 changes the at-
tendanee report and notifies the payroll wpmh 1 nit
by telephone. The reporting unit then inferms the em-
plovee and p}‘@}ﬂfnm a corvected fime sheet for the
acceounting deparvtient.

The veview showed that covrected time sheets hiad not
heen received by the accounting department for ali sueh
chanees, The tele phone o rapid method of conmmmunica-

tion, Hui Toaves oo vecord of the niessace heinge received
by piinte nersonnel. We have recommended that
vhon o paveoll poperdng nnit makes a change in time

Y ihe memorandum he sent to
0 the same manner, wihen
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When items (a) and (b) are applicable to a federal
aid project, the amount of federal recovery claimed will
be incorrect. We believe the comparison should include a
review to determine that coding is consistent.

In District 4 and District 7 car tags (vehicle usage
reports) are not compared with either travel expense
claims or staff timesheets. As a consequence, the same
types of inconsistencies and differences described ahove
were found, and the same errors occur in federal reim-
bursement claims.

The processing of sick leave absence requests for divi-
sion personne! leaves much to be desired. While not
typical, the following transactions show that little reli-
ance can be placed on the records.

The attendance report and staff timesheet for one Dis-
trict 7 employee shows he was granted sick leave for the
period August 26-27, 1965. An absence request for those
dates reports the employee at home with a ‘‘bad cold.”
The request is dated August 30, 1965 and is signed by
both the employee and his supervisor. The employee’s
sick leave balance was reduced by two days in the leave
record.

However, an unsigned and undated correction memoran-
dum reporting the employee as working on the dates
involved was received by the district personnel depart-
ment on February 18, 1966. On the basis of this memoran-
dum the accounting records were changed. Thus, al-
though the timesheet, attendance report, absence request,
and leave record all agree that the employee was on sick
leave; almost six months later the records were changed
to show the employee as working.

The timesheet and attendance report for another em-
ployee of the same payroll reporting unit shows this
employee on vacation for the entire week of August 27,
1965. However, the same undated and unsigned correc-
tion memoranduin described above was used to change
the record to show this emplovee as working the week
in question, and to restore 40 hours to his carned vaca-
tion balance.

Division of Highways personnel absent for jury duty
are required to submit an absence request form in dupli-
cate. One copy of this form is sent to the personnel de-
partment, and one to the accounting department. The
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review at District 7 disclosed many instances where only
one of the two departiments reeeived an absence request,
and instances where neither department rveceived the
request.

A District 7 ace «ounting departinent employee responsi-
ble for processing tinies! reets, inchided on her February
1966 jury duty absence L(wwd ouly those periods for
which she thousht a conrt fee would be paid. The at-
tendance report ﬂl(\rofmw was in error by showing the
employee ax not absent, and the only indication of ab-
senee 18 coutained in the staff timexsheet. If an accounting
department employee is unaware of correct procedures it
is safe to assume that other cinployvees also are unaware
of these requivements.

Jury duty fees received by employees are remitted to
the Division of Highways. TTowever, as of March 1, 1966,
no action had heen taken to determine whether jury duty
fees for 19 abseneces taken dnring the period July 1, 1965-
January 31, 1966, were ro]mitod to the division.

Within ﬂlo division there is no proper procedure to
account for these jury duty absences, and no procedure to
determine whether amounts of jury duty fecs remitted
are correct. Employees can he on jury duty under three
conditions: (1) for examination and registration, (2) for
impanelment, and (3) for service on a jury. Variation
exists among courts as to which of these civeumstances
are subjeet to payment, and differences exist in amounts
paid.

Mo establish proper control over jury duty absences
and over amounts due the state fiom this serviee we have
made a number of recommendations to the Division of
IHghways.

Student frainees (‘-mp]m*ml hy the division in Distriet
4 are continued on the paveoll records after returning to
school. We were informes ! the reason for this practice is
to simphify recordkeening in case the frainee returns to
work during Chyigtmas vaeation or the following summer.

Yhile this pfa'wo<3m“~ min vestult in lesg paperwork, it
atso eveatos an internal controel probleny. Attendance
clerkain the vaviens paveoll yeporting units frequently
receive and distribute paveell warrants, T4 wonld be pos-
sible for these clevks o inelude fietitious hours worked
by trainees on altendance seports, and to receive the war-
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rants issued by the State Controller. We have recom-
mended that summer student trainees be separated from
state service and removed from payroll records upon
their return to school.

State Personnel Board Rule 131, which is incorporated
into Division of Highways urcular letter 64-290, provides
that overtime for most employees must be au’rhorl/ed n
advance except in cases of emergency. ITn both District 4
and Distriet 7 advance authorizations have not been ob-
tained for all overtime worked.

At District 4 a major part of the overtime worked hy
construction employees was not authorized, and at Dis-
trict 7 various departments have not obtained approval
for overtime worked.

The accounting department, the personnel department,
and each of the departments in District 7 receiving over-
time authorizations maintain records of overtime ap-
proved and overtime worked. For the quarter ending
December 1965, the three sets of records were in agree-
ment for only one department out of the 24 receiving
such authorizations.

Differences exists between accounting department ree-
ords and the other two sets hecause the former are main-
tained on a calendar month basis, while the latter are
maintained on the basis of the State Controller’s payv
periods. However, there should be no difference hetween
the personnel departmont records and the records main-
tained by the individual departments. We have recom-
mended that this situation be corrected.

It has been the practice at Distriet 7 to require per-
sonnel of the communications department to submit a
signed blank timesheet at the beginning of cach month
for completion by the supervisor at the end of the month.
This practice gave rise to a charge by an emplovee that
timesheets in all cases did not refleet the actual time
worked.

We have been advised that the practice has heen dis-
continued in this particular department, but the review
reveals other instances of time sheets heing preparved hy
someone other than the emplovee concerned. We helieve
that all employees should complete their own timesheets.

This subject has heen stressed hecause the monthlv
staff timesheet ig a basic input document in the aecount-
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inﬂ' systeni. A substantial part of the Division of ITigh-

cays expenditures are accounted for by these documents,
aud a ,_),15_,1111“ ant amount of federal aid is received on this
basis, The stadf timesheet is the personal veport of each
staff cmployee, and it affects not only personnel records
but other accounting docmuents such as travel expense
claims.

T an ovganization the size of the division detailed in-
structions should he provided for the prepavation, distri-
bution, and use of the various copies of the staff time
sheet. Many of the deficiencies and weaknesses noted
exist because such instructions are not provided.

Preparation and submission ot timesheets ahead of the
period covered has been aceepted heeause 1o instrucetions
specity that timesheets are to be prepared ouly after the
end of the reporting period. No determination is made by
the District 7 accounting department that all timesheets
have been received and entered into the system because
no instructions require this determination.

Personnel of the communications department signed
blank timesheets beeause instructions were not provided
on the subject, and distribution and use of the various
copies differs among the distriets. Divisionwide instrue-
tions would standardize procedures, and all employees
would have an authoritative hasis for preparation of time-
sheets.

At present, the only internal review of distriet personnel
records is made by Transportation Ageney internal audit
staff. At the reguest of the Distiict 4 fiseal officer we have
supplied him Wlﬂl a copy of the Auditor General’s pro-
gram covering personal services, Plang are to expand the
mt( inal amounhng review within Distriet 4 to include a
o(m‘{'inui‘m‘ review of personnel records. \\'v are in accord
with this Man for the ‘inEL»\\ T FeasOn

m) The vesponsihility for providing complete and ac-

curate record rosts w H the (!!m’(l‘it'(‘ﬁ. The distriets
should have ability o determine the condition of
the vecords

(hy Bristrtel reviews <hontd resul in redueced aundit

time, and should produce savings in sueh areas as
travel expense, ete,

(¢) Covtinnous veview of curient transactions should
residt in more veliable records,
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As of June 30, 1966 the actual liability for vacation
earned but not taken was approximately $10 million in
excess of the recorded liability. The primary cause of this
understatenent is that vacation expense is based on the
current year’s cost, and iz measured by vacation time
taken. No recognition is given to the faet that salary in-
creases also incercase the Hability for vacation earned but
not taken.

Many employees carry forward from year to year ap-
proximately the same number of earned vacation days,
and, as salaries increase the state’s lability for these
earned vacation days also increases.

A new employee may accumulate and maintain a balance
of earned vacation, and the state’s liability is based on
the salary in effect at the time the vacation is ecarned. How-
ever, when the employvee subsequently takes this vacation
time, terminates from state service, or is retired the cost
to the state is based on the salary rate in effect at the
time the vacation is nsed. Consequently, vacation cost is
substantially higher in many cases than the provisions
made for it.

The difference between recorded and actual liability
of approximately $10 million is the result of failure to
recognize total costs of vacation credits granted to em-
ployees. A further result is that the agerecate cost of
State Highway Fund operations has been understated
over the years, and this is also true for the cost of projects
completed. In other words, approximately $10 million in
costs have not heen charged to projects by the State High-
way Ifund, and an accrued liability for these costs is not
recorded in the accounts.

An immediate adjustment of the records in the amount
of $10 million would 1ot be a practicable solution. There-
fore, we have recommended that the vacation portion of
the nonsalary payroll cxpense vate he established at a
level to provide for the full curvent cost of vacation, plus
a factor to pick up the unvecorded costs of previous years.
If necessary, this could be spread over a 10-year period.

We recognize that tlis solution does not provide com-
plete equity. Projects now cloged which were charged less
than an equitable share of vacation costs would not be
corrected, and future projeets would be charged more
than an equitable share of these costs. However, this solu-

tion would mi
this late date,
During the
ment of finane
actual liabilit;
expense rate
full liability T
selected.

REPORT A

As part of ¢
the Auditor G
completed con
Distriet 4 (S
that overpayn
the contracts
the state of $Z

These overy
language cont:
ard Specificatt

“. . .such fi
conclusive anc
tract on all qu
and the compe

In 1962, Au
sugeested to 1
DII-C-11 that
permit recoves
computing pa;
by the State
27, 1962.

Following v
standard speci
the country, P
to determine i
of overpayme1
quantities.

The survey
have such a P
stead, in 24 of
standard spec
recovery of su

Tollowing i
the standard ¢




TEE

for vacation
{0 million in
cause of this
based on the
acation time
at salary in-
n ecarned hut

* to year ap-
wation days,
ty for these

ain a balance

is based on
sarned. How-
this vacation
ired the eost
effect at the
;ation cost is
e provigions

tual liability
of failure to
wited to em-
wate cost of
understated
st of projects
10 million in
s State High-

v eosts 18 not

1 the amount
mion, "There-
it portion of
Wlished al o
acation, plus
CVIOHH Vears
-Vear Dericd.
OVIGE coni-
charged less
vould not he
nareed more
er, this solu-

BIIANNIAL REPORT 53

tion would minimize the distortion in trying to adjust, at
this late date, the underwiatement in the vacation acerual.

During the period of adiustiment a footnete to the state-
ment of financinl condition shouid continue to diselose the
actuad Hability, and deseribe that i!l(‘ nonsalary payroll
expense rate includes o foetor which will vesult in the
full Hability beine recognized and recovded by the date
selected.

REPORT NQ. 5 —0OVERPAYMENTS TO CONTRACTORS

As part of our 1966 awdit of the State Highway FHund,
the Auditor Ueneral’s staft examined the records of seven
completed constroction contracts in Divigion of Highways
District 4 (Han Franciseo). The examination reved Jed
that overpayments were made to contractors in three of
the contracts studied, an:d this has resulted in a loss to
the state of $2,647.41.

These overpayments canmot be recovered due to the
language contained in Scetion 8-1.078 of the 1964 Stand-
md Sp()vzﬁ(*az"mzs This section reads:

¢ . osuch final estimate and payment thereon shall be
conclusive and binding against hoth parties to the con-
tract on all anestions rMatnm to the amount of work done
and the compensation pay ahie therefor. ..

In 1962, Andits Division of the Department of Finance
SUgE oxiwl to the ‘i%x Grion of Hv ]lmw“ i interim letter
DII-C-11 thet the Slandapd £ p/' "f(a ions he medified to
permit recovery of overpayvments resuiting from errors in
computing pay guanfitios, This m(lg?‘;},(h-«ﬁﬁll was rejected
hy the Sate Thohway Eooiveer in o letter dated June
97, 1962,

Followi g up on thix preblem, we !1:'\'0 reviewed the
standard specifications of n gv;::‘ eriincantal avencies aeross
the conntry, prineipaliv ofber state :d”h“mv departments,
to determine il it is commar practice fo p ovent recovery
of overpavinents resnlting feon errors in eomputing pay
cuantitios

The saiiver <howed that none of the agencies checked
have sieh s providon in fheldondard specifientions, In-
stead. in 24 of the 25 covernmental ageneies reviewed the
standard snecifieations «odain sections providing for the
recovery of sueh overpavnients,

T«»Howmg ig an examnle of the laneuace eontained in
the standard epeeifications of anether state:
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Connecticut Standard Specifications Section 1.07.16

“The Commission reserves the right, should an error be
discovered in the estimate, or conclusive proofs of de-
fective work or materials used by or on the part of the
Contractor be discovered, either before or after the ac-
ceptance of a contract, or even after the final payment
has been made, to claim and recover by process of law
such sums as may be sufficient to correct the error or
make good the defects in the work and materials.”

With only minor exceptions, the wording of other
standard specifications reviewed is the same or similar to
that of the State of Colorado. Which states:

Colorado Standard Specifications Sectien 7.16.1

“The Department or the Engineer shall not be pre-
cluded or estopped by any measurement, estimate or cer-
tificate, made or given by either them or by any agent or
employee of the Department, under any provision or pro-
visions of the Contract, at any time, either before or after
the completion and acceptance of the work and payment
thereof pursuant to any measurement, estimate or certifi-
cate, from showing the true and correct amount and char-
acter of the work performed and materials furnished by
the Contractor, or from showing at any time that any
measurement, estimate or certificate is untrue or incor-
rectly made in any particular . ..”

The former Administrator of the Transportation

Agency, Robert B. Bradford, replied to our report on
this subject on December 20, 1966. In his letter to the
Joint Audit Committee, Mr. Bradford states the follow-
ing:
““State business should be conducted in accordanece with
sound business practices. Such practices, in my judgment,
inelude a final settlement of the contract which is binding
on both parties and which is made as soon as practicable.
It is my feeling that Section 9-1.07B achieves this objec-
tive, and in so doing is in the best interest of the State.
However, representatives of the Division of Highways
would welcome discussion of the matter with Mr. Merri-
field (Auditor General) if it can be shown that there is a
problem of sufficient magnitude to warrant consideration
of a change.”’

We entirely agree with Mr. Bradford that ‘“‘state husi-
ness should be conducted in accordance with sound busi-
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ness practices.” However, we do not believe Section
9-1.07T18 of the Staudard ‘S'pcu//bccblzons constitutes sound
business practice. Furthermore, we cannot agree that this
praciiee “is in the hest intevest of the state.”

The .x'mmia,n_l specifications of 24 out of 25 other govern-
mental ageneies provide for repayments from contractors.
By specific (1115 prev enting such action the State of Cali-
fornia stauds alone, and we cannot understand the divi-
sion’s fnsistence on thix poliey.

A test sample of seven completed construction con-
tracts cannot be nged as a basis for making comparisons or
projecting pereentages. But it is clear that when three
contracts out of seven show evidence of overpayments
thig problem is serious and requirves eorrection.

We recommend that Section 9-1.07B of the California
Standard Specifications bhe removed, and a new section
permitting recovery of mu]nwmguts be included. We
further recommend that until sueh amendment is made
the special previsions of ecach contract be modified to in-
clude a statement that Section 9-1.0713 is not applicable.

CONCLUSION

The expenditures of the State Highway Fund approxi-
mate $1 billion for the 1965-66 fixcal year. This figure is
a sienificant portion of the total funds administered by
the Califoinia state government.

In our Biennial Report of two years ago, it was pointed
out that the Htate Division of Highways did not have an
acceptable accounting system. The reports submitted to
your joint conunittee hy the Awlnor Greneral in recent
months show no waterial improvement in this regard.

The joint committee believes that this ageney, handling
hundreds of williony of dolars cach year, should have
long since extablished accounting and reporting tech-
nigries which ave above reproach. Towever, this has not
been acecomplished.

As a vesult, vour joiut committee helieves the Legisla-
ture should make a complete study of the management
strueture and aceounting capabilities within this impor-
tant highwav agencv., We tinst such a «tudy ean be made
in the near future.




CHAPTER FOUR

RESOURCES AGEMIY--DEPARTMENT OF
WATER RESOURCES

The Department of Water Resources presents one of
the most serious accounting problems in California state
government. Thig gituation dates back to the establish-
ment of the department in 1926, No attempt was made at
that time by the Department of Finance to assess the
nature of the difficultics, and no adequate accounting sys-
tem was instituted.

Although much effort has been expended in recent
years in attempts to improve accounting procedures and
methods, due to the lack of qualificd accounting personnel
the department has not been able to recover from its poor
beginning.

Because of deficiencies noted during the Auditor Gen-
eral’s 1964 examination of the department, we issued a
special report entitled ““Survey of the Accounting Fune-
tion of the Department of Water Resonrces.”” This report
was dated August 11, 1965, and contained the following
recommendations:

1. The accounting system needs to be simplified.

2. The financial statements need to be redesigned.

3. The reconciliations need to bhe improved.

4. The accounting mannal needs to he brought up to
date and improved.

The accounting section needs to he strengthened.

The accounting staff neceds to be better trained and

supervised.

7. The accounting for certain relatively small prograins
needs to be simplified.

8. Better internal controls over accounting data need to
be established.

9. The automatic data processing serviee center needs
to be equipped and staffed to handle the depart-
ment’s aceounting requirements on o crrent hasis,

o o

As a result of the special report and the recommenda-
tions outlined above, the Divector of the Department of
Water Resources appoiuted a task force to improve the

(57)
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accounting system, procedures, and operations within the
dep: artment. The task foree is headed by a systems analyst
from the Department of General Services, and has repre-
seutatives froem the internal audit office of the Depart-
ment of Water Resources and Audits Division of the
Department of Finance.

In addition to the task foree, a national accounting
firm has been retained to assist in the improvement of
the accounting system. Both the task forece and the pri-
vate consulfants supplied by the accounting firm report
to the comptroller of the department.

The task force was organized in October 1965, and the
private consultants began work in January 1966. Con-
sequently, their activities had no effect on the depart-
ment’s finaneial statements for the year ending June 30,
1965, which have been examined. ITowever, they have
been informed of our findings, and have taken them into
consideration.

The Water Resources Revolving Fund is the primary
operating fund of the U(*pm’unont of Water Resources.
The Auditor Geueral's staff have examined the statement-
of financial condition of this fund, and the related state-
ment of operations for the year ending June 30, 1965.

The statement of operations does not correctly present
the results of operations for the year. It does not analyze
the changes in fund balance as it purports to do, nor is it
stated on a basis consistent with that of the preceding
year.

The department attempted to adjust accounts at year
end to an acerual basis from the hyhrid basis used during
current and preceding vears. This was not completely
done, so some accounts are misstated on an acerual hasis
and are ineonsistent with the presentation of the previous
vear. Following are some of the diserepancies in the ac-
counts:

(a) Operating income (capital outlay) is overstated hy

$329,000.

(h) Operating expenses — mmhﬂ outlay and contract

retentions ave oversiated in total b\' $645,000.

(¢) Transfers from other funds are nnderstated on the

acerual baxis by avproximately $1 million.
(d) Fxpenditnres chargeable to other funds — support
is understated by approximately $5.4 million, be-
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CHAPTER FIVE

STATE TEACHERS’ RETIREMENT SYSTEM

The major retivement systems administered by the
State of California ave (1) the State Teachers’ Retive-
ment Systemn and (2) the State Employees’ Retivement
System. These two systems ave financed under totally
different plans.

The state’s annual contributions to the State Employ-
ees’ Retirement System are set at a level sufficient to pro-
vide and maintain the assets of the system. Assets at a
given date will he approximately equal to the value of
acerued benefits on that date, and the cost of benefits are
provided for as services are performed.

The term ““actuarial soundness’™ can have various mean-
ings. It ranges from having a fully funded vetirement plan
sufficient to pay all benefits aceruing on any given date,
to having a retirement plan with resources sufficient only
to pay future benefits of members in a retired status.

At present, the state is required to make annual contri-
butions to the State Teachers’ Retirement System in
amounts equal to the difference hefween benefits payable
and that portion of the benefits provided by member and
employing agency contributions.

Thus, the State Teachers” Retirement System does not
meet even the least stringent meaning of the term “‘ae-
tuarial soundness.”

By statute, the state is required to make sufficient anmual
contributions as may be needed to meet cuaranteed hene-
fits. We do not believe this is sound business practice tor
meeting the acerning cost of teachers’ nensions, and {he
state’s contribution hags elimbed from $20.6 million in the
195657 fiscal vear to $59.7 mitlion in the 1965-66 fixcal
year.

The actuarial balance gheet as of June 30, 1964, showed
the value of the contributions to he made after this date
to provide for henefits presently granted, or to he eranted.
under provisions of the State Teachers” Retivement Taw,
The reauived contributions ave as follows:

Members . ______ %979.55(.000

Emplovers . ____________ ____ 448.955.000
State 2,851,341,000



62 JOINT LEGISLATIVE AUDIT COMMITTEE

For the first time, the actuarial balance sheet at June
30, 1964, did indicate the value of state liability for serv-
ices already performed. However, the report on the ac-
tuarial investigation did not include a schedule of annual
contributions required to liquidate the state’s obligation
over a specified period of time.

In our opinion, the preparation of an actuarial balance
sheet without such information materially decreases the
value of the investigation.

An examination of the accounts and records of the
State Teachers’ Retirement System was begun by mem-
bers of the Auditor General’s staff in October 1962. At
this time, the books for the yvear ending June 30, 1962, had
not been closed, and were still not closed when the staff
auditors withdrew from the agency in July 1963.

In addition to accounting records not being up to date,
the auditors found that the accounting system did not pro-
vide necessary controls and means of accurate, timely re-
porting of financial information. In order to complete
their examination and report on the financial condition
of the gystem the Auditor General’s staff would have been
compelled to resume their work after a further lapse of
time, and do an inordinate amount of detail verification
of accounts, especially those for members’ contributions.

However, during the course of this audit the State
Teachers’ Retirement Board requested the systems analy-

is unit of the Department of General Services to make

another study of the system. In order to avoid a duplica-
tion of work the Auditor General curtailed certain por-
tions of his examination.

Due to the eondition of the records, the Auditor Gen-
eral was unable to report on the financial statements of
the State Teachers’ Retirement System as of June 30,
1962. ITn Maveh 1964 he did issue a report on the deficien-
cies found in the accounting records of the system, and
on the financial and management problems involved.

On August 18, 1964, as a result of this report, the Audi-
tor Gieneral was asked to appear hefore a meeting of the
Joint Tegislative Retirement Committee and testify on
the problems formd in the system.

This led to another meeting of the Joint Retirement
Committee on April 7, 1965, at which time the scope and
cost of a management survey of the system was discussed,
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and groundwork was laid for the introduction of Asseni
bly Concurrent Resolution H4+ (1966 Hiest Hxtraordinmey
Session ).

At the request of the Joeint Retiverqent Committee, the
Auditor General’s stafl again inspected the state Teach-
ers’ Retirement Systein in Febrmry 1966 to veview and
ascertain the status of the previcus reconmnendations, In
his report the Auditer General veconnended that a 'm-
tional firm of certificd public aveonntants be vetained |
make a management curvey of the sy stenn,

In October 1966, <>1h>\'\'1;1g a further roc wmi from the
Joint Retivement Connuittee, we draited HA Request for
a Proposal to (Jondmff a bManagemoent Survey of the State
Teachers’ Retivenicut mysten.” 'Thiy proposal, with minor
alterations, was sublmtud to various recognizned consult-
ing firms by the Joiut Retivenens Comnittee, and the
Auditor General participated in a number of nieetings
with representatives of consulfing firms,

In December 1966, a contract was approved with the
firm of Peat, Marwick, Mitchell and Company for a man-
agement survey of the sywtem, and this work is now in
process.

We do not believe the Rtate Teachers” Reotivement Sys-
tem should exist on the general faith and credit of the
State of California. The state should pay for the conts
of service at the time the service is pertformed, We restate
two of the reconmendations contained i the renort on
this subject, dated dJanuary 25, 1960,

(1) We recommmend that o determination be made of
annual contribunfions vequired over various periods
of time to place ihe State Men whers” Telivenent
System on the saine sovnd aetnarial reserye hasis
as the State Emplovee? Retivement Hyvatem
We recommend that Tegiglation be proposed h» Place
the State Teachers” Hetivement @y@ivm on a sonnid
actuarial basix, to approvviate smonnts neeessary
to fully fund serviee credita ace e 1 to date, :md to
pro vide for the aprroprintion of smounts necessary
to fund on a current basis the werviee credifs acern-
ing froui vear to vear.

,\
Lo

95

In the report on the svateny dated Janvary 25, 1960, we
recommended that futore legislation he dirvected toward




64 JOINT LEGISLATIVE AUDIT COMMITTEE

discontinuing the local teachers’ retirement systems still
in effect. In our opinion, the continuance of separate local
systems hampers the State Teachers’ Retirement System,
and prevents it from becoming a more efficient operation.

We stated, algo, that the cost of administration per
member of the state system was greater for those mem-
bers who were also members of a local system. We are still
of this opinion, and therefore repeat this recommendation.
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CHAPTER SiX

LONG BEACH TIDELAND TRUSY FUNDS

As trustee, the City of Long Beach holds certain tide
aild submerged lands which were granted by tie dlate ol
California pursuant to Chapter 0%6, Statutes of 1911;
Chapter 102, Statutes of 1925; and Chapter 158, Statutes
of 1935. Under the terins of the grants, the city has juris-
diction over the lauds for the purpose of navigation,
harbors, commerce, fisherics, and recrcation.

Oil and gas development on the granted tidelands be-
gan 1 1959, and as ot Juite 30, 1966, had resulted i net
revenues of approximately $470 inillion. This amount
was divided between the city and the state, aud does not
include a $10 million advance payment received during
1964-65.

Chapter 29, Statutes of 1956, provides for the distribu-
tion of 50 percent of the oil revenues and all dry gas
revenues to the State of California. The remainder of the
oil revenue and all other income from trust facilities are
retained by the city for development and operation of the
tidelands congistent with ithe purposes set forth i the
grants and in Chapter 29.

Development of the new Iast Wilmington oilfield,
which is anticipated eveniuaily to produce more than $3
billion in gross revenue, resuited in further legislation
being enacted. Chapter 138, mtatutes of 1964, supersedes
older provisions and regulates the new field as follows:

(1) Provides for development of the Kast Wilimington
field.

(2) Provides for distribution of oil reveunue between
the City of long Deach and the state, with the
state receiving 85 pereent of net revenues and the
city receiving 15 percent of net revenues,

(3) Sets forth more spectficaily the purposes for which
the city may expend its share of oil revenue, and
oives the Mtate Lands Commiaion move control
over the city’s frnst activities,

(+) Provides for establishing the upland henndary of
the tidelands, exclusive of the Mamitos Boy reglon.

(5) Provides that the state shall pay 50 pereent of suh-

sidence costs, instead of the former 25 pereent.

(65)
3--93199
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(6) Provides for an annual post audit of the tidelands
funds by the Office of the Auditor General, and an
atmual report on the subject to the State lLegis-
lature.

In February 1965, the Uity of Long Beach received bids
for development of the Long Beach unit of the East Wilm-
ington field. The successtul field contractor, with an 80
percent interest in production from the unit, is a syndi-
aate composed of the Texaco Oil Company, Humble Oil
Company, Union Oil Company, Socony Mobhil Oil Com-
pany, and the Shell Oil Company.

Collectively, the syndicate is known as THUMS Long
Beach Company, and the field contractor and other in-
terests’ combined bids will yield 96.2528 percent of the
net profit to the tideland trust. Under terms of the con-
tractor’s agreement, a $10 million advance payment was
made to the City of Long Beach of which the state re-
ceived payment of $5 million. Production within the new
unit did not begin until after June 30, 1965.

The Auditor General’s examinations of the tidelands
funds of the City of Long Beach have heen welecomed by
city officials, and the cooperation received has bheen ex-
cellent to date. Recommendations have been accepted and
implemented promptly wherever possible, and the Audi-
tor General’s staff have heen able to adjust most differ-
ences while the audit work was in process.

The examinations are made in accordance with gen-
erally accepted auditing standards, and inelude such tests
of the accounting records and procedures as the Auditor
General considers necessary. The report on the year end-
ing June 30, 1966, i now in preparation and will be trans-
mitted to the Legislature shortly.

Statutes relating to the Long Beach tidelands provide
for the state to receive 100 percent of the reasonable
wholesale market value of all dry gas sold. The dry gas
sold to the city municipal gas svstem from July 1959 to
January 1963 did not meet this requirement, and the state
received less than wholesale market value.

The Auditor General informed us in February 1963 and
again in May 1965 that this matter had not bheen resolved
by the State Lands Clommission. Under certain circum-
stances, it appeared as much as $500,000 could be due to
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the state for dry gas delivery during the period meu-
tioned above.

The State Lands Commission veplied to our enquiries
as follows:

July 29,1963

“Negotiations tor settlement of charges on past
deliveries are curvently in process,™
July 25, 1965:

“Digcussions with the City of Lone Beach relative
to the price of dry gas delivered into the city lines
subseqrient to Au;a;’;nsr 1, 1956 were suspended to per-
mit staff time, both city and state, to he coneentrated
on ()1‘("1111/‘1“(1011 of the Long Beach Unit and other
mgont matters. It s nnhupri(d that negotiationg
will he resumed in the near future.’

On January 10, 1946 the ('ity of Long B
the Auditor General:

‘L the City is aware of this liehility and, while
we (lo not concur with the amount mentioned, we have
lfeserved funds to meet our obligations. The City's

Gas Consultine Kngineer has prepared a report re-
lating to this mhnst nent and computed the various
amounts pertaining thereto, We have been advised
by the State Lands Commission that a conference
should he seheduled to eon nnlete the negotiations re-
carding this matter. While, to date, cueh nomeefing
has not been called, please he assured the €y s most
anxions to resolve this issue af the convenience of the
appropriate State agencey. You arve awave that the
Clity has, on numerons cceaxions in the past, reiter-
ated this position and, as recently as Dw womber 8,
1965, we advised the staff of the State Dands Clom-
mission of our dewive o gettle thiv entive matler.”

D

aceh informedd

The chairman of the Joint Audit Committee corres-
ponded with Tieutenant Governor Glenn ML Anderson,

Chairman m ﬂw State Tands Commission, on January 19,
1966, hyinging this matter fo Pie persenal attention, and
requesting a vp(\(kd" cottloraent of the issne.

Affer o turther lapse of tine with no action heing in-
stituted, the ehaivman of the Joint Awlit Connnittee hiad
copies of his correspondence with Ficutenant Governor
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Anderson printed in the Assembly Daily Journal for May
17, 1966. Additionally, copies of the correspondence were
circulated to the Speaker of the Assembly, the chairman
of the Assembly Committee on Public Utilities and Cor-
porations, and the chairman of the State Senate Commit-
tee on Natural Resources.

On September 26, 1966, the State Lands Commission
approved a settlement with the Municipal Gas Depart-
ment of the City of Loung Beach for tideland dry gas
received by the city during the period July 1, 1959-J anu-
ary 31, 1963. The scttlement resulted in the state receiv-
ing an additional sum of $161,713 in payment for the dry
gas.
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CHAPTER SEVEN

THE CALIFORNIA STATE TOLLEGES

While in process of exainliing payroll transactions of
the California state Colleges for the year ending Jutie
30, 1966, the Auditor Generals sfaff observed an i
usually Iavge number of payviell exceptions Yor the 1065
66 fiscal vear.

As part of the routine conivel procedures of the cen-
tralized payroell data processing system in the state Con-
troller’s office, these exceptions arve Mpo't(“i daily to the
dighursing officer. At the tine of the inspection the pay-
roll cm,vphom amounted to approxwimately ¢1 miilion.

The State Controlici’s payroll system is designed to
pay only those cmployees tor whom established positions
exist, and which have sufficient fuuds avaiiable in the
budget allotment.

Budget Division of the Departinent of Hinance exer-
cises  control over establishing  positions, and  over
changes in budget allotments. Also, payrvoll documents
and budget docunients requive Departinent of  Finanes
approval. Documents prepared by state colleges niust he
approved in the first instanee by the Boavd of Trustees
of the (alifornia Hiate Collewes before heing submitied
to the Department of Finanee.

The State Controller canmet process o payroll claim

until all documents velatine to a vosttion er allotant
h-‘ o eleared both the Board of Trustees and the Do pat-
ment of Finanee. 1 hlb procedire had not bheeso Tollnwes
in the cases noted by the Avditor General s siadt

Most of the ve |>m{1 d exeeptions were duoe 1o delavs in
u}'iwinuﬁnu‘ and obtaining approval of ehanges v auihor-
ized positions and budget atlotinents,

Relving upon dater cortification, the Mlaie fomrelior
ade pa,\ino}ith to individuals when qu!H‘H\'i!EL% e
proper documentation were pending. 11 the biate Cone
troller did not receive the veqguived documenty exeop-
tions were veporied to the state eolleges frvolvedl
these exeeptions were not cleaved within o reasonanic
tine,  accounts  receivanie W cre establishedd for b
amounts paud. On A]mi 30, 1965, the mtate Contint
acconnts receivable for state college payvioll exeoptions

amounted to $45,064.

(

(69)
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It was clear to your committee that a major breakdown
had oceurred in the policies, procedures, and controls
over certain state college payrolls and budget allotments.

The breakdown 1’9.sulted in the following problunb.

1. Added cost to the state due to the processing of an
unusually large number of payroll exceptions, salary
advances, and related documents.

2. Delayed salary payments, or no salary payments to

certain employees.

Increases in state college revolving cash funds to

offset salary advances.

4. Payment of salary advances out of funds received

for other purposes.

Incorrect reporting of employee earnings, income

tax withholding, and social security.

6. Employees required to pay a higher income tax due
to earnings being reported in the wrong calendar
year.

7. Employees re cquired to pay a higher social security
rate due to earnings being rgported in the wrong
calendar year.

8. Due to increases in income tax and social security
rates, payroll warrants when issued could be less
than salary advaunces. This created collection prob-
lems and possible losses on employees who had left
state service.

@

[\

When the State Controller was unable to issue a pay-
roll warrant, the state college involved was notified. In
most cases, the college would issue a revolviug fund check
advanecing the net pay to the employee.

During the 1965-66 fizeal year up to the time of the
review, Han Franciseo State (ollege had issued 1,700
salary advances. This procedure resulted in an augimen-
tation ot the college revolving fund, and revolving fund
nereases at certain selected colleges were as follows:

Revolving funds

Coliege 7-1-65 3-31-66 Increase
San Francisco ~ $125,000 $300,000 $175,000
San Diego . —}1,000 160,000 119,000
San I unando Vd]le\ e 80,000 280,000 200,000

In addition, Los Angeles State College paid $69,802 in
salary advances on April 8, 1966, causing an overdraft

of $40,039 in f
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of $40,039 in this revolving fund. Cash received for other
purpozes was used to cover the overdraft.

Salary advances were made for the net amount due the
employees after deducting withholding fax, 1\m<mcm7
and other fringe benefite, However, the dmim dions were
not paid or 1‘ep<>rta,u to the proper avthorvities until the
State Controller’s warrant was issued. This practice ve-
sulted 1 an ineorrect reporting of employee carnings
and tax withheld when advances were paid Drior to
December 31, 1965, and 1"‘1“ Clontroller’s warrant was not
received 1111{1] after this date.

Increases in income tax aud social seeurity rates effee-
tive January 1, 1966, have vesulted in higher costs to
emplovees, aid in colleges reeeiving payroll warrants= Yor
less than the amount paid in advances. I an employee
left state serviee during this period the colieze usually
expericnced difficulty in collecting the difference hetween
the payrell warrant and the advance.

Advances to emplovees as a resuit of payroll exceptions
at certain seleeted colleges, were as follows:

College 12-31-65 4-30-66
San Fernando Valley . $97473 $25.904
San Franeiseo - 13,622 31,203
San Jose _ . 30, 490 3,725

Processing pavreoll excentions, accounts veceivable,
salary advanees, and the peanived doenmonts to elear
exccptmm is costly to the wtntes Fowr or more levels of
administration arve inveilved, sid nmmerons documents
and connnunications.

The pavroll exceptions voted have been hroken down
into three major problem areas. These were:

(1) Work-study programs,

(2) Couversion of permancut positions to tenporary

positions, and

(3) Kstablishment of veimbursed positions for pro-

orams finaneed by federad and other nonstate
funds.

PO diilieadt to plopoit vespoensibility for the dorge
number of payroll exceptions, ﬁm\ factors at varicns
Tevels of administration contiibute to the probleni, and a
list of contributing factors ‘folim\:&
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At the State College Level
(1) Inexperienced personnel staff
(2) Lack of coordination between personnel staff, and
accounting and budgeting staffs,
(3) Delay in originating documents, and
(4) Hiring personnel before positions were approved.

At the Board of Trustees Level
(1) Inexperienced personnel staff,
(2) Inadequate knowledge of control procedures, and
(3) Staff too preoccupied with planning and budgeting
future programs, thus allowing routine payroll
documents to accumulate.

At the Department of Finance, Budget Division, Level
(1) Delays in establishing policy on new programs,
resulting in retroactive changes,
(2) Delays in approving payroll documents, and
(3) Controlling detail expenditure transactions, instead
of controlling programs through workload stand-
ards and broad policy directives.

At California State Polytechnic College-Kelloge Voor-
his, four employees were appointed to and paid from
unapproved positions during the first half of the 1965-66
fiscal year. Later, when position approval was not re-
ceived, the college separated the employees and the
State Controller set up accounts receivable for the
amounts paid in salaries.

To clear the accounts receivable, the college certified
that the separated emplovees had worked as student as-
sistants in the month of April 1966. The total number of
bours certified was far in excess of the working hours
possible during that month. The certifications for April
were as follows:

April 1966 student assistant attendance report

Employee Position Hours reported Amount
A ey punch operator . 1,157 $2,624
1K Intermediate typist-clerk . 594 1,251
(! Intermediate typist-clerk 1,224 2.934
D Key punch operator . H47 1,211

At thie time of our inspection, San Francisco State Col-
fege had payroll accounts receivable dating back to De-
ceimber 20, 1962, One former employee owed the state
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$6,640.92. The original balance of this debt was $6,740.92,
and up to the time of our review only two payments of
£50 cach had been received. The receivable originated in
July 1964, when the employee failed to return to work
at the college after being paid for a sabbatical leave.

State Controller’s warrants were not issued for stu-
dents working under the federal antipoverty, work-study
program at Sacramento State College in March 1966 until
May 5, 1966. Seventy students requested and received
salary adavances totaling $6,685. Sixty-three students re-
ceived no payment until the Controller’s warrants were
issued.

Several of the 1965 summer session instructional fa-
culty at Sacramento State College were paid salary ad-
vances from the college revolving fund on October 14,
1965. State Controller’s payroll warrants were not issued
until February 1966.

This situation resulted in employee earnings being in-
correctly reported tor tax purposes in the 1966 year, and
the understating of 1965 earnings and tax withheld. At
the same time, 1966 earnings and tax withheld were over-
stated.

We have recommended a thorough study of state col-
lege payroll problems and current payroll procedures.
We helieve new procedures should be devised to bring
about effective control, taking into consideration any
special payroll problems the colleges may have. Our
report on this subject of May 17, 1966, was transmitted
to the State College Board of Trustees with a request
for prompt action.

We have received several replies from the board of
trustees and the office of the chancellor since that time.
College officials have demonstrated commendable concern
over the problem of payroll documentation and process-
ing. We have been assured that a number of corrective
steps have already been taken, and that this situation
will he resolved as expeditiously as possible.

CALIFORNIA STATE COLLEGE AT DOMINGUEZ HILLS

Originally known as South Bay State College, later
known as Palog Verdes State College, and now officially
known as Dominguez Hills State College, this campus
was established by statute in 1960.
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Planning of curriculumn and facilities began in the
1961-62 fiscal year with the acquisition of a college plan-
ning staff. A tentative plan to accommodate 16,000 full-
time-equivalent students has been approved by the state
college board of trustees, and enrollment began in the
fall quarter of 1965.

The costs of operations at this college do not compare
favorably with the statewide averages of the California
state college system. However, the following should be
kept in mind:

(1) This is a new college, now in its second year of

operation

(2) Congiderable delay was experienced in site acquisi-

tion, causing uncertainty as to the permanent lo-
cation of the college

(3) Land acquisition is only now in the final stages

(4) The college does not have permanent buildings and

is operating in terporary rented quarters

(5) Loocation and quality of the rented facilities was

uncertain until late in the spring of 1966

These factors may have contributed to actual enroll-
ment being less than estimated with a resulting high cost
of operation, but unless enroliment substantially in-
creases in the fall of 1967 we believe the board of trustees
should review facuity size and program scope with a
view to achieving savings for the state.

The support budget for the 1966-67 fiscal year is ap-
proximately $1.4 million. Kxpenditures for the first seven
months of the fiscal year indicate that total expenditures
for the year will not be substantially less than the budg-
eted figure.

Estimated Enroliment Compared With Actual

1965-66 1966-67 1967-68
Estimated _________ __________ 90 310 490
Actwal _____ 38 120 .
Estimated over actual _______ 52 190 _

The actual enrollment of 120 students shown for the
1966-67 year is taken from the 1967-68 budget. Actual
full-time envollment for the fall and winter quarter was
110 students. The eollege anticipates an incerease of about
50 students for the spring quarter, therefore we have
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used the figure of 120 students for the 1966-67 year in
our report.

Net Expenditures per Full-Time-Eguivelent Studesn

Actual Estimaied Propased

196556 196667 193768

Domineuvez Hills (cxcluding rent) L1623 $9.280 K2 593
State college average 1479 1.278 ]”2(17
Dominguez Hills over average 9,054 ﬁlm 002 k1,336

The above table shows the average cost of support
expenditures to provide one vear's education for one
student. Capital cutlay v not inehuded in ﬂsc state col-
lege average, and we have not ineluded vental charges i
the Domineucs Hills expenditures, The table shows that
the actual cost of edueating one student at the Domingues
Hills colfege was ;1}m}'«»\'inmfoly nine times the state
average for {hie 1965-6G vear and the extimated coxt for
the 1966-67 vear will he approximately eight times the
state average.

Student-Faculiy Ratio

Actual Estimated Proposed
1965--66 1966--67 196768
Dominguez ILills 7.60 4.85 11.95
State college average 1581 16.29 16.53

This ratio measvres faculty productivity and other
factors, The Mwnm;*r*'\y FH vatio is hased on 2475 tull-
tine-cquivalent teasbes. current faeulty stadt. The
college was staffed 1o handie 210 students, hut only 120
students enroifed, No m.:!»%urmii;;‘i vh;m;:;v fnostalling ov
prograin has been made to compensate for the vedueed
enrollment. Based o the atio <bown above the faenlly

size for the 1066-67 vear ix three times the state aversge

'tor the number of stindevts envolled,
This ix explained further |
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Following, by class size is an analysis of classes given by
Dominguez Hills College during the 1966 fall quarter:

Number of students Number of

per class classes
S 10
2 — 4
3 — —— - 5
4 — —— 3
5 — 2
6 __ — — e 2
-0 16
020 13
2D 1
Total classes . ____ 56

From this analysis it can be seen that there are 10
classes with only 1 student per class; 19 classes with 3 or
less students per class; 26 classes with 6 or less students
per class; and only one class with more than the state
college average of 20.36 students per class.

Enrollment by subject field was as follows:

Average number
Total number Number of of students per

of students classes class

Spanish—see note (a) ——________ 3 2 1.5
French—see note (b) __________ 4 1 4.0
Physies 4 1 4.0
Geography _________ 8 1 8.0
Philosophy—see note (e) _______ 9 2 4.5
Sociology -~ 9 3 3.0
Music—see note (d) 12 5 24
Health and physical education ___ 14 1 14.0
Biolegy - 16 3 5.3
Political Science _________ 19 3 6.3
Economies _____ 21 2 10.5
Psychology—see note (e) _______ 31 4 7.7
Chemistry—see note (f) ________ 32 5 6.4
Art 37 2 185
Mathematies __________________ 48 6 8.0
History . _____ 63 6 10.5
English . ______ 75 9 8.3
Total ______ ___ ________ 405 56 7.2

(a) Spanish——the Spanish instructor was emploved full time, and
taught only 3 students.

(b) French—the French instructor was employed two-thirds of the
time, and taught one class with 4 students.

(e) Philc
ploye
with

(d) Musi
classc
taine

(e) Psyel
taugl

(£) Chen
of 8 s

Land Acq
An a
acquisit
$6 millic
aside a
The si
the Pali
this site
Hills sit
tions re
land cor
Parce
January
were ret
the cost
damages
the closi
The st
pany for
clude re
wells, ar
an addit
Parcel
escrow.
acre. As
purchase
on this 1
operatiol
price, bt
incurred
and pow
Total |
close to 1



EE

ses given by
quarter:

Tumber of
classes

- 10

i i
e
— OO DO DO GO U

-~ b6

iere are 10
s with 3 or
ss students
a the state

Average number
of students per
class

7.2

1T time. and

‘hirds of the

BIENNIAT: REPORT 7

(¢) Philosophy—the philosophy department had one instructor em-
ployed two-thirds of the time. This instructor taught one class
with one student, and a second class with 8 students.

(d) Music—the musie department had two full-time instructors. Four
classes were held with a total of 5 students, and a fifth class con-

tained 7 students.
(e) Psychology—this department had two instructors. One instructor

taught one class with 10 students.
() Chemistry—one full-time instructor taught two classes with a total

of 3 students.

Land Acquisition

An appropriation of $5 million was made for land
acquisition by the Statutes of 1962. An augmentation of
$6 million was made in the Statutes of 1966, thus setting
aside a total of $11 million for the acquisition of land.

The site originally chosen for the college was located on
the Palos Verdes Peninsula, but attempts to purchase
this site were abandoned in July 1965. The Dominguez
Hills site then was selected from 42 other possible loca-
tions reviewed, and this site consists of two parcels of
land containing 356.28 acres.

Parcel No. 1 containing 82.87 acres was purchased in
January 1967 for $2,595,000. Mineral rights to this land
were retained by the seller. The purchase price included
the cost of the land at $28,478 an acre, plus $235,000 in
damages for the capitalization of oil left underground by
the closing of 12 wells on the property.

The state is now negotiating with the Shell Oil Com-
pany for the elimination of the 12 wells. This would in-
clude removal of the pumping equipment, plugging the
wells, and removing service lines. This work would cost
an additional $595,000.

Parcel No. 2 containing 27341 acres is currently in
eserow. The cost of this land is $7,555,000 or $27,632 per
acre. As in parcel No. 1, only the surface rights are being
purchased. Currently, there are three oil wells operating
on this property, and these will be allowed to remain in
operation. No damages are included in the purchase
price. but additional costs of 60,000 to $80,000 will be
incurred by having the Union OGil Company relocate pipe
aid power lines.

Total purehase price of the two pareels of land will be
close 1o the $11 million appropriated.
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Temporary Rented Quariers

The college is now operating in rented facilities con-
sisting of 60,980 net square feet. The term of the lease is
four years fron September 1, 1966—-August 31, 1970. The
state may terminate the leage on August 31, 1967, or on
any date thercatter by giving 90 days’ notice.

Uost of lease is 59.42 cents per square foot, or $288,484,
for the fivst year; 38.10 cents per square foot, $278,784,
for the second }(ﬂl]', and 31.33 cents per square foot, or
$229,240, per year thercafter. The lessor provides jani-
torial services.

Space was rented for 600 to 700 students, the estimated
need for 1967-68. The amount of rental was not included
in the cost per student calculation given earlier in this
chapter. The rental cost per full-time-equivalent student
would be $2,404 for the first year alone.

Current plans call for the college to vacate the rented
facilities in the fall of 1968.

Construction

An appropriation of $1,338,600 was made in 1964 for
the construction of initial bmldings to accommodate 827
students. Land acquisition was not accomplished, aud the
buildings have not been constructed.

Plans now call for completion of this program by the
fall of 1968. Due to the lag between appropriation and
construction, an augmentation of approximately $250,000
may be needed.

In 1966, appropriations were made for $5,145,500 for
construction of a library-classroom-administration huild-
ing, and $2,802,000 for construction of a science building.
The library Duil ling will ascommodate 626 students, and
the science bmldmg 241 stadents. These buildings are
currently scheduled for completion in the fall of 1969.

A social science huilding hudgeted in the 196768 year
is scheduled for mmp]otimx in 1970. This building will
accommodate 1,212 students at a cost of $2,126,000.

The currently proposed construction prograni will
accommodate 827 students in 1868-69; 1,994 students in
1969-70; and 3,206 students in 1970-71.
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andd available appropriations for

Calitornia Htate College at Bomincues Hills ave as
follows:
Money Spent on Operation of College
from 1961 to Janmary 31, 1967
Projeet planning o $165,777
(‘pomﬁons ,,,,,,,,,,,,,,, e 2012692
Vibravy 207 478
Land and bu'idmﬂs S ‘)“‘) 278
Total $5,468.225
Appropriations Available but Unspent to Date
Projeet plannineg $88,97:4
Operations TH4571
Libravy 2,522
Lands and bmlumﬂ 30,839,022
Total .~ $31,685.080
CONCLUSION
The California state college system does not have an
internal audit unit operating within the system. This

service is provided by Audits Divigion of the Department
of Finance, but we helieve the present procedure leaves
muech to be desired.

Manv of

the pavroll exception problems

and other

pronlomx of similar nature prohably conld have hecn
avoided ¥ the system bad ity own staff of qualified in-
ternal anditors.

Thevefore, we stronely recommend that an internal

lor,

and that this vnit opera

ardit unit bn establiched within the office of the chaneel-
e under the diveetion any
authority of the ehancelfor of the state college syvsten.




CHAPTER EIGHT

HEALTH! AND Y
CARE SEF

L ACENTY, OFFICE OF HEALTH
LT CARE DEPOSIV FUND

(THE MEDI-TAL PROGRAM)

Chapter 4, Stetufes of 1065 (Second  Hxiraordinary
Swsjm}) g :a"v" fnew Hlé‘iiif‘ili assistanee program, and
as prineipal chew cfad Tor the program also ereated
tho Tlealth Clive ! F:md. Elm new medieal assist-
ance prograin has ome known as the Medi-Cal pro-
eram, and e been in eifoet sinee Mareh 1, 1966,

Purpore of the Medi-{al wogz',am Is to provide basic
and extendied beath serviees to recipients of public ax-
sietanee and the modieaily e qdv. The program is ad-
ministered by the h“ﬂzh and Welfare Age ney, and finan-
cial accounting ‘m* the program and the Ilealth Care
BPeposit Tund ix done lw cinployees of the Departinent of
Social Welfare

Two older programs, Public Asdistance Medical Care
(PAMO) and Moedieal Add to the Aged (MAA) have heen
ineorporated into the Medi-€'al program, :m(l the new
prograin is wide encugh iiv seope to <>pr1“ o within the
provisions of Title NN of the Soclal Hee mlt\ Aet. As a
resiat, the Medi-Cal program is on a 50-50 cost sharing
hasis with the federal governmment.

The Awditor ‘H\nm al's wtedf has examined the state-
ment of financinl condition of the Tlealth Cave Deposit
Fupd for the vear ending June 30, 1966, and the related
statement of <>p~uhmm for the four months the program
was in effect, The examination was made in accordanee
with cenerally accepted aunditing standards, and ineluded
sl ‘im‘ A nf 1]14) recordi and procedures as the Awditor
enes 1 CoR fouceessary in the cireumstances
¢ of TTealth Cave Bervices® estimate
o i:. s eountie shave of progrant costs was not audited.

P nerinediary records sup pmm‘f

LI

A fedora money advaneed for aid

N
LR
A

3

aee ot the Tealth Care De-
.. 1= overstated by approxi-
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mately $27.2 million. This is due to the following omis-
sions and adjustments:

(1) No mention has heen made in the financial state-
ments of the fund’s Liability for unpaid medical
aid bills prior to June 30, 1966. This liability is
estimated to be approximately $47.5 million.

(2) No provision has been made for the option pro-
vided to counties under Section 14150.1 of the Wel-
fare and Tnstitutions Code. This involves a net
additional cost to the fund of approximately $7.1
million.

(3) We estimate that amounts due from the federal
government are understated by $31.8 million, and
an additional estimated $3.7 million is due from
the General Fund of the state.

(4) We estimate that the amount received from the
counties for their participation in the program is
overstated by $8.1 million.

Due to the materiality of the errors deseribed above,
the Auditor General does not believe the financial state-
ments present fairly the finanecial position of the Health
Care Deposit Iund for the year ending June 30, 1966, or
the results of operations for the four-month period in-
volved.

The counties’ share of the costs involved in the first
four months of the Medi-Cal program have not yet heen
determined. In order to arrive at this figure, it is neces-
sary for the office of Tlealth (fare Services to audit county
medical assistance costs for the 1964-65 fixcal year aund
reach agreements with the counties on the correct
amounts.

The Medical Assistance program provides for county
participation in costs of the program. Basically, the
county share of the cost it not to exceed those incurred
during the 1964-65 fiscal year for health care, and county
administration of medical assistance to the aged and pub-
lic assistance recipients. The county share is to inerease
each year in an amount proportionate to the increase in
population.

Section 14150.1 of the Welfare and Institutions Code
gives counties the option of extending the scope of the
program by including the unreimbursed cost of health
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care for all other persons in county hospitals or contract
hospitals

Klection of the option provision would inerease the

base period costy Yor the 186465 year, but would also
have the effect of inereasing the state cost of the pro-
eranin. Costs to the federal government would not in-
rease, We estimate that clection of this option will iu-
volve an additional state contribution of $7.1 million.

The acteal verifieation, processing, and payine nt of

medical aid hilis under the Medi-Cal program is handled
by three fiscal intcarmediaries who have contracted with
the state. These ave:

(1) Blue Crose (North): Serving hospitals, nursing
homes, and other institutions in northern Cali-
fornia.

(2) Blue Cross (mouth): Serving hospitals, nursing
homes, and other institutions in southern (ali-
fornia.

(3) Blue Shickd (California Physicians Serviee) @ Nerv-
ing doctors, pharmacists, and other professional
vendors statewide.

Durving the fowr-month period prior to June 30, 1966,
the state provided these fseal intermediavies with g72.2
miltion for payviient of medical aid bills, and an addi-
tional $1.5 mlhm to cover their administrative costs.

The Office of Health Cove Serviees maintains a staft in
cach intermediary office to nake necessary preaudits and
covitications of pavinents, No poxt audits of the fiscal
transactions and veeords have been made, hut these are
plaaned for vhe tuture and are necesary to adequately
safeonard state funds.

One of the mador diffieaitios cxperienced in the Medi-
Cot provvaim to dale fup been the process of determining
aifility of ]'Hi*:ﬁww q;;;].\'ing for henefits.

County welfore departienis have the responsibility of
deterimining dw !' Pitity of recipients. Through the
]’M artpent mL Socinl Woeitare, countion furnish data on
criigibde veclpionts to the feal ietermediavies. After in-

1@15 m favies ] 3
provided, U;:‘“,\' WM verity the recipient’s eligibility by
lownii Ix"m toa file furpished to them by the ])opm‘r

riie
ment of Mo ‘«’V(‘H;’!E"t\
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Problems have been encountered with this procedure.
Ior example, in November 1966 the Health aud Welfare
Agency authorized partial payments of up to 70 percent
of certain claims wnpaid due to eligibility problems.
Under this authorization, more than $3.5 million in par-
tial payments were made.

We are informed that in the future the Department of
Social Welfare may assume the responsibility of verify-
ing eligibility of ]‘eaplentb

We have recommended that the Office of ITealth Care
Services continually review eligibility certification opera-
tions to ensure that all the data is being appraised and
that Dbills for services are being paid or rejected on a
current basis.

The Office of Iealth Care Services is not able to state
accurately the financial position of the ITealth Care De-
posit Fund, or determine that the fund is complying with
the limitations of the law regarding expenditures. A
major difficulty is determining at any time the amounts
of unpaid medical bills.

An accurate acerual for preparation of financial state-
ments at the end of the fiscal year, and accurate esti-
mates for forecasting expenditures by fiscal years are
needed for budgetary and administrative purposes.

Another major problem to date is lack of experience
with the program, and failure to obtain and analyze in-
formation. The fiscal intermediaries, when paying medi-
cal bills, record both the date of payment and the date
services were actually vendered. This information is
recorded on electronic tape, and if analyzed and utilized
would be of considerable help for accounting and estimat-
Mg purposes.

The Office of Health Care Services is contemplating
such analysis; but so far has taken no positive action to
implement the procedure.

Section 14150 of the Welfare and Institutions Code,
spwlﬁes that expenditures of the tfund, exclusive of H ¢
maximuin available federal funds, stiall not exceed $13.2
per month for cach eligible rec 1lnont

The most recent estiniates indicate that expenditures
for the first four-month period of the program approxi-
mate this figure. However, an exact amount canunot he
determined until the county share and the actual doilar
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amount of unreeorded medieal hills (estimated at $39 mil-
o) arve eastabdishe ! The f Alatare 1s now attempting
5 oper recipient until the

J{U eInove '{'-1'(‘ ‘3]"” Ui
Bledi-Oal prograny can ‘-m more fully studied by the 1967
gession,

Vendors have six months after services are provided
to submit hille for payment, For thiy reason, we believe
that tabudations of the siovnts of medieal Bitls paid each
moinih, by mouth of wervice, weuld facilitate estimating
the dollar amonnt of cutstanding hills at any given time.

Kach quarvter, an acconntability  statement of  the
amount of federal Huds on hand, the amount veceived
during the cuarter, and the amount of reimbursable ex-
penditures made during the period ig filed with the U,
Department of Iealth, Fdueation and Welfare. The
Medi-Cal guarterly statement of June 30, 1966, showed
that the Tealth Chare Deposit Fund had a fedeval ac-
count receivalile of $15.1 1illion. TTowever, this amount
did not include an estimate of the federal share of un-
recorded medical bills.

Tt is now estimated by the Office of Health Care Serv-
ices that the federal aceount receivable of this date was
£31.8 million.

The Department of Social Welfave prepares a similar
federal cuarterly statement for the aid programs it ad-
ministers, The last Medieal Aid {to the Aged statement,
prepared for the quarter ending Mareh 31, 1966, showed
$2.9 million due to the federal government from this dis-
continued m‘m‘l"ﬁm and cash on hand of $4.6 11’11111011. The
$2.9 million due to the federal «wwormnont Was Ineorpo-
rated into the Fune 30, 1966 qnarterly shltmm‘nt of the
Medi-Clal pr opram.

The Jone 20, 1966, quarterly statement of the Medi-
Cal prooram ham not heen reconciled to any general
}“/%N' anonnts, Tn erder fo make sueh reconciliation,
aomumv n h/n h the TTealth Care Deposit Fund and the
Social Welfare Foderal o will have to he taken under
consideration,

We helieve the Ofiiee of Tlealth Carve Hevviees should
wort with ﬂ s Denartinent of Socinl Welfare in making
this veconciliation, and by detorraining dispesition of any
assetg remaininge for the diceontinued Medieal Add to the
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Aged program and Public Assistance Medical Care pro-
gram.

Section 51507 and Section 51511 of Title 22, California
Administrative Code, specify that from 5 percent to 10
percent of amounts payable to hospitals, nursing homes,
and convalescent homes shall be withheld by the fiscal
intermediaries until an audit of the cost statements is
made.

An amount of $3.1 million had been withheld from
these vendors as of June 30, 1966. Bills supporting the
amounts withheld have met the criteria for payment, and
amounts paid to the vendors are included in the financial
statements. However, the $3.1 million withheld was not
recorded as an expenditure or a liability.

Of the amount withheld, $2.1 million was paid to nurs-
ing and convaleseent homes in December 1966, but the $1
million withheld from hospitals has not been paid.

The report discussed above covers the operations of
the first four months of a very complex program. The
financial statements prepared as of June 30, 1966, arc
obviously incorrect, and accurate information is not yet
available.

We have proposed a total of nine recommendations to
date, and we believe that the Office of Health Care Serv-
ices must direct considerable attention and effort to
preparation of financial statements for the Iealth Care
Deposit Fund. The statements must show, as accurately
as possible, the financial condition and results of oper-
ations of the fund in accordance with generally accepted
accounting principles and applicable state laws.
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CHAPTER NINE

TRANSPORTATION AGEMCY-EVALUATION OF THE
INTERMAL AUDIT FILOT STUDY

For several vears we have expressed dissatisfaction
with internal audit procedures in the executive branch
of California state government. We have issued reports
and a number of reconnnendations on this subject, and
we continue to believe that mueh greater efficiency and
econoiny is possible 1 internal audit procedures are
revised and improved.

In the past, we have strongly recommended that cach
major agency of state s»mmlmnon{ be given an adequate
internal audit staff, and that this st \it be placed under
the operational control of the ageney administrator. The
pilot study discussed in this cn&pta was ustituted as a
result of our previous recommendations.

On May 20, 1965, a «tatcement of intent was adopted by
a subcommittee of the Assembly Committee on Ways and
Means, chaired by Assemblyman John Williamson. The
statement of intent, later approved by the full committee,
incorporated a proposal to make an internal audit pilot
study within an ageney of the state government.

This statement of intent formed the basis for a menio-
candum of agreement setting forth the terms and general
plans of the pilot study. The memorandum of agreement
was signed by the Auditor General; the Chief of Auwdits
])].Vlhl(,ull, Department of Finmnee: und following agree-
ment on the ageney (o be selected, “l(‘ .mhmm.\h ator of
the Transportation Ageney.

The general plan of the pum .\hul} called for the
assicnient of the same number and grades of anditors
normally nsed by Audits Divisimn, Departiment of ii-
nance, i its work withic departinent and divisions of the
Transportation Agency. This wroup of auditors (approxi-
mately 10 in number during the period involved) were
angmented by the tternal auditors from the Departiment
of Public Works, the Department of Motor Vehicles, and
the California highway Patrol. The entire group was 1o
he attached organi mhmm]!\ to the adiministrator for the
duration of the study.
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One purpose of the pilot study, as embodied in the gen-
eral plan, was to determine whether management audit-
ing could be made more effective. Another purpose was
to establish whether a single audit group directly re-
sponsible to, and under the direction of, the Ageney Ad-
ministrator would be an imaprovement over internal audit-
ing carried out by several, separate staffs working under
separate control and direction.

The pilot study commenced in early January 1966 and
terminated on December 31, 1966. In our opinion, the
results of the study have been less than satisiactory, and
certainly less than we had anticipated.

We believe that in order to provide a fair basis for
comparison, audit operations during the study period
should have been conducted as though a permanent
rather than a temporary reorganization had taken place.
The following list summarizes major limitations in this
regard:

(1) Actual transfer of personnel performing the pilot
study was not made. Personnel were only on loan
to the Transportation Agency, and were returncd
to original units at the end of the study.

(2) Personnel on loan from other units naturally re-
garded this assignment as temporary, and retained
all original allegiances.

(3) The creation of a temporary staff did not encour-
age managenient to make any wider use of the
audit activity.

(4) Due to the short duration of the study, required
development and revision of audit programs were
not attempted.

It is difficult to determine what would have heen accom-
plished during the same period of time, if the pilot study
had not been in effect. As a vesult, it is difficult to pre-
sent a clear conclusion on the value of the study. No
generally accepted basis exists for evaluating the cifee-
tiveness or value of internal audit activity other than the
use made of the activity.

The only tangible products resulting from audit effort
are the published audit reports containing findings and
recommendations for improvement. In addition, evalua-
tion is hampered because the use management makes of
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audit reports is not necessarily related to the merits of
the reports, or the audit effort which produced them.

The stated objective of internal amhhng, as expressed
by the Institute of Internal Auditors, is “‘service to man-
agemont "7 Therefore, the feasibility ot implementing the
pilot study on a permanent basis is dependent upon the
understanding and use made of the audit activity by
management.

We believe that inteinal audit activity should be re-
spousible to the higliest level of management having
specific authority over the operations subject to audit.
Under the California Agency plan, administrators have
this authority. Under the departmental plan, directors
have this authority.

IHowever, we expect management to have both the
desire and ahlhiv to utilize broad scope internal anditing
in the manner we describe i our published ““Report on
a Review of Internal Auditing Within the Mxecutive
Branch of California State Government.”

A considerable part of any internal audit activity is
the necessary repetitious examination of documents to
establish the integrity of records; the determination that
policies and procedures are belng followed; and the
verification that assets are intact.

For this type of work audit personnel need little man-
agement direction, and only if significant exceptions are
reported need management be concerned. In addition, if
audit personnel are limited to providing only these serv-
ices it follows that organizational location of the audit
staff is of little importance.

Determining that transactions are correctly reflected in
accounting records, established policies and procedures
are followed, and assets are intact can be the work of any
audit group. Departmental internal auditors, cmployees
of Audits Division, Department of Finance; or any group
of external auditors can make sueh determinations with
like efficicney. The placement of the audit group in the
()]‘lel]/(lﬁml(l] structure has no significance.

During the vear of the pilot study, internal audits
within the T dmpmiahm: Ageney continued to he lim-
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ited to the type of auditing deseribed above. However,
the following improvements were noted:

(1) Audit communication showed improvement over

prior years.

(2) Duplication of
within the Department of Public Works was elimi-
nated.

construction contract auditing

3) Audit coverage was increased.
(4) Greater emphasis was placed on the examination

of current transactions.

It may be that the improvements noted would have heen
implemented without the pilot study. This is difficult to
determine. However, the following improvements we did
anticipate were not accomplished:

(1) Increased management direction and utilization of

(2)

(3)

()

audit activity. Fach unit comprising the pilot
study continued to direct its own affairs without
any recognizable increase in management partici-
pation.

Development of written audit programs. Lack of
written audit programms continued for a substantial
part of the study period.

Emphasis on statewide subject matter audit ac-
tivities. Within the Division of Ilighways, the sub-
ject matter of audits continued to be based on the
highway district geographical location instead of
statewide activity.

A congistent method of communicating audit find-
ings. Differing methods of communicating audit
findings continued in effect.

Increased audit coverage over problem areas. Ac-
tivities requiring more extensive auditing, i.c., fed-
eral aid recovery, did not receive any additional
coverage.

We do not believe the failure to implement the im-
provements discussed above demonstrate a failing in the
pilot study. Instead, they are the natural consequence of
limiting the study to a “paper’’ transfer of employces on
a temporary basis.

In a 1962 report regarding receipt of federal reimburse-

ment for highway projects, we recommended that exami-
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nation of federal aid should be part of the regular internal
audit program. No action was taken at this tnne, and we
later repeated the recommendation in another report on
the subject of internal auditing within the Division of
Highways.

Tu our discussions with Transportation Agency and De-
partment of Public Works administrative personnel to
establish the program for the audit pilot study, there was
gencral agreement this activity should be included. Fur-
ther (hlllll“ the year of the pilot study:

(a) The problem of obtaining prompt and maximum
federal reimbursements tfor highway projects was
discussed before a joint mectmg of the Senate and
Assembly Transportation Committees, and again at
a later meeting of the Assembly Transportation
and Commerce Committee.

(h) The amount of state funds used to advance the
federal share of highway construetion costs con-
tinued to increase. As of June 30, 1966, the amount
was in excess of $100 million. (Sc haptw Three
of this Biennial Report.)

(¢) We reported on the continued failure to recover all
design costs from the federal government. Division
of Highways personnel took no action to resubmit
one $300,000 c¢laim after it was disallowed, although
officials of the U.S. Bureau of Public Roads agreed
with us that all, or a substantial part, of this
amount could he recovered. (See Chapter Three of
this Biennial Leport.)

During the pilot study year, the only internal audit
effort made on the subject of federal aid recovery was a
briet procedural study which produced no ﬁmling'x worth
communicating. The lack of any significant effort in this
regard demonstrates the absence of real managenient ¢on-
trol ad direction over the internal audit activity.

As we have stated, the work of the audit staff of the
Department of Public Works, the Department of Motor
Vehicles, and the California Ihighway Patrol continued
during the pilot study without noticeable modification. Lix
addition, for the most part the program followed by the
audit staft of the Department of Finance was developed
prior to, and without regard to, the pilot study.
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We found no evidence of increased management inter-
est. The lack of such interest indicates that management
believes the auditors are either better qualified to direct
their own activities, or that the audit activity is unim-
portant.

We continue to believe the most useful internal audit-
ing for management is broad in scope, and not limited to
repetitious verification of records. Broad scope internal
auditing can be of service in determining employee work
standards; determining the need for a given activity, docu-
ment, or report; determining alternate methods of per-
forming an activity, or establishing employee production
rates.

In addition, internal auditing can determine the ade-
quacy of equipment, space, and facilities. By the use of
broad scope internal auditing, management concerned
with the efficient and economical administration of agen-
cies, departments, or units are given an independent
method of evaluating problems.

Early in the pilot study period, we supplied adminis-
trative personnel of the Department of Public Works and
Division of Highways with a number of questions relating
to economy and efficiency. We believed the internal audit
staff could develop answers to these questions, and we
assumed that management would share our interest in this
matter.

Subsequent discussions with pilot study audit personnel
revealed that no requests had been received from adminis-
tration for any information regarding current operations
or the questions we had posed.

The primary purpose of broad scope internal auditing
is to provide management with an independent means of
obtaining information, apart from the line organization
responsible for carrying out official directives.

However, during the study period there was no require-
ment for any audit activity other than the usual audit
verifications the staff themselves chose to perform. As a
result, there was no real pilot study.

The pilot study failed to establish the value of pro-
viding top-level administrators with broad scope internal
auditing coverage, but we continue to believe this plan
affords the best basis for developing and maintaining effi-
cient and economical practices.
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The recently elected state administration has expressed
a desire to reorganize the executive hranch of govern-
ment. It is possible the present agencey structure will he
modified or revised. Therefore, we cannot make any recom-
mendations for future action at this time. Any significant
change in the agency structure will affect the proper
placement of the internal audit staff.

We will submit our recommendations on the utilization
of internal audit personnel at such time as the new organi-
zational plans are clarified and established.




CHAPTER TEN

FINANCING OF SPECIAL EDUCATION PROGRAMS
IN THE PUBLIC SCHOOLS

In accordance with the provisions of Ilouse Resolution
489 of the 1966 Legislature, the Auditor General has
studied the financing of special education programs in the
publie schools. The study included reviews of records and
procedures at the State Departinent of Education, at eight
selected school distriets, and one county superintendent’s
office.

House Resolution 489 requested that studies be made to
determine the reliability of cost data, the relative sharves
of costs borne by the state and local school districts, and
the use and disposition of funds received for special edu-
cation purposes. Our general conclusions relative to each
of these follow:

1. Excess cost reports of the eight selected school dis-
triets and the one county superintendent of schools’
office that we visited were found, with but two ex-
ceptions, to be correctly prepared.

In some instances, the state’s reimbursement is sub-

stantially below the excess costs of special education.

As education costs incerease, the distriets are bearing

a greater proportion of the fiscal burden.

3. unds received by school districts for special edu-
cation are not being used in all instances for the
particular purpose for which they were levied or
apportioned.

&

A summary of speecifie findings and onr vecommenda-
tions follow:
SUMMARY Of
FINDINGS AND RECOMMENDATIONS

1. The review of special education cost reports in sup-
port of reimbursement elaims was too limited asx to the
nuimber of districts and counties vigited to determine the
proportion of costs horne by cach district and the state on

a statewide basis,
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Recommendation

We recommend that the Department of Kducation deter-
mine the relationship of costs borne by each district
and the state, by programs, on a statewide basis and
that the department recommend adjustments in statu-
tory maximum allowances for special education pro-
grams where they appear to be justified.

2. State apportionments for special education programs
are based on a district’s prior year excess cost of conduct-
ing special education programs. In most cases, districts’
current year excess costs are more than the amount cur-
rently received from the state. Also, the state does not
share in the cost of new programs until the second year,
which burdens the district with the full first year cost of
a new program.

Recommendation

We recommend that special education apportionments be
based upon the current year costs.

3. The excess cost of educating handicapped pupils in
a district with low enrollment of such pupils exceeds
the state’s maximum allowances. If no alternate special
education program can be arranged, a special allowance
may be required to adequately support a necessary small
class in a distriet.

Recommendation

We recommend that thie Legislature consider the feasibil-
ity of granting a special allowance to school districts
for necessary small classes for special education pro-
grams where an alternate facility cannot be provided.

4. School distriet accounting records and procedures are
not designed to readily produce cost reports of special
education programs, such as the cost of educating the
blind, deaf, and multiple-handicapped children and others.
Program cost information is needed by district and state
officials, including the Legislature, when reviewing the
financing of each program.
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Recommendation
We recommend that school distriet accounting records

andd procedures be modified to provide for sepavate
gretps of accounts for recording the costs of special

education programns.

5. The Hducation Code does not provide for the alioca-
tion of indiveet salaries and wages, consisting primarily of
general administrative salavies, to special education pro-
erams. This results in the understatement of cosis of
special education prograus.

Recommendation

We recommiend that Section 17200.5 of the Hdueation
Code be amended to provide for the allocation of in-
diveet salaries and wages to special education pro-
grams.

6. Hducation Code Section 17200.5 allows districts to
charge a proration of certificated salaries and wages to
special education programs in proportion to the time
spent on speeial edueation programs ‘. . . upon substanti-
ated evidence heing presented.”” This results in the prep-
aration and transmittal of voluminous detail information
to the Department of Kducation.

Recormmendation

We recommend that the Legislature amend Seetion
17200.5 of the Hdueation Code to read ‘. . . upon sub-
stantiated evidence or documentation being readily
available for audit in the school distriet.”

7. School distriets ave allowed to levy permissive {ax
overrides for cevtain, but not all, statutory mandated
special education programs atnd eertain programs wiieh
are not mandated. The amounts of permissive tax over-
rides have been incorrectly determined because revenues
and costs ot related programs have not been accurately
reported, Becavnse of this, millions of dollars have been
collected by schocl districts for restricted purposes and
used for other educational purposes.

R STt
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Recommendation

We recommend that the policy regarding the use of per-
missive tax overrides and the methods of determining
the amounts of such overrides be reviewed.

8. Information in school district budget documents,
which are reported in the analyses section of General
Fund taxes subject to tax rate limits, does not provide for
the reporting of adjustments in restricted balances which
may occur between years. The reconciliation of balances
between years is necessary for control purposes.

Recommendation

We recommend that school district budget documents be
revised to disclose adjustments in restricted balances
that may occur between years.

9. Section 18351.1 of the Education Code requires that
the Department of Education be notified and approve all
line item budget changes within an activity or program
in the county school service fund budgets. Since all
changes are approved, these requirements result in un-
necessary work with no improvement in control.

Recommendation

We recommend that control by the Department of Edueca-
tion over amounts budgeted be limited to a review of
the overall activity or program of the county school
service funds.

COMMENTS

The Auditor General’s study of special education in
California included a rather detailed review of existing
legislation, special studies and reports made by other com-
mittees of the Assembly and Senate, including a recent
report to the Assembly Subcommittee on School Efficiency
and Economy concerned with school budgeting and ac-
counting, and various reports on file at the Department of
Education, and personal visits to selected school districts
throughout the state, including one county superintendent
of schools’ office. Selection of school districts was made to
include large, small, wealthy, and impoverished distriets
located within different geographical sections of the state.

Detailed comments relative to our general conclusions
follow:
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Excess Cost Reports Reasonably Correct

Congidering the complexity of special education excess
cost report forms and the fact that the accounting records
are not designed to account for costs on a program or ac-
tivity basis, we were favorably impressed with the effort
expended by district personnel in seeing that the reports
were correctly stated.

In our review of the cight school distriets visited, two
exceptions were noted, one resulting in an apparent over-
statement of expenditures and the other in an understate-
ment of expenditures. In the former, the school district
was applying a weighted ADA factor in prorating certain
indirect costs to special education. The use of weighted
formulas, unless universally adopted, distorts compari-
sons of costs hetween districts and can result in incorrect
conclusions as to the adequacy of state reimbursements if
used in statewide studies.

Expenditures were understated in one district due to
the distriet elaiming reimbursement based only upon di-
rect salaries and wages applicable to the special educat-
tion programs. Obviously, other costs were incurred, the
allocation of which is adequately explained in the school
accounting manual. We estimate that an additional $10,-
000 to $12,000 could he claimed by this distriet if it filed
an amended excess cost report.

Othierwise, costs veported by school districts were found
to be reliable and, in our opinion, usable as guidelines or
bases for ascertaining the adequacy of reimbursement
maximums set forth in the Education Code. We were in-
formally advised that many districts understate their
costs due to distriets “‘cutting short” their analyses of
expenditures when they know they have exceeded maxi-
mum allowances. We found no evidence to support this
statement.

Seetion 17200.5 of the Education Code, cffective with
the 1965-66 fiscal vear, has limited to a large degree the
methods wherehy costs are to he allocated. We are strongly
in favor of thix legisiation in that it provides for hoth
sitnplicity and uniformity in accounting for costs; how-
ever, we have recommended certain technical echanges as
set forth in a later gection of this report.
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State and District Share of Costs of Special Education

Since the number of distriets visited by the Auditor
General’s staff represented only a small number of the
total distriets in the state, we are unable to advise the
Legislature of the relative shares of special education
costs borne by the state and the districts on a statewide
basis.

We have, however, prepared a tabulation of the excess
costs per unit of ADA and percentages of excess costs
applicable to those districts visited as shown in Sched-
ule A.

This tabulation shows that high unit costs are incurred
in the physically handicapped program, a major share of
which is paid from district funds. The physically handi-
capped program costs are subdivided into subgroupings
depending upon instruction methods, namely special class,
remedial, individual instruction, ete.; costs by subgroup-
ings are not shown in Schedule A.

Costs within the subgroupings vary substantially, (in-
dividual instruetion, for example, may cost as high as
$4,000 per unit of ADA, whereas special physical educa-
tion classes may be as low as $5563 per unit of ADA);
however, the state’s reimbursement is based upon the
average unit cost of educating all physically handicapped;
unit costs of educating the physically handicapped shown
in Schedule A are a composite of all the subgroupings.

Costs of educating the educationally handicapped can
also very substantially. Costs of the learning disability
group varies from a high of $4,543 per unit of ADA to a
low of $583. Districts are reimbursed for costs reported
for each subgroup of the eduecationally handicapped,
rather than on a composite average cost of the subgroup-
ings as is done with the physically handicapped.

It is our understanding that legislation will be intro-
duced during the 1967 regular session reclassifying and
regrouping certain of these classes to more equitably re-
imburse districts for costs incurred.

Taking into consideration only those districts visited,
there appears to he a need for some adjustment in the
state’s reimbursement maximums applicable to the physi-
cally handicapped. The educationally handicapped pro-
gram, a relatively new program, also shows that a sub-
stantial share of the cost is being horne by the distriets.
We believe that maximums should remain the same until
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more cost information is available on the educationally
handicapped programs.

Levying and Accounting for Permissive Tux Overrides

The review of school distriet records disclosed one in-
stance v which the distriet prepared an incomplete report
to the county superintendent of schools, resulting in the
expenditure of $39,000 of special purpose tax revenue for
the education of nongpecial education pupils. These reve-
nues should have been accounted for as restricted funds
and resevved excelusively for the education of mentally re-
tarded pupils.

All districts visited that levied permissive tax overrides
for the education of the mentally retarded and the educa-
tionally handicapped incorrectly reported reveuue and
costs, resulting in the collection of millions of dollars of
tax meney contrary to our interpretation of the statutes.

Kducation persountiel, in our discussions with them, gen-
erally agreed with our findings. For additional comments
and an Hiustration of the district’ reporting methods, see
our comments on tax override levies under Findings and
Recommendations which follow.

Detailed comments on our {indings and recommenda-
tions follow:

FINDINGS AND RECOMMENDATIONS
1. Relative Share of Fiscal Burden—Siofe and Leocul Effort

As indicated in this report, the review was too Hmited
to determine the adequacy of the state’s reimbursements
to school distriets for the education of the special chill
We have concluded that excess cost reports prepaved by
sehool distriets are reasonably correct. Copies of all dis-
trict eteess cost reports are on file with the Superintend-
ent of Publie Tnstruction.

The districts’ reports can, in our opinion, be used as a
hasis to determine thie sharve of state and local financial
effort in the education of the special ehild. From an analy-
siv of distriet exeegs cost reports, the Department of Kd-
neation ean ascertain those special edueation programs in
which actual costs are at vaviance with statutory reim-
bursement maximiung, and make appropriate recommen-
dations to the Legislature for changes in statutory allow-
ances.
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Relative shares of fiscal burden might more simply be
estimated by using the statewide average of direct teacher
cost per unit of ADA as a basis. To illustrate, assume that
the statewide averages for a particular special education
program are:

Direct classroom teacher cost, including retirement

OASDI, health and welfare, ete. —__________________ $8,400
Overhead costs (reasonable percentage of direct
costs, e.g., 20 pereent) _________________ __________ 1,680
Total estimated ecosts _________ 10,080
Foundation program per standard ADAof 10 _____ 2,500
Excess of estimated cost over foundation program _______ $7,580
Excess cost per unit of ADA $758
Current statutory maximum allowance _________________ 670
Distriet share of excess cost . %88

It is assumed that the Department of Kducation will
establish ADA standards for each special education pro-
gram. We believe that computations similar to the above
can be made by grade levels within subclassifications of
the major program, if desired.

Recommendation

We recommend that the Department of Kducation deter-
mine the relationship of costs borne by the districts
and by the state, by programs, on a statewide basis,
and that the department recommend adjustments in
statutory maximum allowances for special education
programs where they appear to be justified.

2. State Apportionment—Amounts and Methods of Payment

Districts and counties receive funds from the state for
the excess costs per ADA of maintaining a special educa-
tion program on a reimbursement basis limited to speci-
fied maximums as set forth in the Hducation Code. In
determining the amount to be reimbursed, the state re-
quires that districts file, annually, excess expense reports
which show ADA by grade level and program and costs in-
curred, segregated hy major classification of expense, pro-
gram, and subeclass within program. The reports are com-
plex, require a great deal of analysis of district accounting
records by local district personnel, and consume many
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hours of departmental personnel time in audit and review
prior to processing for payment.

Under the present system the amount of apportionment
is not determined or disbursed until during the year fol-
lowing the year in which the costs are incurred. The state
does not finance its share of the cost of new programs
until the second year, which burdens the district with the
full first year cost of new programs.

An apportionment based upon a fixed allowance per unit
of current year’s ADA would simplify the method of de-
termining the amount of the apportionment and provide
for enrrent financing of current costs of special education
programs.

Recommendation

We recommend that special education apportionments he
based upon the current year costs.

3. Smali Class Allowances

Situations occur in which special classes must, for rea-
sons of geography or locale, he maintained by certain dis-
triets in which the number of special education students
are few. In situations of this kind, costs borne by a school
district will be substantially in execess of the state’s al-
lowances for the particular program. Under present law,
the total apportionment received by a distriet is depend-
ent upon the actual ADA for the particular program.

When it is not economically feasible for a district to
conduct gpecial education classes hecause of low enroll-
ment, and no alternate facility is available, such as
through contracting with another distriet, with county
superintendents, or with private schools, a special allow-
ance of state funds may be needed to adequately support
a necessary smail elass in a distriet.

Recommendation

We recommend that the Legislature congider the feasibil-
ity of granting a special allowance to school distriets
for necessar v small elasses for special edueation pro-
erams where an alternate facility cannot be provided.

4. The Findf Report of the Citizens’ Advisory Cominittee on School
Budgeting and Accounting

This report recommends many changes in school dis-
trict accounting records, procedures, and reports. We gen-
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erally agree with all of the committee’s recommendations,
particularly recommendations calling for program budget-
ing and cost accounting. There is little doubt that ac-
counting for costs by activities and programs is vital to
the effective management of school finances.

Under the present system, costs of special programs are
determined from analysis of numerous expense accounts
which require a great deal of documentation and support-
ing work papers. The accounts as preseribed in the ac-
counting manual are not properly segregated and classi-
fied to permit recording of expenses in an expense account
within a special program category.

In accordance with the school accounting manual, pupil
transportation expenses are included in the eurrent ex-
pense of education group of accounts. In our opinion, it
is difficult to compare the current expense of education by
school districts because of the inclusion in this category
of expense the costs of transportation which vary greatly
among school districts. Classifying pupil transportation
expenses within a noncurrent expense of education cate-
gory would result in more meaningful total current ex-
penses of education and expenses per unit of ADA.

Recommendation

We recommend that school digtricts’ accounting records
be modified to provide for separate groups of aceotmts
to record the costs of the several special education
programs as well as the regular education program,
and that the Department of BEduecation study and de-
velop guidelines by which this can be done econom-
ically and systematically throughout the state.

We recommend that pupil transportation be clagsified as
an expense of operating a school district separate
from current expenses of education.

5. Allocation of Indirect Salaries and Wages

Eduecation Code Seetion 17200.5 specifies the methods of
prorating salaries and wages applicable to special edu-
cation programs. General administrative services are uti-
lized in the operation of special education programs, hut
the code does not provide for the allocation of these in-
direet costs to special education programs, which results
in the understatement of the costs of special education
programs.
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Recommendation

We recommend that Seetion 17200.5 of the Education Code
be amended to provide for the allocation of indirect
salaries and wages to special education programs.

6. Part-Time Certificated Salaries

Education Code Section 17200.5 permits districts to in-
clude in their computations of the expenses of special
education programs a portion of direct salaries of person-
nel whose duties are divided among several programs. The
code specifies that salarics charged must be on a “‘time
spent’” basis and only upon ‘‘substantiated evidence being
presented.”’

It is necessary that distriets develop the detailed in-
formation for program accounting purposes and current
reporting requirements; however, the requirement that
detailed evidence be ‘“‘presented’ to the Department of
Kducation creates undue burdens upon both the district
and departmental personnel. One district submitted a for-
mal report to the Department of Kducation consisting of
102 pages of payroll data which was of little value to the
department.

Recommendation

We recommend that the Legislature amend Section
17200.5 of the Hducation Coede to read ‘. . . upon
substantiated evidence or documentation being readily
available for awdit in the school digtriet.”

7. Permissive Tax Overrides

School districts are permitted to levy overrides for the
financing of certain special education programs. The cd-
ucation of the mentally retarded and the physically handi-
capped are statutory-mandated programs. A permissive
tax override is permitted for the education of the men-
tally retarded but not for the education of the physically
handicapped. Also, a tax override is provided for the
educationally handicapped, which 1s not a mandated pro-
gram.

Education Code Section 6913.1 (mentally retarded) and
Section 20807 (eduecationatly handicapped) permit the
levy of the tax overrides; budget forms designed by the
Department of Hdueation m(lude schedules Whereby dis-
{ricts compute future year’s tax revenue requirements for
which the county board of supervisors levy the tax.
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All distriets included in the study that levied permissive
tax overrides for the education of the mentally retarded
and the educationally handicapped incorrectly reported
revenue and costs, resulting in the collection of millions
of dollars of tax money for restricted purposes which was
used for other educational purposes.

Districts are excluding general purpose tax receipts ap-
plicable to special education pupils in their computation
of permissive tax override requirements. It is our under-
standing that each child, whether handicapped or not, is
entitled to a proration of the general purpose tax levy.
By excluding a proration of general purpose taxes, school
districts overstate the excess of expenditures over total
revenue of special education, increasing the amount that
will be raised from a permissive tax rate levied by the
county board of supervisors.

It is generally agreed by education personnel that per-
missive tax overrides are intended by the Legislature to
recover for school districts the excess of costs incurred in
special education programs over the state’s reimburse-
ment for those programs and the amount available from
other sources of district revenues.

The following illustrates the differences in computa-
tions using actual totals reported by a large sample school
district and revised computations based upon our under-
standing of the legislation.

Reported Revised
by district  computation
(In thousands of dollars)

Restricted balance, July 1, 1964____________ $90 $90
Tax receipts —_____________________ _____ 645 645
State and federal apportionments __________ 816 560
Other designated income — 45 22
Restricted balance plus income ____________ 1,596 1,317
Actual expense __________________________ 1,485 545
Restricted balance, June 30, 19656 _______ 111 772
Estimated tax receipts on unsecured roll ____ 95 95
Estimated state and federal apportionments_ 835 532
Other estimated income ___ 45 23
Restricted balance plus income ____________ 1,086 1,422
Amount budgeted for expenditure

and transfer _________ _______ _______ 1,600 650
Surplus (defieit) - _____ $(514) $772
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The above statement shows that the sample distriet re-
ported that a deficit of $514 000 was expected iu special
educational prograing requiring the levy of a permissive
tax override. Our recomputation of the funds available for
these special educational programs, as we interpret the
applicable legislation, shows a projected surplus of $772,-
000, o difference of $£1,286,000 from the deficit projected
by the school distriet.

The revised computations show only those totals repre-
senting excess expenses and state apportionments made
exclusively for this purpose. If, as shown, the resources
available for these excess costs exceed the excess ex-
penses, there ix no need for a special tax levy.

Recommendation

We recommiend that the policy regarding the use of over-
rides and the method of determining the amount of
such overrides be reviewed.

8. Forims Revision-—-Permissive Tax Override Levies

In the illustration shown in the preceding commments,
the hudget form as veproduced does not provide a separate
Iine entry to account for adjustments which may oceur in
the J(«h icted balanee hetween the date that a particular
vear's hudget is preparved, distriets books are closed, and
the next vear’s hadget document is due. Major adjust-
ments can and do oceur. An additional line entry in the
form showing adjustiments to the preceding year’s re-
ported halances can provide a means whereby ending rve-
stricted halances of one year can be identificd for control
purposes with adjusted beginning restricted balances in
the following year.

Recommendation
We recommend that sehool distriet hudget documents ac-
counting for permissive tax overvide levies be revised
to dirclose adjustments, if any, in restricted balances
cccnrrine hebween vears.

9. Budgetary Confroi by Line ftems

Seetion 103511 of the Iduecation Code requires that
unepeided balances of an approved hudget of a county
el rvice fund he eontrolled by line items in each
activity or prograim. It further requires that amounts ex-




108 JOINT LEGISLATIVE AUDIT COMMITTEE

pended in excess of the approved budget be withheld from
the allowances made in the next succeeding fiscal year.
Preparation, review, approval, and posting of budget
changes consume many hours of personnel time at the
county and state levels; many of the documents merely
transfer small amounts between line items within the
same overall program.

Recommendation

We recommend that control by the Department of Kdu-
cation over county school service fund budgets be
limited to review of the overall activity or program

instead of line items.
Schedule A

Summary of Special Education Program Excess Costs
of Selected School Districts
For the Year Ended June 30, 1965

State’s share District’s share Total
Cost % of Cost % of excess
Program per ADA total per ADA  ftotal cost
Physically handicapped
School distriet
A $927 72% $361 28% $1,288
B 918 73 333 27 1,251
cr _______ 910 66 462 34 1,372
p* ______ 910 52 827 48 1,737
2 ___ 720 100 - - 720
r 967 53 865 47 1,832
G 912 68 420 32 1,332
H_ . 910 95 52 5 962
County superintendent
of schools:
Elementary ____.____ 658 100 - - 658
Secondary __________ 675 100 - - 675

! Total costs overstated in relation to other districts due to application of weighted
ADA factors.
2 Reported direct salary costs of instruetion only.

Educable mentally retarded

School district
A 375 84 72 16 447
B 375 85 64 15 439
C 375 67 181 33 556
D ____ . .. 87 77 113 23 488
E 68 100 - - 68
¥ ____ . 875 66 191 34 566
G 299 100 — — 299
H___ 375 97 13 3 388

County superintendent
of schools—elementary 375 55 307 45 682

Program

Traimable ment
School distric

Jounty supes
of schools

Educationally
Special day
School distri

Learning disab
School distri

County supe
of schools
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A
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State’s share

District’s share

Cost
Progrom per ADA
Traimable mentally velarded

Sechool district

A %670

B 670

G 670

mw - 670

County superintendent
of schools—clementary 595

Lducationally handicapped
Speeial day classes
Sehool distriet

Ao 290
B 910
G o 910
m_ .. 910

Learning disability groups
School distriet

A ~ 715
B 910
G e 910

County superintendent
of schools—clementary 585
Home and hospital inslruction
School distriet

A 650
B 910
oo 910
G 910

Coumty superintendent
o schools—elementary 150

Transportation—-certain
handicapped pupils

elool distriet

A . 455
B . S 305
¢ _ 475
ro 475
(€ -4
H - o420

County superintendent
of schools—eclemeitary 358

% of
total

94,
76
94

QU
M8

160

100
96
85

52

100
20
57

100

100
47
94

by

100

100
100
73
81
100
100

Cost
per ADA

440
209
46
91

37
165
849

3,633
700

1.012
62
690

176
113

% of
fotal

6%

24
G

12

15
48

30
43

97

-y

19

109

Total
excess

cost

$710
879
716
2l

595

—
G v
U =1 = ©
Toad

715
4,543
1,610

h83

650
1,992
972
1,600

150

450
305
651
588
421
49




CHAPTER ELEVEN

FINAL NOTES

ACCOUNT RECEIVABLE FROM DEL NORTE COUNTY

The Auditor General’s review of the School Land Fund
for the year ending June 30, 1965, revealed that Del Norte
County owed the fund a total of $350,600 as of the end of
that fiscal year.

This figure vepresents the balance due of amounts allo-
cated to the county by the State Allocations Board from
funds appropriated under Item 398.6 of the 1962 Budget
Act, plus unpaid interest of $1,984. The appropriation pro-
vided $350,000 for constiuction of jails.

The act provides that:

“If funds are aliocated to a county under this item, the
Controller shall transfer to the State School Land Fund
cach payment due to the county under Section 25761 of the

Jusiness and Profesgions Code, until there has been de-
ducted from such payments an amount cqual to the
amount allocated to the county under this item, together
with interest at a rate not to exceed 35 percent apnually.”

Pavments due to a county under Scetion 25761 of the
Business and Professions Code relate to the distributive
share of liguor leense fees,

T the case of Del Norte County, the distributive shave
has amounted to $10,208; $9,055; $11,162; $11,226; and
$11,165 for the five fiscal years preceding our report.

These imounts are not sufficient to pay interest charges
at 3 pereent, and alzo to make vepaymients on the prinei-
pal. Annmual interest on the principal balance of $348,616
amounts to $12,201.56.

In ity rezolntion allocating the funds to Del Norte
County, the Htate Allocations Board provided that “‘the
alfocation made herein shall be repaid in accordance with
the provisions of the act, or in sueh manner as may he
proviced by future legislative action.”’

Honppenrs that andess the Leginlature provides for
sote adiditional method  of repavment by Del Norvte
Connty, thix foan will not he repaid.

{111)




112

JOINT LEGISLATIVE AUDIT COMMITTERE

STATE SCHOOL FUND (OVERPAYMENTS TO SCHOOL DISTRICTS)

‘While in process of auditing the State School Fund for
the year ending June 30, 1966, the Auditor General’s staff
found that errors in computing apportionments resulted
in overpayments to the following school distriets:

School district

Amount

San Diego Unified . $253,470
Sacramento City Unified . 12,000
Coronado Unmified _____ ___ _ __________________ 12,000
Lompoc Unified - 9,000
Davis Joint Unified 4,000
EBureka . 3,500
Folsom Joint Unified . _____ 3,500
Total . $297,470

The junior high school summer school ADA was not
excluded in computing the adjusted ADA for the second
principal apportionment to the above districts, thus cre-
ating the error.

An error was made also in computation of ADA for the
San Francisco Unified School District, but this did not
result in an overpayment. San Francisco Unified qualifies
only for basic aid, and is eliminated from the second prin-
cipal apportionment.

ADA computations for all larger school districts that
conduct junior high school summer classes were examined,

and we made the following recommendations to the Bu-
reau of School Apportionment:

(1) Recompute the second principal apportionments
for the school districts named above, and notify the
State Controller to withhold the overpayments
from subsequent apportionments.

(2) Review ADA computation for school districts con-
ducting junior high school summer classes that were
not examined by the auditors, and make adjust-
ments as recommended under No. 1 above.

(3) Review the computation of ADA used in the deriva-

tion of the State School Fund for the 1966-67 fisecal
year.

During the course of the examination the Auditor Gen-
eral’s Staff reviewed the controls over data-processing in-
put and found a number of errors requiring correction. We

have brought this information to the attention of appro-
priate personnel.
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DEPARTMENT COF SOCIAL WRLENADE FUMD ACCOURTS

In connection Wlﬂ} fhe andit of the General Fund of
the State of California for the year ending June 50, 1966,
the Auditor General made an exammination of the G ovnmi
Tund accounts administered by the Department of Social
Welfare for that year.

Durine the evamination the matters discussed in the
following paragrapbs were noted.

Medical Assistance Advoances to Counfies

The June 30, 1966, finaneial statements as oricinally
submitted to the State Controller showed $7.5 million in
advances to counties for medieal assistance purposes.
HHowever, effeetive Mareh 1, 1966, the counties were in-
stracted to file their medical assistance expenditure re-
ports with the Tealth Care Deposit Fund.

The effect of this, is that while advances were made out
of the General Fund, elaims for reduecing the advances
were filed with the Tiealth Care Deposit Fund.

Adjusted journal entries for statement purposes, which
reduced advances and inercased (‘\p(‘?‘dltlll“@n, were given
to the State Controller for inclusion in his 1965-66 fiscal
vear annual report. TTowever, the entries fo show these ad-
]11‘§f111(‘11f§ have not heen made in the accounting records.

We have recommended that entries be made in the Gen-
eral T'und records of the Denartment of Social Welfare to
state correctly the advances and expenditures as of June
30, 1966, Also, that formal entvies he given to the State
Contraller so he mav eorreet his acconnting records.

Reimbursements
Approximately 200,000 of mﬂmai assistance program
osts were nob elaimed from the Social Welfare Federal

FHHJ%. Most of this amonmt bad ‘mf\n computed in the cost-

ing process, and was stated separately in the cost sum-

maries.

Representatives of the Deparviment of Social Welfare
informed us that thiz amovnt had heen overlocked. How-
ever, it had U not been elaimed when the Aunditor Goen-
eral’s hn“"{" complotod theiv evamination of the acconnts
of the denariment for the vear ending June 30, 1966,

Wo have recommended that a elaim bhe submitted for
reimbursement of medical ansistance program costs in-
curred duyinge the 1965 6() fgeal vear, but net vet elaimed
frony fhe Social Welfave Fedeval Fund.
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Accounts Receivable—Stipends

Welfare employees, state or county, may be granted
stipends in order to further their education. When recipi-
ents do not fulfill the contractual arrangement, they are
required to pay back amounts received. Receivables, fully
reserved, are established when it is determined that sti-
pend recipients must make restitution.

In the review of these receivables the following dis-
crepancies were noted:

(1) Some receivables amounting to approximately $10,-
000, or about 20 percent of the total involved, were
not recorded.

(2) The number of delinquent accounts is extremely
high.

(3) The followup by the department on delinquent ac-
counts is extremely poor.

We have recommended that the department analyze
the stipends receivable account, and maintain it on a cur-
rent basis. We have recommended also that the depart-
ment improve its followup procedures in collecting
amounts due to the state.

Federal Share of Costs

The Social Security Amendments of 1965 gave states
with approved medical assistance programs the option of
shifting to a straight 50-50 sharing relationship with the
federal government.

The State of California has elected the 50-50 sharing
basis for the period January 1 to June 30, 1966. However,
the effect of this election was not included in the June 30,
1966 financial statements.

The Department has made calculations which show the
effect of the new sharing basis on the federal government
and the state for categorical aid expenditures between
January 1 and June 30, 1966. However, no comparable
calculation has been made for the medical expenditures
during the same period.

Based on the department’s categorical aid caleulations
and on an approximation of the revised medical cost shar-
ing basis, we estimate that expenditures for the vear end-
ing June 30, 1966 arc overstated by $2 millioxn.
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We have recommended that the department complete its
calculation and determine the actual amount gained by
the state as a result of the H0-50 sharing election.

Limitation on Expenditures

Section 8 of Chapter 4, Statutes of 1965 (Second Ex-
traordinary Session) established a linitation on the state’s
obligation for all phases of public assistance during the
196566 fiscal year.

Representatives of the departinent have informed us
that figures were not accumulated to determine whether
Section 8 had been complied with., We have recommended
that the departinent malke the requirved computations.

DEPARTMENT OF REHABILITATION—GENERAL FUND ACCOUNTS

As part of the examination of the financial statements
of the General Fund of the State of California for the year
ending June 30, 1966, the Aunditor Gieneral has examined
the General Fund accounts maintained by the Department
of Rehabilitation for that year.

The review disclosed a number of deficiencies in ae-
counting records and procedures. These deficiencies were
discussed with ageney personnel during the course of the
audit.

Unclaimed Federal Funds

The department did not claim approximately $130,000
of federal funds it was entitled to for expenditures, under
cooperative programs, with other departments and local
school distriets.

Under the agreements, these other departments and
school districts certify to the Departiment of Rehabilita-
tion the expenditures made for vocational rehabilitation
which are eligible for federal reimbursement.

Certifications of $620,000 were submitted to the depart-
ment during the year, but the departiment nsed only $411,-
000 of this amount in elaiming federal reimbursement.
Based on the federal participation rate of 62.9 percent,
the state could have recovered an additional sum in ex-
coss of 130,000 it the total amnount of certifications had
been elaimed.

Adminstrative  employvees informed us  they  were
claiming only those amounts =efficient to reimburse the
department for its own expenditures. We have not seen
any definite statement that amounts recoverable from
the federal govermment are to be so himited,
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In the section under method of financing, the coopera-
tive apreement hetween the Department of Rehabilitation
and the Departreent of hental Hygiene for a voeational
rehabilitation program at DeWitt State Hospital states:

““Hince this Voeational Rehabilitation Program will be
an integral part of the service program of the Depart-
ment of Rehabilitation and will operate under its diree-
ton (as provided in the cooperative agreement), the Pro-
gram will be finaiiced in the same manner as are the other
funetions of the Department, namely, through the use of
Federal and State matching funds as required under Sec-
tion 2 of Public Law 565 of the Federal Voecational Re-
habilitation Aet, and as provided in the California State
Plan for Vocational Rehabilitation.”

It all expenditures are made by the Department of
Rehabilitation, and if these cooperative programs are an
integral part of the department’s serviece program we
believe that the expenditures should be reported to the
federal government. We have seen no evidence that the
federal government would rejeet such additional ¢laims.

As another reason for not claiming full expenditures,
department personnel have stated they are waiting for
federal audits to be made. We believe the department
should make provisions to verify the accuracy and authen-
ticity of expenditures reported by cooperating agencies,
and discuss questions of allowahility with federal admnin-
istrators without waiting for federal audit.

Sinee the 1963-64 fiscal yvear, the department has heen
claiming 50 percent of the cost of field rehabilitation
services from the federal governminent. The federal gov-
ernmient took exception to the 1963-64 charge on the
basis that the charge should have been ouly 15 percent.

In reply to the federal government, the department
stated that 1964-65 nud 1965-66 pereentages were main-
tained at 50 percent, althouxh the actual percentages for
those years were 58 percent and 76 percent.

We have seen calenlations only in support of the 1965-
66 percentage. Howerer, if the department’s figures are
correct and the federai coverniment’s percentage for
1963-64 is accepted, the department has underclaimed
approximately $36,000 in federal reimbursements.
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Adminisirative Pro Rata Charges

The State of California has o oo
approximately qia{? Heu [ P cverniaent for pro
rata adiniiis mm\n avges e ﬁiw.uw‘ii's nent of Rehahili-
tation and the Depavitinent of idneation chavoed this
amount to the '*-elcml covornmient an costs of vehabilita-
tion progras during {he period Jduly 1, 19034—dane S,
1966

: - G o e . el v
Federal auvditors have taken exeeption to these chay GO,

[

tingent dability of

hut the state has pol vetuerned the ainonnts involved to
the federal govermmment, The disavrecnient is of long
standing, and evidently affects other states as well as

Jalifornia.

We understand the matter is vnder disensgion he-
tween officialy of the ‘T.S. lemﬁucm of Tiealth, Jlduea-
tion, and Welfare and oficinly of the various states, I 2
decigion favorable to the federal ;L»_,(wonnnﬂﬂt s mmio,
the State of California may have to refnnd the maximomm
amount.

An opposite sitnation exists {for the peviod July 1,
1942-June 30, 1951, At this time, pro voia charges were
disallowed by federal anditors, ail were not collected
from the federal governnent. These vepresent contingent
amomnts due from the federal covernment, and coual
$70,000 to $80,000.
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Disallowed Rent—Office Space

Office space in the San Francisco State Office Building
is provided free of charge to General Fund agencies. The
Department of Rehabilitation did not have actual billings
to claim, and for federal participation purposes claimed
an amount based on normal state office rental charges
for the space it occupies in the building. For the period
July 1, 1963, to June 30, 1966, the federal share claimed
was $31,983. The federal government has taken exception
to this charge.

We have recommended that the department apply for
a retroactive amendment to the state plan. This should
provide for costs of service and maintenance in licu of
rent. The necessary cost data can be supplied by the
Department of General Services to support charges for
office space, and these should overcome the objections of
federal auditors.

Accounting Procedures and Internal Control

During the examination weaknesses in internal con-
trols and accounting procedures were noted. Improvement
is needed in the area of equipment acecounting, control of
trainee equipment, payroll records and procedures, ex-
penditure accounting and procedures, and accounting rec-
ord correction procedures.

We have made a number of recommendations to the
department on these subjects, and we believe prompt
correction is required.

SAN QUENTIN STATE PRISON—GENERAL FUND AND
INMATE TRUST FUND ACCCUNTS

In connection with the Auditor General’s examination
of the General Fund of the State of California for the
vear ending June 30, 1965, a review was made of General
Fund accounts and Inmate Trust Fund accounts admin-
istered by the State Prison at San Quentin.

During this review, the Auditor General’s staff found a
number of instances of careless work indicating either a
basie lack of knowledge or lack of interest on the part
of clerical and supervisory personnel in the accounting
office.

‘While the errors resulting from the careless work are
not of major importance in dollars, we believe it is im-
portant to determine and correct the causes.
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General Fund

The Anditor General’s staff found that bank reconcilia-
tions, which shonld account for differences between the
state Controller’s halances of cash on deposit, and those
recorded by the ageney, do not aceount for all such differ-
enees.

Instead, during the last several months of fiscal year
1965 the agency reconciled the State Controller’s bal-
ances to amounts different from the agency’s recorded
cash balances. No explanation was given for using these
unidentified balances.

The ageney had cash on hand amounting to $41.01. This
amount was unrccorded, hecause the agency could not
determine its composition. Additionally, a revolving fund
cheek for $57.38 was issued in March 1964 to an inmate
heine released. However, the inmate was not released and
the check was not redeposited in the revolving fund.
Instead, the check was deposited in the cash state ac-
count with no adjustiment being made.

In 1963, an advance of £4,000 to the Architecture Re-
volving Iund for an equipment addition was later re-
duced by $255.99 with a State Controller’s transfer clos-
ing the completed work order.

ITowever, the agency did mnot close the remaining
$3,74£.01 advance and capitalize the equipment addition
in spite of the statement on the traunsfer notice that the
work order was being closed.

Two other advances to the Architecture Revolving
Pund were elosed carly in 1965, but the related improve-
ments were not capitalized until later in the year. An
advance of $242535 was closed in May 1965, but not
capitalized until August 1965, Another advance of $19,136
was closed in January 1965, but not capitalized until
October 1965.

We believe it is desirable to capitalize improvements
concurrently with the closing of related advances to the
Architecture Revolving Ifund. This prevents overlooking
the proper recording of nnprovements.

In June 1965, the property additions were recorded as
§8,269 hut this figure was actnally the total of credits to
he made to the account for the month. The additions
amounted to 17,921, and the error was not detected be-
cause the general Tedger control account was not checked
with the detail property records.
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The cost of building a chapel, $210,275, was not ecapital-
ized, although the Division of Architecture had notified
the agency of its completion in August 1963. Audits Divi-
sion of the Department of Finance notified the agency of
the oversight in February 1965, and the chapel was then
capitalized at $208,675, or $1,600 less than it should have
been.

The property clerk performs several duties in connec-
tion with the disposition of property items which are not
compatible with his other duties. At times he alone (1)
mspeects items to be disposed of to determine whether
they are of further use, (2) solicits bids from prospective
purchasers, (3) awards the items to specific bidders, (4)
collects the proceeds of the sales, and (5) signs the dis-
position certificates deseribing the action taken.

In our opinion, these duties should be assigned to other
employees to provide hetter control over disposition of
property items.

After July 1964, no cash was received from the sale of
food garbage for almost a year and a half. Following an
investigation which we suggested, the scavenger paid
$2,795 for garbage collected between July 1964 and
December 1965. However, the agency does not know the
quantity of garbage it sclls each day or the price it is to
receive per ton. Instead, it accepts the scavenger’s com-
putations.

inmate Trust Fund : T

Reconciliations of the hank account have not generally
taken into consideration the halanece in the general ledger
account, as described in preceding comments on the (Gen-
eral und.

In the accouuts payable control account (a) some of
the individual balances represented combined amounts
for which no detail could he located, and (b) certain in-
voices were paid with discounts deducted, and charged
to accounts payable in the net amounts. This left small
credit balances outstanding.

The wuncleared ecolleetions account had some small
errors which have remained uneleared for several months.
While the control account for inmate deposits did not
agree with the detail accounts.

At June 30, 1965, the combined errors were small in
amount, but they totaled £2,406 as of December 31, 1965.
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We recommend that the auality of aecounting work
being done at the ageney he l'm*io“'vd and improved by
1‘(‘%1)()11%1])16 supervisory personnel. The Departent of
Corrections has fnforned us rece: uly that procedures and
practices have been improved, and records are niore ¢on-
plete and aceurate than at the tinie of this audit.

CALIFORNIA MEDICAL FATILNYY AT VACTAVILLE-GEMERAL
FUND AMD TRUST ACCCUNTS

In connection with the Auditor General’s examination
of the General Wund of the State of California for the
yvear ending June 30, 196D, an (‘\.hnlhdﬁ.@]l was made of
the General Fuond and trust aceounts administercd by
the California Medical Facility at Vacavilie.

During the examination, a number of deliciencies in
account procedures were observed.

General Fund

During the 1964-65 fiscal year, several docunients
showing transfers of funds and other adjustments re-
ceived from the State Controller’s office had not been
recorded, or had been recorded incorreetly, by the insti-
tution.

These errors resuliced ina difference of $10,045 hetween
prior year approwmi on adjustments vecovded by the
institution, and thore e yrted by the Htate Controller,

The balance of #2630 11 the veserve for nnelearved enl-
lections acconnt at dune 20, 1965 included uneleaved re-
ceipts dating back to 1961, No procedurve to follow up
on receipts which eannot bhe cvedited promptly to the
proper accounts was in effect.

Included 1n the accounts rece dvable balanee at Jane 30,
1965, was an vneellecied b cof &O.072 from the pre-
ceding fiscal year. Thix i favie represeited the m,xi «:‘ai:’
furnishing two guards Tov inmater who had velonteered
to participate in a reseaveh projeet mw'ern]n;n, ddefary
':'eﬂvii'snw' t= for men on gpace s nissions.
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ranged for inmates of the facility to participate in the
experiment.

However, no signed contract bound NASA or either
research organization to pay for the guard services pro-
vided by the California Medical Facility. Efforts to col-
lect the £9,072 cost involved have been unsuccessful.

We have recommended that the institution apply to the
Board of Control for relief from accountability for this
account receivable, which appears to be uncollectible.

We have also recommended that the institution follow
provisions of Section 1201 of the State Administrative
Manual when entering into contracts where state funds are
involved.

Trust Accountis

Deposit balances of 2,869 were on hand at June 30,
1965, for former inmates who have been dead for more
than one year, or paroled or discharged for more than
seven years. Sections 19425.1 and 19425.2 of the State Ad-
manistrative Manual provide that such balances be remit-
ted to the State Treasurer for deposit in the Unclaimed
Property Fund.

The mail room prepares ‘‘receipts’ for cash received
by mail, which are sent with the cash collections to the
cashier. This method of operation does not provide satis-
factory countrols. Instead, a listing of cash collections
should be sent directly to the Trust Office for posting
and checking against the cashier’s deposits.

The Department of Corrections has replied to this
report, and is taking steps to improve procedures at the
California Medical Facility in line with our recommenda-
tions.
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CHAPTER TWELVE

THE JOINT LEGISLATIVE AUDIT CONMITTEE

oncl

THE OFFICE OF THE AUDITOR GEM:RAL

An independent postaudit service for the executive and
legislative branches of California state government was
(‘btdbh\htd by the 1955 session of the State Legislature.

Senate Bill No. 1540, cnacted as Chapter 1689, Statutus
of 1955, added Chapter 4 to Pavt 2, Division 2, Title
of the California Government Code. The chapter is cov-
ered by Sections 10500-10528 of the /zmiulma Govern-
ment Code, and is reproduced in Appendix B of this
report.

In 1955, the Legislature recognized the need for two
types of auditing in state government—an internal audit
and an independent postaudit.

The internal audit is conducted within the execcutive
branch of state government, and is desigued to meet the
need for periedic and special audits of revemies and ex-
penditures. In addition, this type of audit monitors
accounting and reporting systems within state ageneies.
The internal audit is recognized as a meais ol lnsuring
the proper and lawful expenditure of state funds, and the
Legislature expressed the desive that this funetion be
coordinated in the exeeutive branch to promote hetter
economy and efficiency.

In contrast, the inde pcmi«n‘(’ pn\*tzmdit has been placed
outside the executive braueh under the policy divection
and control of a legislative connnittee. Lt ]1 d become
apparent by 1955 that state govermnnent needed the sanie
uscful and Independent ans nal appraisal large privaie
corporations receive from national aceotunting e
postaudit program created at ihis time was des
nieet the need for sueh an tindependent roviesw,

Jeoint Legislative Audif Commiiiiee

The Joint Leoislative Aodit Coinmifiee vonsists of
three niembers of the Htate Senate and thivee mend e o f
the State Assembly. Sendery of the connnitice ave
seleeted under plﬁ\]nm < of the Joint Rudes of the Hen-
ate and Assembly, The Joint Roles provide that senade

£123)
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members shall be appointed by the Senate Committee on
Rules, and Assembly members shall be appointed by the
Speaker of the Assembly.

Chapter 1699, Statutes of 1955, specifies that the Joint
Legislative Audit Committee shall have continuing exist-
ence and that it may meet, act, and conduct business at
any place within the state. This applies during the ses-
sions of the legislature or any reeess thereof, and in the
interim period between sessions.

The duties and responsibilities of the committee are to
appoint an Auditor General and a Deputy Auditor Gen-
eral, to determine the policies of the Office of the Auditor
General, ascertain facts, review reports and take action
thereon. In addition, the committee is required to make
recommendations to the lLegislature concerning the state
audit, revenues and expenditures of the state, its depart-
ments, subdivisions, and agencies.

The committee is authorized to make rules governing
its own proceedings. It may also establish subcommittees
from its membership and assign to such subcommittees
any study, inquiry, investigation, or hearing which the
committee itself has authority to undertake or hold.

The committee has the powers and authority granted
to investigating commnittees by Joint Rule 36 of the Sen-
ate and Assembly. This rule provides that a committee
may fix rules governing its procedure, may employ such
assistants as may be necessary, and shall be empowered
to subpoena witnesses. Under this rule every department
and agency of the state government, and every political
subdivision of or in the state, is required to furnish a
committee such information or records as the committee
deems necessary for the accomplishment of its purpose.
The rules adopted by the Joint Legislative Audit Com-
wittee to govern its procedure ave contained in Appendix
K of this report.

OFFICE OF THE AUDITOR GENERAL

The permanent oifice of the Auditor General is desig-
nated as Sacramento and provisions are made for the
estahlishment of offices in other places when in the judg-
ment of the Auditor General they are required for the
conduet of the work. No other offices have been estab-
lished.
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The Anditor General during vegular business hours
has aceess to, and :u“f‘a')r‘i*z.y to examiune, any and ail
bhooks, accounts, and other recorls and 3 property or any
ageney of the state whethier created hy (e Constitution
or otherwise.

It is the duty of the Auditor General to examine and
report nnnualljv upoit the iinancial statements prepared
by the executive branch of the state, and to intform the
Loul.\htme as to the aslequacy of suceh financial state-
ments in conformity with generally accepted aceeunting
principles applied on o basis consistent with that of the
preceding fiscal year.

The Auditor General is anthorized to make such exam-
inations of the acconnts and recowrds, accounting pro-
cedures and internal aunditing performance as in the
judgment of the joint committee are necesgary to dis-
close all matervial facts for the use of the legislative and
executive branches.

It is also the dnty of the Auditor General to make such
special andits and investigations of any state ages ey as
requested by the Le;ushtur or any committee of the
Legislature.

The Auditor General and the Deputy Auditor General
are certified public accountants.

Auditor General’s Staff

The rvoster of the Othice of the Auditor General at
December 31, 1966, included 33 fuli-time employees and
two part- hmc employvecs, The voster of full-time cemn-
plovees is summarized as follows:

Auditor General and Deputy Auditor General 2
Audit stalt . AL
Office staft - B

Total . 33

v
i,

The composition of the andit staff ot December
1966, was as follows:

Class Total CPAs
Audit managers S - ... 3 3
Audit supervisors ! 3 3
Senior aqecountants R o IR 4
Semisenicr aceonnfants [ 3
Juanior accountants 9 -

Total
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There was an inerease of one in the number of full-tiie
accountants during the two-year period ended December
31, 1966. In addition to the staff members shown above,
one employce is serving in the armed forces.

The audit staff of the Office of the Auditor General has
been recruited on an exempt (non-civil-service) basis, as
directed by the Joint Legislative Audit Committee
and as permitted by the Joint Rules of the Senate and
the Assembly.

The high standards which were established at the be-
ginning for the recruitiment of audit staff members have
been consistently maintained. These standards are:

A bachelor’s degree or higher with a major in account-
ing from a recognized college or university;

Possession of a certified public accountant’s certificate,
at least at the higher staff levels;

The ability to work with others on a professional
plane;

A high degree of personal integrity; and

An unusual amount of curiosity, industry, persever-
ance, and resourcefulness.

A condition of employment on the audit staft is that a
member will obtain a certificate as a certified public
accountant within a reasonable time after joining the
staff. This condition provides reasonable assurance that
there will be a continuation of the education of the staff
member, which benefits the legislative audit program as
well as the staff member.

Audit Policy

In adopting an audit policy for the Office of the Audi-
tor General, the committee placed special emphasis on
the following quotation taken from a report issued in
1954 on auditing and accounting in the government of the
State of (‘alifornia hy a recognized national firm of certi-
fied public accountants:

“As to the duties and funetions of the office: the audi-
tor should have the primary duty, and necessary author-
ity, to examine and report annually upon the financial
statements of the State; such statements should be re-
quired to be furnished to him by the Director of Finance,
the State Controller and State Treasurer or other princi-
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pal accounting officials. This should not require the an-
nual examination of the statements and accounts of cach
department or agenc Vs the scope of the work and the
selection of the agencies should be ieft to the dikeretion
of the auditor ami his coungeling committee. fie should
make such other examinations or investigations as he
believes desirable and those he is divected to perform by
the commiittee only, cor the Legistatuwre acting through
it. . ..

“The auditor’s authority, beyond that of examining,
should be confined to veporting objectively and inde-
pendently. The reports should include such connnents,
recommendations and suggestions as the auditor wishes
to make but he should have no power to entorce themn
nor should he otherwise mfluence or direct executive or
legislative action. . . .

“The objectives of thege examinations are given in the
definition of the term ‘aunditing’ which wasg set forth
earlier in this section; restated bhriefly they are to ascer-
tain:

“That the execcutive branch is carrying out (mly
the activities and programs authorized by the Legis-
lature and is doing so effectively and efficiently.

“That expenditures are made and revenues are
collected in accordance with the lnws and regulations.

“MThat the assets of the State are safeguarvded and
utilized properly.

“That the reperts and finanecial statements pre-
pared by the executive branch disclose all material
information neceszary to a proper evaluation of the
State’s activities.”

There has been no change in this audit policy since ity
adoption.

To assure that this pohiey is carrvied out, the Joiuvt
Committee has the Auditor General submit a teintative
program of audits eacl: vear for approval. The programs

carvied out by the Office of the Auditor Ceneral have
been changed in emphasis to meet the particular necds
of the Legislature and management. Investizations were
made at the beginning into the effectiveness of the sys-
tems of internal control in most of the state agencies to
determine the extent of the tests to which audit pro-
cedures could be restricted. Imternal control procedures
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are reviewed on the occagion of each new audit of an
agency.

The audit emphasis has been shifted from time to time
from funds, which are the accounting entities, to agen-
cies aud back to funds. The only state funds not audited
by the Auditor General are the Compensation Insurance
Fund, which is audited each year by internal auditors
from the Department of Finance, and the Veterans Farm
and IHome Building Ifund, which is audited by a firm of
independent certified public accountants. The only state
agency that has not been audited by the Auditor Gen-
eral is the University of California. The university is
audited annually by an independent firm of certified pub-
lic accountants. Reports on the audit of the university
are submitted each year to the Auditor General.

The Legislature passed legislation during the 1965 ses-
sion which would have amended the statutes to provide
for the audit of the Compensation Insurance Fund by
the Auditor General instead of auditors in the Depart-
ment of Finance. This legislation was vetoed by the Gov-
ernor. It is the opinion of the joint committee that the
insurance-buying public would be better protected by an
independent audit of this executive branch agency by an
audit group outgide the executive branch of the govern-
ment.

The Auditor General has made an audit of the General
Fund of the state each ycar beginning with the year
ended June 30, 1963. Ior each year during this period as
many audits as possible have been made of the other
government cost funds (those in which the cost of gov-
ernment services to the public are recorded), working
capital funds, public service enterprise funds, bond funds,
ceneral debt service funds, and trust funds.

Much of the work in connection with the audit of funds
is done in the Oftice of the State Controller. However, it
is necessary also to examine on a test basis the records
of the state agencies in which transactions originate to
satisfactorily complete an audit of a fund. In the audits
performed by the Auditor General, statistical sampling is
used as an audit technique wherever possible to detex-
mine the minimum audit sample that will produce an
acceptable degree of reliability and thereby maximize the
audit coverage with a limited size audit staff. The com-
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mittee has encouraged the parvticipation of the members
of the audit staff in computer training courses to advanee
their knowledge in this Held. This special knowledge of
computers permits their use as awdit tools in special
situations.

REPORTS RECEIVED AND REVIEWED BY THE COMMITTEE

The reports which have been received from the Office
of the Auditor General during the four-year period from
Januvary 1, 1963, through December 31, 1966, ave listed in
Appendix A, Included in thix list are 153 reports which
were received by the joint cominittee during the two years
ended December 31, 1966, These reports are elassified as
follows:

Reports on examinations of the financial

statements of state funds - B 15)
Reports on examinations of the accounts

of state agencies _ 66
Reports on special investigations - 52

Total .. 153

The Legislative Reference Service has copies of re-
ports on examinations of financial statements of state
agencies and funds and reports on special investigations
insued by the Auditor General.

Reports on Examinations of Financiel Statements of State Funds

The reports on examinations of finaneial statements of
state funds received from the Office of the Auditor Gen-
eral contain “scope™ and ““opinion’ paragraphs recon-
mended by the American Institute of Certified Public
Accountants tfor use by firms of certified public account-
ants in reporting on audits of client organizations. These
paragraphs, modified for reports on governmental audits,
are as follows:

Scope

We have examined the balanece sheet of _______
fund of the State of California as of June 30, 19___,
and the related statement of revenues, expenditures,
and  unappropriated  surplus for the year then
ended. Our examination was made in accordance
with generally accepted auditing standards and ace-
cordingly included sueh tests of the accounting ree-

H-—95-L0Y
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ords and such other auditing procedures as we con-
sidered necessary in the eircumstances.

Opinion

In our opinion, the accompanying balance sheet
and statement of revenues, expenditures, and unap-
propriated surplus present fairly the financial posi-
tion of ________ fund of the State of California as of
June 30, 19___, and the results of its operations for
the year then ended in conformity with generally ac-
cepted accounting principles applied on a basis con-
sistent with that of the preceding year and with
applicable state laws.

These paragraphs contain three terms which have tech-
nical meaning. The meanings of the terms ‘‘generally
accepted auditing standards’ and ‘‘generally accepted
accounting principles’ as supplied by the Auditor Gen-
eral are shown in Appendixes C and D, respectively.
During 1966 the administration adopted the accrual basis
of accounting, referred to in item 11 of Appendix D, to be
effective as of June 30, 1967.

The term ‘‘examination’ means a critical analysis of
the underlying internal controls and accounting records
of an operating entity of sufficient scope to warrant the
expression of ait opinion as to the propriety of the finan-
cial statements prepared from those records. To examine
the financial statements of funds of the State of Cali-
fornia, the Office of the Auditor General must make this
critical analysis of the accounting records of the operat-
ing agencies where the financial transactions originate as
well as the control accounts maintained by the State Con-
troller, and review the controls established over transac-
tions by the agency being audited as well as the controls
exercised by central control agencies of the state.

In the performance of these examinations, the staff of
the Office of the Auditor General meets the tests of the
generally accepted auditing standards set forth in Ap-
pendix C. The Auditor General has an adequately trained
staff which maintains a proper independence in mental
attitude toward its tasks and uses due professional care
in the performance of its work.

Further, the Auditor General in the performance of
these examinations determines whether the accounting
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records of the state agencies are maintained in aecord-
ance with generally accepted accounting prineiples as set
forth in Appendix D.

The fourth reporting standard shown in Appendix C
requires that ‘“the report shall either contain an ex-
pression of opinion regarding financial statements taken
as a whole, or an assertion to the effect that an opinion
cannot be expressed.”” In complying with this reporting
standard, the Auditor Genceral has followed the rule of
the American Institute of Certified Public Accountants
that a member shall not permit his name to be associated
with statements purporting to show financial position or
results of operations unless he:

(a) Expresses an unqualified opinion; or

(b) Expresses a qualified opinion; or

(¢) Kxpresses an adverse opinion; or

(d) Diselaims an opinion on the statements taken as

a whole and indicates clearly his reasons therefor.

The auditor qualifies his opinion on financial state-
ments because he has a reservation about them that pre-
cludes his expressing an unconditional opinion. The res-
ervation must be material to warrant its expression, but
not material enough to negate his opinion on the state-
ments as a whole. Kxamples are a limitation on the scope
of the examination, or a departure from obsgerving gen-
crally accepted accounting principles in recording ac-
counting transactions.

A adverse opinion is expressed when the exceptions
as 1o the fairness of the presentation of financial infor-
mation in the auditor’s judgment are so material that
the expression of a qualified opinion is not justified. The
adverse opinion states that the financial statements do
not fairly present the financial position and the results of
operations.

A opinion is disclaimed by the auditor when he has
not obtained sufficient competent evidential matter to
form an opinion. The dizclaiming of an opinion may be
due to a serious limitation in the scope of the examina-
tion or to the existence of unusual uncertainties concern-
ing the amount of an important item.

The 55 reports issued on the examinations of financial
statements of funds during the two years ended Decem-
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ber 31, 1966, included 33 unqualified opinions, 16 qualified
opinions, four adverse opinions, and two disclaimers of
an opinion.

Of the 16 qualified opinions, six were due to limitations
in the scope of examinations, four were due to misstate-
ments of amounts included in financial statements pre-
pared by the stale ageneies, three were due to the un-
reliability of the records of fixed assets, two were due to
the inclusion of inappropriate items in the financial state-
ments, and one was due to failure to observe a generally
accepted accounting principle. The scope of examinations
was limited in the six instances because it was not con-
sidered feasible to perform the appropriate audit steps.
There were no audit limitations imposed upon the Audi-
tor General by others.

Adverse opinions were expressed by the Auditor Gen-
eral in reports on examinations of the following funds:

Year ended June 30, 1964
Soil Conservation Development Fund
Service Revolving Fund
Water Resources Revolving Fund
Year ended June 30, 1965
Water Resources Revolving Fund

Adverse opinions were expressed in the reports on the
Soil Conservation Development Fund and the Scrviee
Revolving Fund because the financial statements in-
cluded misstatements of accounts in material amounts,
causing the statements to he misleading.

Adverse opinions were expressed in the veports on the
Water Resources Revolving Fund for the years ended
June 30, 1964 and 1965. The financial statements of the
fund for these two years did not faivly present the finan-
cial position or the operating results of the fund because
of material deficiencies in the accounting records and pro-
cedures. As discussed elsewhere in this report, a task
force of administrative employees, with the assistance of
a national firm of certified public accountants, is working
toward the development of a sound accounting and re-
porting system for the Department of Water Resources.

An opinion was diselaimed in the report on the Cali-
fornia Industries for the Blind Manufacturing Fund for
the yvear ended June 30, 1963, because the auditors did
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not obsgerve the physical counts of inveutories at the
beginuing and end of the year and could not satisfy
themselves as to the inv Hlf’ﬂ\ vahies, which were mate-
rial in amount, by other means. or the sane reason an
opinion wax diselaimed 1 the veport on the Correctional
Industries Revolvine Fand for the vear ended December
31, 1965,

Reports on Examinations of the Accounts of Siate Agencies

During 1965 and 1064 66 veports were igsned by the
Awditor General on examinations of the acceounts of
state agenciex, There examninatzons of ageney aceounts
are made on a test baxix in contestion with the audits
of state funds, Forty-tour of the vreports covered ageneies
whose operations ave fivaneeid thyo H'h the General Fund,
13 reports were issucd on the Division of hzghwu_\b
whose operations aie 'ﬁn:illc e thirough the BState Iigh-
way und, three reports velated to operations in the Cor-
rectional Imdustries H(*\*u!\'ﬂw, Hund, three reports cov-
cred trust fund operations, two veports pertained to
Special Deposit wind operations and one report covered
the California Water Fund aeconnts of the Department
of Water Resources.

Reporis on Special Investigaticns

It the duty of the Auditor General fo make sneh
shevial andits and fnvestigations of auny state ageney as
regacsted by the Legislatuve or any committee of the
Legislature. RBeauests for special nvestigations ave ap-
proved by the Joint Legisiative Au;\i'i‘, Committee or the
chaivoian of the commitioe in order to avold severe cur-
ii m 'n‘( of !w 1#<‘,9;‘1]z atrdid pm;:rzm), 1 the Office of

Thiviveiwn reports were bssued by
the ,fmdih»!* Gleneral on =pecial 31*\'(>:<1i;.::1ii4>11s during the
two vears ended December .,E 7‘}
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Time Reported on Assignments

The hours reported on assignments by the staff of the
Office of the Auditor General for the two years ended
December 31, 1966, are classified below:

Special
General Special investi-
Function Total Fund funds  gations
Legislative—includes special work
for committees _______________ 9,643 — 712 8,931
Judicial ____ —e 58 43 — 15
Department of Agriculture ________ 1,670 459 1,087 124
State Controller ______ 15,835 12,189 3,602 44
Eduecation ______ 8,588 2382 5116 1,090
Higher Eduecation __________ 2,651 2,273 206 172
Board of Equalization ____________ 801 801 . .
Secretary of State ____ 60 60 __ _
State Treasurer __________ 9 9 __ -
Business and Commerce ________ 4694 3,413 1,223 58
Employment ____________ 231 . _ 231
Health and Welfare
Mental Hygiene ________________ 2,514 1,719 744 51
Public Health __________________ 1,408 997 341 70
Rehabilitation ___________ 1,225 1,026 199 o
Social Welfare _________________ 2436 1,927 509 -
Public Safety
Office of State Fire Marshal ______ 1 1 — —
Veterans’ Home ________________ 779 246 533 -
Resources
Water Resources __ 13,670 4,061 7945 1,664
Conservation _________ 72 18 54 -
Sundry boards and commissions __ 95 95 - :
Parks and Recreation _______ 8 _ 8 .
Revenue and Management
Department of Finanee . _ 1,619 1,334 . 285
Franchise Tax Board _ . 2513 2494 - 19
General Serviees ___ 3,465 509 2,891 65
Personnel Board . ____ 10 10 - .
State Employees Retirement
System ____________ 5,132 5132 -
Youth and Adult Corrections . 1468 694 774 .
San Francisco Port Authority 14 — 14 o
Transportation Ageney 23,831 -~ 23454 377
Total 104500 36,760 54544 13196
Expenditures

Funds for the operation of the committee and the
Office of the Auditor General are allotted in equal
amounts from the contingent funds of the Assembly and
the Senate by concurrent resolutions of the Legislature.
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A statement of expenditures and a statement of the
changes in the allotment account for the two years ended

December 31, 1966, are shown below:

Year ended December 31

1965 1966
Salavies _ . . $360424 $373,847
Employce bonoﬁi@ ... 28494 30,746
Travel expense ' .. 26,347 45,843
Committee expense . 7213 11.443
Office rent, moving, and
remodeling expense® 15,291 3.913
Supplies, services, ete. . 4,658 6.922
Equipment —_______ 210 140
442637 472854
Liess reimbursements® ________________ 33,408 38,466
$409,229 $434,388

1The inerease in travel expense in 1966 is due primarily to the addi-

tional travel required for the audit of the State Highway Fund.

2 The Office of the Auditor General was moved back to Room 430, State
Capitol. on September 25, 1965, from leased quarters which had

been oceupied by the office for approximately two years.

3 Reimbursements include billings for services and expenses in con-

nection with annual audits of Long Beach Tideland revenues

expenditures: 1965, $28,498; 19606, E’p% 402.

Statement of Changes in Allotment Account

Two Years Ended December 31, 1966

Year ended December 31

1965 1966
Allotment available at beginning of vear. = $269,879  $300.650
Allotments from Assembly and Senate
contingent funds:
ACTR 113, 1965 General Session . 440,000
ACR 21, 1966 First BExtraordinary Session 440,000
709,879 740,650
Expenditares . 409229 434388
Allotment available at end of year — $300,600  $306.262




Appendix A

REPORYS ISSUED BY THE OFFICE OF THE AUDITOR
GENERAL DURING THE FOUR YEARS ENDED
DECEMBER 31, 1966

LEGISLATIVE

Report. on Examination of Tegislators” Retivement Fund, Year Ended
June 30, 1961 (April 1, 1963), 8 pp., 2 statements,

Progress Report on Study of Long Beach Tideland Oil Trust Funds
(April 30, 1963), 12 pp., appendix 11 pp.

Summary Report on Special Study of Public School Financing (Au-
gust 27, 1963), 3 pp., 1 attachment.

Progress Report on Review of Long Beach Tideland Operations (Sep-
tember 19, 1963), 5 pp.

Report on Examination of California Law Revision Commission, Year
Ended June 30, 1963 (January 23, 1964), 3 pp.. 3 statements.

Report on Examination of Commission on Uniform State Laws, Year
Ended June 30, 1963 (January 23, 1964), 2 pp., 2 statements.

Report on Examination of Legislative Counsel Bureau, Year Ended
June 30, 1963 (January 23, 1964, 3 pp., 3 statements.

Annual Report on State Park Concession Contracts (February 25,
1964) 1 p. (Printed in Assembly Journal, March 3, 1964—Regular
Budget Session) (Prepared in compliance with Seetion 5019.26 of
the >ublic Resources Code.)

Tietter Report to Commission on California State Government Organi-
zation and Heonomy re Engincering Expenditures in the Division
of Highways (September 25, 1964) . 4 pp.

Lietter Report to Scnate Fact Finding Committee on Transportation
and Public Utilities re state funds expended by counties under the
Collier-Burns Act of 1947 (September 25, 1964), 11 pp.

Loetter Report to Commission on California State Government Organi-
zation and Economy re Engineering Expenditures in the Division of
[ighways (Qetober 15, 19641 5 pp.appendix 1 p.

Summary Report on Special Study of Public School Financing (De-
cember 30, 1964, 4 pp.

Lietter Report to Assembly Edueation Subcommittee on Special Hduea-
tion re analysis special education reimbursement records in the Los
Angeles Unified Sehool District (January 5. 1965). 12 pp.. 2 attach-
ments.

Letter Report re providing support (in the 1965 Budget Bill) of the
Legistators” Retivement System and the financing ol an actuarial
evaluation from the General Fund (February 19, 1965), 2 pp.

Tetter Report to Legislature—Annual Report on State Park Concession
Contracts (Mareh 31, 1965). 2 pp.

Report on Bxamination of Long Beach Tideland Trast Funds, Year
Inded June 30, 1964 (May 17, 19650 14 pp. 9 statements.
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Letter Report—Progress Report on Financial Statements to be pro-
duced by the new accounting system of the Assembly Committee on
Rules (July 12,1965), 2 pp., 6 statements.

Letter Report to Joint Legislative Budget Committee re review of plan
to accrue state revenues starting June 30, 1967 (February 24, 1966),
4 pp.

Letter Report to Legislature—Annual Report on State Park Concession
Contracts (March 4, 1966), 2 pp. (Printed in Assembly dJournal,
March 8, 1966.)

Report on Examination of Legislators’ Retirement Fund, Year Ended
June 30, 1965 (March 16, 1966), 7 pp., 2 statements.

Report on Examination of Long Beach Tideland Trust Funds, Year
Ended June 30, 1965 (March 30, 1966), 12 pp., 12 statements.

Letter report on feasibility of accruing state income taxes (April 26,
1966), 2 pp.

Letter report on availability of funds for short-term borrowing (May
4,1966), 3 pp.

Letter Report on tax revenue auditing requested by Assembly Com-
mittee on Government Organization (December 2, 1966), 4 pp.

Letter Report on study of the financing of special education programs
in the Public Schools requested by Assembly Committee on Educa-
tion, Subcommittee on Special Education (December 22, 1966), 12
pp., 2 statements.

JUDICIAL

Report on Examination of District Court of Appeal—Second Appellate
District, Year Ended June 30, 1962 (February 6, 1963), 3 pp., 3
statements.

Report on Examination of District Court of Appeal—Third Appellate
District, Year Ended June 30, 1962 (February 7, 1963), 4 pp., 3
statements.

Report on Examination of Supreme Court, Year Ended June 30, 1963
(March 26, 1964), 3 pp., 3 statements.

Report on Examination of District Court of Appeal—First Appellate
Distriet, Year Ended June 30, 1963 (March 26, 1964), 3 pp,, 3 state-
ments.

Report on Examination of Judicial Council, Year Ended June 30,
1963 (March 26, 1964), 3 pp.. 3 statements.

Report on Examination of Commission on Judicial Qualifications, Year
Ended June 30, 1963 (March 26, 1964), 3 pp., 3 statements.

Report on Examination of Judges Retirement Fund, Year Ended June
30,1963 (June 1, 1964). 8 pp., 2 statements.

Letter Report on Examination of General Fund accounts, District
Courts of Appeal, Fourth Appellate Distriet, Year Ended June 30,
1965 (February 7, 1966), 1 pp.

Letter Report re Digest of Legislative Analyst’s Report on financial
status of the Judges’ Retirement Fund (April 12, 1966), 2 pp,
attachment 4 pp.
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EXECUTIVE

Report on Examination of Governor’s Advisory Commission on Hous-
ing Problems, Year Ended Junce 30, 1963 (March 21, 1964), 4 pp.,
3 statements.

Report on Examination of Office of the Governor, Year Ended June 30,
1963 (April 2, 1964), 4 pp., 3 statements.

Report on Examination of Office of Consumer Counsel, Year Ended
June 30, 1963 (April 2, 1964), 5 pp., 3 statements.

Report on Examination of Office of the Lieutenant Governor, Year
Ended June 30, 1963 (May 29, 1964), 3 pp., 2 statements.

Report on Bxamination of California Disaster Office, Year Ended June
30, 1963 (June 23, 1964), 9 pp., 4 statements.

GENERAL ADMINISTRATION

State Employees’ Retirement System

Report on Examination of State Emplovees’ Retirement Fund, Year
Ended June 30, 1961 (April 1,1963), 24 pp., 2 statements.

Report on Examination of Old Age and Survivors™ Insurance Revolv-
ing Fund, Year Ended June 30, 1961 (April 1, 1963), 8 pp., 1 state-
ment.

Report on BExamination of Old Age and Survivors’ Insurance Revolv-
ing Fund, Year Ended June 30, 1965 (May 11, 1966), 5 pp., 1 state-
ment.

Report on Examination of State Employees’ Contingency Reserve
Fund, Year Ended June 30, 1965 (May 17, 1966), 5 pp., 2 statements.

Report on Examination of State Employees’ Retirement Fund, Year
Ended June 30, 1965 (August 3, 1966), 22 pp., 3 statements.

Department of General Services

Report on Examination of Public Building Construction Fund, Year
Ended June 30, 1962 (May 10, 1963), 5 pp., 2 statements.

teport on Examination of Capitol Building and Planning Commis-
sion, General Fund, Year Ended June 30, 1962 (January 10, 1963),
2 pp., 2 statements.

Report on Examination of Public Building Construction Fund, Year
Ended June 30, 1964 (March 25, 1965), 7 pp., 2 statcments.

Report on Examination of General Fund Accounts, Department of
General Services, Year Ended June 30, 1964 (April 5, 1965), 7 pp.

Letter report to Senator Collier re Department of (eneral Serviees’
building maintenance and protection costs for year ended June 30,
1964 (April 19, 1965). 2 pp.

Report on Examination of Service Revolving Fund, Year Ended June
30, 1964 (Junc 15, 1965, 6 pp., 2 statements.

Report on Review of Property Acquisition and Leasing Procedures,
Department of General Sevvices (November 1, 1965), 16 pp.

Lietter Report to Assembly Committee on Government Organization re

proeress report of Department of General Serviees (February 15,

1966). 1 p., attachment 2 pp.
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Personnel Board

Letter Report on Examination of General Fund accounts, State Per-
sonnel Board, Year Ended June 30, 1964 (March 4, 1965), 1 p.

Secretary of State

teport on Bxemination of the Office of the Seerctary of State, Year
Ended June 30, 1962 (January 25, 1963), 5 pp., 4 statements.

Report on Examination of Ballot Paper Revolving FFund, Year Ended
June 30, 1964 (February 2, 1965), 2 pp.. 2 statements.

Letter Report on Examination of General Fund accounts, Sceretary of
State, Year Ended June 30, 1964 (February 17, 1965), 1 p.

AGRICULTURE

Report on Examination of California Museum of Science and Industry,
Year Ended June 30. 1962 (March 5. 1963). 15 pp.. 3 statements.

Report on Examination of Fair and Txposition Fund, Year Ended
June 30,1963 (June 5, 1964). 4 pp.. 3 statements.

Report on Examination of Fair and Exposition Fund, Year Ended
June 30, 1964 (February 10, 1965). 4 pp., 3 statements.

Report on Examination of (alifornia Museum of Science and Industry
Fund, Year Ended June 30. 1964 (March 26, 1965), 6 pp., 2 state-
ments.

Report on Examination of Agriculture Sutlding Fund, Year Ended
June 30, 1965 (December 30, 1965), 3 pp.. 2 statements.

Report on Examination of Department of Agriculture Fund, Yensv
Ended June 30, 1965 (February 8. 19661, 2 pp.. 4 statements,

Letter Report on Examination of General Fund accounts. Department
of Agriculture, Year Ended June 30, 1965 (June 16, 1966) . 6 pp-

Letter Report re First Distriet Agricultural Association (August 19,
1966), 4 pp., 1 statement.

Letter Report ve California Museum of Scicnce and Induastry history
and organization and its contractual relationship with the City and
County of Lios Angeles and Los Aneeles Memorial Coliseum Conn-
missicn. (August 24, 1965). 2 pp.

YOUTH AND ADULT CORRECTICNS AGENCY
Department of Corrections

Report on Examination of Department of Corrections—Departmental
Administration, Year Ended June 30, 1963 (April 8. 1964), 12 pp-,
4 statements.

Report on Examination of Correctional Tndustries Revolving Fund—
Central Office, Year Bnded December 31, 1965 (December 29, 1966) .
3 pp., 2 statements.

Penai Institutions

Report on Examination of Covrectional Trainine Facility, Soledad—-
Correctional Industries Bevolving Fund., Year Ended December 31,
1962 (August 9, 1963), 4 pp.. 5 statements.

Report on Examination of State Prison at San Quentin—Correctional
Industries Revolving Fund. Year Bnded December 31, 1962 (August
9, 1963), 8 pp.. 5 statements.
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Report on Bxamination of Colifornia Institution for Women, Year
Ended June 30, 1963 (Febirwars 28, 1964 4 np.o o statements.

Report on Examination of State Prison af Han Quenting Year Ended
June 3007963 (May 11964006 pp D statements.

Tetter Report on Bxamination of the Aecounts of Institution for Men,
Year Bnded June 30, 1964 (September 4 1B 02 po.

Lietter Report on an Examination of the Acesunts of Deuwel Vocational
Institution. Year Tnded June 300 1964 (September 30, 1964, 2 pp.

Letter Report on BExamination of General Fund aceounts. California
Moen s Colony-—1axi A veor Eaded June 3001954 (February
9,196, 2 pp.

Letter Report on Examination of CGeneral Fund accounts, California
Men's Colony —West Facility, Yene Knded Jane 300 1964 (February
23, 1965). 4 pp.

Lietter Rv]»m't on Examination of mn'm] Fund aceounts, State Prison
at Foisom, Year Tnded June 30, 1964 (Mareh 3196502 pp.

Letter Report on Examination of (wnm';:l Fund accounts, Rehabilita-
tion Center, Year Ended June 300 1964 (Marveh 12, 1965)01 p.

Letter Report on Examination of {eneral fund acconnts, \(m Quentin
State Prison, Year Ended June 300 1965 (Sepicimbeir 6, 19660, 4 pp.

i
1

Lietter Report on Examinaticn of General Fund ummf ‘.xl!imnm
Medical Facility, Year Ended June 360 1965 (»\(‘])1(*}]11)(‘1 6, 1966),
(2]

2 PPp.

Tietter Report on Correctional Tndusivies Revolving Fund, California
Institution for Women, Froonteva, Year Tnded December 31, 1965
(December 14, 1966), 2 pp.

Letter Report on Correctional Industries Revelving Fund, Folsom State
Prison. Year Inded December 51 1965 (December T 19660, 5 pp.

Letter Report on Correctional Industries Revolving Wund. Deuwel Vocea-
tional Tustitution. Year Ended Deeccmber 310 1965 (December T4
1966) . 3 pp.

Department of the Youth Authority

Revort on Examination of 1 rtment of the Youth Authority=——De-
partmental Administration. Yeor Haded Jane 360 1962 (February
T4 1963, 14 pp.. statements,

Letter Report on Exannnation of CGonernl Fand ccecounts, Prepartiment
of the Ym'ih Authority Departoents] Yministiation, Year Ended
June 30, 1964 (Mareh 3, 19650, 1 p.

Correctional Schools

m 4

Report on Bxamination of eston Sehaol of Tndostey, Year Ended
June 3001962 (Tebruary 19, ST eps Dstatements,

Report en Bxamination of Movthern California Reception Center and
Clinde, Year Eoded June 560 1962 (Saveh 60 196300 5 ppo. 4 state-
ments.
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Report on Examination of Fricot Ranch School for Boys, Year Ended
June 30, 1963 (June 17,1964), 4 pp., 5 statements.

Report on Examination of Youth Training School, Year Ended June
30, 1963 (June 17,1964), 3 pp., 4 statements.

Report on Examination of Ventura School for Girls, Year Ended June
30, 1963 (June 25,1964), 3 pp., 5 statements.

Letter Report on an Examination of the Accounts of Southern Califor-
nia Reception Center and Clinie, Year Ended June 30, 1964 (October
20, 1964), 1 p.

Letter Report on Examination of General Fund Accounts, Preston
School of Industry, Year Ended June 30, 1964 (March 9, 1965), 1 p.

Letter Reports on Examination of General Fund accounts of The Youth
Authority Conservation Camps for Boys and the Northern California
Reception Center and Clinie, Year Ended June 30, 1964 (March
10, 1965), 1 p.

Letter Report on Examination of General Fund accounts, Ventura
School for Girls, Year Ended June 30, 1964 (March 18, 1965), 1 p.

EDUCATION AND STATE TEACHERS’ RETIREMENT SYSTEM

Department of Education

Report on Examination of Department of Education—Departmental
Headquarters, Year Ended June 30, 1963 (June 30, 1964), 4 pp.,
7 statements.

Report on Examination of the State School Fund, Year Ended June
30, 1963 (May 29, 1964), 10 pp., 2 statements.

Report on Examination of State School Fund, Year Ended June 30,
1964 (June 21, 1965), 11 pp., 2 statements.

Report on Examination of School District Organization Service Fund,
Year Ended June 30, 1965 (May 11, 1966), 3 pp., 2 statements.
Report on Examination of State School Fund, Year Ended June 30,

1965 (May 18, 1966), 13 pp., 2 statements.

Letter Report re errors in computing apportionments, State School
Fund, (July 15, 1966), 2 pp.

Letter Report on Examination of General Fund acecounts, State Schol-
arship Commission, Year Ended June 30, 1966 (December 13, 1966),

1 pp.
Special Schools for Physically Handicapped Children

Report on Examination of California School for the Deaf, Berkeley,
Year Ended June 30, 1962 (March 20, 1963), 5 pp., 4 statements.
Report on Examination of California School for the Blind, Berkeley,
Year Ended June 30, 1962 (March 26, 1963), 5 pp., 4 statements.
Report on Examination of California School for the Deaf, Riverside,

Year Ended June 30, 1962 (May 8, 1963), 4 pp., 4 statements.
Report on Examination of School for Cerebral Palsied Children, North-
ern California, Year Ended June 30, 1962 (April 23, 1963), 5 pp.,
4 statements.
Letter Report on an Examination of the Accounts of the School for
Cerebral Palsied Children, Northern California, Year Ended June
30, 1964 (September 3, 1964), 2 pp.

State Teachers’

Report on Exan
Teachers’ Ret

Report on Exa
eral Fund, Y
statements.

Letter Report t
management f
proposed con

Hastings Colle,

Report on Exar
30, 1962 (Ma:

State Colleges

Report on Exa
1962 (Janua
Report on Exa
30,1963 (Jax
Report on Exar
30, 1963 (Jar
Report on Exa
30, 1963 (Jas
Report on Ex:
Ended June
Report on Exa
30,1963 (Fe
Report on Exa:
1963 (April
Letter Report
College at L
1964), 3 pp.
Letter Report
College at ]
1964), 3 pp.
Letter Report
Trustees of
(October 22.
Lectter Report
lege, Year E
Letter Report
Polytechnic
Ended June
Letter Report
College at |
1964), 2 pp.
Lietter Report
Polytechnic
(November




ITTEER

Boys, Year Ended
Year Ended June
Year Ended June

Southern Califor-
30, 1964 (October

Accounts, Preston
arch 9, 1965), 1 p.
unts of The Youth
orthern California
30, 1964 (March

rwceounts, Ventura
ch 18, 1965), 1 p.

ENT SYSTEM

m—Departmental
30, 1964), 4 pp.,

Year Ended June
* Ended June 30,

ion Service Fund,
., 2 statements.
" Ended June 30,

nts, State School

unts, State Schol-
cember 13, 1966).

‘en

> Deaf. Berkeley,
.. 4 statements.
Blind, Berkeley,
., 4 statements.
Deaf. Riverside,
b statements.
Children, North-
23, 1963), 5 pp..

fE the School for
car Ended Junec

BIENNITAL REPORT 143

State Teachers’ Retirement System

Report on Examination of Acecounting Records and Procedures—State
Teachers’ Retirement System, June 30, 1962 (Mareh 20, 1964), 40 pp.

Report on BExamination of State Teachers’ Retirement System—~Gen-
eral Fund, Year Ended June 30, 1962 (Maveh 20, 1964), 4 pp., 3
statements.

Letter Report to Joint Legislative Retirement Committee ve need for a
management survey of State Teachers” Retivement System in view of
proposed conversion to EDP (February 25, 1966), 2 pp.

HIGHER EDUCATION

Hastings College of Law

Report on Examination of ITastings College of Taw, Year Ended June
30, 1962 (March 15, 1963), 4 pp.. 3 statements.

State Colleges

Report on Examination of Chico State College, Year Ended June 30,
1962 (January 31, 1963), 6 pp., H statements.

Report on Examination of Stanislaus State College, Year Ended June
30, 1963 (January 21, 1964). 5 pp.. b statements.

Report on Examination of Liong Beach State College, Year Ended June
30,1963 (January 27, 1964), 6 pp., b statements.

Report on Examination of San Diego State College, Year Xnded June
30, 1963 (January 24, 1964), 7 pp.. b statements.

Report on Examination of State College for Alameda County, Year
Ended June 30, 1963 (January 31, 1964). 5 pp., 5 statements.

Report on Examination of ITumboldt State College, Year Ended June
30, 1963 (February 5, 1964). 5 pp., 6 statements.

Report on Bxamination of San Jose State College, Year Hnded June 30,
1963 (April 13, 1964), 4 pp., 6 statements.

Letter Report on an HWxamination of the Accounts of California State
College at Lios Angeles. Year Ended June 30, 1964 (September 18,
1964), 3 pp.

Letter Report on an Examination of the Aeccounts of California State
College at Fullerton, Year Ended June 30, 1964 (September 22
1964), 3 pp.

Tetter Report on an Examination of the Accounts of the Doavd of
Trustees of the California State Colleges. Year Ended Juane 30, 1964
(October 22,1964). 1 p.

Letter Report on an Examination of the Accounts of Fresno State Col-
lege, Year Eunded June 30, 1964 (November 18, 1964). 2 pp.

Letter Report on an Examination of the Accounts of California State
Polytechnic  Collegze, Kelloge-Voorhis Campus at Pomona. Year
Ended June 30, 1964 (Novewber 23,1961, 3 pp.

Letter Report on an Wxamination of the Accounts of California State
College at Sacramento. Year Ended June 30,0 1964 (November 23,
1964, 2 pp.

Lietter Report on an Examination of the Accounts of California State
Polytechnic College, San Liuis Obispo. Year Ended June 500 1964

(November 25, 1964), 3 pp.
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Letter Report on an Examination of the Accounts of Chico State Col-
lege, Year Ended June 30, 1964 (December 30, 1964), 3 pp.

Report on Examination of College Auxiliary Enterprise Fund, Year
Ended June 30, 1964 (February 11, 1965), 3 pp., 2 statements.

Letter Report to Honorable Vincent Thomas re operations of South Bay
State College from its inception in 1961 through June 30, 1965 (Au-
gust 3, 1965), 5 pp., attachment 3 pp.

Letter Report on Examination of General Fund Accounts, San Fer-
nando Valley State College, Year Ended June 30, 1965 (October 20,
1965), 3 pp.

Letter Report on Examination of General Fund accounts, San Fran-
cisco State College, Year Ended June 30, 1965 (November 3, 1965)
3 pp.

Letter Report on Examination of General Fund accounts, Sonoma State
College, Year Ended June 30, 1965 (November 3, 1965), 2 pp.

Letter Report on administration of salary increase fund by Board of
Trustees of the California State Colleges (December 15, 1965), 2 pp.

Letter Report on Examination of General Fund accounts and trust ac-
counts of the California Maritime Academy, Year Ended June 30,
1965 (December 21, 1965), 2 pp.

Letter Report on Examination of General Fund accounts, Humboldt
State College, Year Ended June 30, 1966 (December 13, 1966), 3 pp.

)

EMPLOYMENT

Report on Examination of Department of Employment, Year Ended
June 30, 1963 (May 25, 1964), 36 pp., 2 statements.

Letter Report to Legislative Analyst re farm labor service costs of the
Department of Employment (per request of ACR 37, 1965 Legisla-
ture) (August 31,1965), 2 pp., attachment 6 pp.

FISCAL AFFAIRS
Bogard of Control

Report on Examination of State Board of Control, Year Ended June
30, 1962 (February 25, 1963), 3 pp., 4 statements.

State Controller

Report on Examination of Public School Building TLoan Fund, State
School Building Aid Fund, State School Building Fund, Year Ended
June 30, 1963 (March 19, 1964). 8 pp.. 2 statements.

Report on Examination of the General Fund, Year Ended June 30,
1963 (May 22, 1964), 6 pp., 6 statements.

Report on Examination of the Inheritance Tax Fund and Gift Tax
Fund. Year Ended June 30, 1964 (October 22, 1964). 4 pp., 2 state-
ments.

Letter Report on an Examination of the Accounts of the State Control-
ler’s Administrative Office, Year Ended June 30, 1964 (September
30,1964). 1 p.

Report on Examination of the General Fund, Year Ended June 30.
1964 (December 30, 1964). 2 pp., 4 statements.
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Report on BExamination of Unelaimed T’mper‘rv Fund, Year Inded
June 30, 1964 (January 22, 19651, 4 pp., 2 statements.

Report on T(aminnﬁ(\n of General ])ebu service Funds, Year Ended
June 30, 1964 (Febrwivy 19, 19657, 2 po., 2 statements.

Report on h\'amm;m(m of Sehool Lzmd Fund, Year Ended June 30,
1964 (March 3, 1965), 8 pp.. 2 statenients.

Report on Lxe:mm:xlmn of Pabliec Hehool Building Loan Pund, State
School Building Aid Fund, State Construction Program Fund, Year
Ended June 30, 149648 (Mareh 205, 1965), 3 pp., 2 statements,

Report on Examination of Special Deposit Fund, Year Ended June 39,
1964 (June 10, 1965), 3 pp.. 2 statements,

Report on Bxamination of General Fund., Year Ended June 30, 1965
(December 30, 1965), 1 p., 4 statements.

Report on Bxamination Tax Deeded Land Rental Trost Fuond, Year
Ended June 30, 1965 (May 11, 1966). 2 pp., 1 statement,

Tietter Report re overstatement caused by Department of Motor Vehi-
cles—Special Deposit Fund (May 17, 1966), 1 n.

Letter Report re summary of findings to Samuel J. Cord. Special De-
posit Fund (May 17, 1966). 2 pp.

Report on Examination of Special Deposit Tund, Year Ended June 30,
1965 (May 17, 1966), 3 pp.. 3 statements.

Report on Examination of School Land Fund, Year Ended June @
1965 (June 6. 1966), 4 pp., 2 statements.

Report on Examination of Sf;m'\ (‘unsh'uvi}u:l Proeram Fund, Year
Ended June 30, 1965 (June 30, 1566). 3 pp., 3 statements.

Report on Examination of Public Se ]mol Blde. Loan Fund, State School
Building Aid Fund, Year Ended June 30, 1965 (June 30, 1966), 7
pp., 2 statements.

Letter Report ve payroll {vansactions in State Colleges (May 17, 1966,
£ pp., 3 statements,

Report on Examination of Tuheritance Tax Fund and Gilt Tax Fund,
Year Ended June 30, 1566 (I,’(‘(’c‘lllb(‘i‘ 3, 19660 D pp., 2 statements,

Report on T*]\'znninzlhnn <>i’ General 1Mond, Year Hnded June 30, 1966
(December 30, 1966), 2 pp., 4 statements.

o
=

Board of Equalization

Tetter Report re Review of Internal Auditing e the State Board
Eagnalization CJune 4, 1963) 06 py.

Repoert on Examination of the Board of Bgualization, Yeor Eaded June

367062 (July 20, 19640 10 pp. T statfements,

Letter Report on an Bxamination of ithe Revenne Teansaetions in the
Retatl Nales Tax Pand, Yeor Ended June 30, 1964 (December 20,
054 1 p.

Tetior Repord vn Tixamimntion of Genecad Fund acceounts, Botail Sales
Tax Fand. r;z,(llwih Tax K mh Aleohel Beveraos Contrel Fund,
Year Ended June 3001965 (Trecember 2119650 1 p,

Repoirt on E_\';:mhmimn of Moror Vehicle Fuel Fund, Yeor Kaded June

30, 1965 (March 31, 19660 4 pp.. 2 sfatenents,
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Department of Finance

Report on Examination of State T.ands Division of the Department of
Finance, Year Ended June 30, 1962 (February 14, 1963), 7 pp., 4
statements.

Report on Examination of State Fair Fund, Year Ended June 30, 1963
(May 8, 1964), 3 pp., 3 statements.

Lietter Report re overstaffing in Audits Division of the Department of
Finance, (May 11, 1965), 3 pp., attachment 4 pp.

Lictter Report on Examination of General Fund, State Construetion
Program Fund, Special Deposit Fund—Department of Finanece,
Year Ended June 30, 1965 (Mareh 30, 1966), 3 pp.

Letter Report on Examination of General Fund accounts, State Lands
Division, Year Ended June 30, 1966 (December 14, 1966), 4 pp.

Franchise Tax Board

Report on Bxamination of Franchise Tax Board, Year Ended Junc
30,1962 (July 1, 1963), 25 pp., 3 statements.

Letter Report on an Examination of the Aceounts of the Franchise Tax
Board, Year Ended June 30, 1964 (December 30, 1964), 1 p.

Report on Examination of Bank and Corporation Tax Fund and Per-
sonal Income Tax Fund, Year Ended June 30, 1964 (December 30,
1964), 9 pp., 2 statements.

Letter Report re test of revenues collected, Year Ended June 30, 1965
(February 23, 1966) 1 p.

State Treasurer

Report on Examination of State Treasurer, Year Ended June 30, 1963
(January 16, 1964), 5 pp.. 3 statements.

Report on Examination of Pooled Money Investment Board including
the Pooled Money Investment Accounts, Surplus Money Investment
Fund, Condemnation Deposits Fund, Year Ended June 30, 1963
(January 17, 1964), 4 pp., 2 statements.

Report on Examination of Pooled Money Investment Board Including
Pooled Money Investment Accounts, Surplus Money Investment
Fund, Condemnation Deposits Fund. Year Ended June 30, 1964
(January 26, 1965), 4 pp.. 2 statements.

HEALTH AND WELFARE

Letter Report on an Examination of the Accounts of the Health and
Welfare Ageney. Year Ended June 30, 1964 (October 6, 1964), 1 p.
Report on Examination of Citizens’ Advisory Committee on Aging,
Year Ended June 30, 1962 (Mareh 26, 1963), 3 pp., 3 statements.

Department of Mental Hygiene

Report on Examination of Guardianship Accounts—Department of
Mental Hygiene. Year Ended June 30, 1963 (June 5, 1964), 9 pp., 3
statements.

Report on Examination of Outpatient Mental Hygiene Clinies, Year
Ended June 30, 1962 (January 7, 1963), 6 pp., 3 statements.

Tetter Report on Examination of General Accounts of the Department
of Mental ITyeiene including Outpatient Mental ITygiene Clinies and
Day Treatment Centers, Year Ended June 30, 1964 (February 11,

1965), 2 pp.
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Hospitols for Mentally 1}

2eport on Fxamination of Mendocino State THospitel, Year Ended June
30, 1962 (January 2, 19630, 8 po.. 5 statements

]upmt on Examination of Stockten State Ilespital, Year Ended June

). 1962 (February 21, 19630, 9 pp.. D statements.

anmf on Examination of Do ‘.\’iﬂ State Hospital, Year Ended June 30,

063 (Kebraary 14, 1964), 7 pp.. 5 statements.

]M'h‘r Report on an Jxa mmzlf"on of the Accounts of Camarillo State
Hospital, Year Ended June 50, 1964 ( November 24, 1964). 3 pp.

Lietter Report on an qu;nmnutmn of the Accounts of Atascadero State
Hospital, Year Ended June 30, 1964 (November 24, 1964) ) 2 pp.

Lietter R(‘porf on an Hxamination of the Accounts of Agnews State Hos-
pital, Year Ended June 30, 1964 (November 24, 1964), 3 pp.

Letter Report on Ixamination of (eneral Fund Accounts, Modesto
State Hospital, Year Tnded June 20, 1964 (Iebruary 15, 1965), 2 pp.

Lietter Report on Examination of ({nnmux] Fund aceounts, Metropolitan
State Ifospital. Year Ended June 20, 1964 (February 15, 1965), 2 pp.

Letter Report on Examination of General Tund (m'oums Patton State
IHospital, Year Ended June 36, 1965 (February 7, 1966), 2 pp.

Report on Examination of Patients” Trust Ace mmfﬁ Patton State Tos-
pital, Year Ended June 30, 1965 (¥cbruary 7, 1966), 2 pp., 1 state-
ment.

Tetter Report on Txemination of General Tund aceounts, Napa State
Hospital, Year Ended June 30, 1965 (February 7, 1966). 6 pp.

Report on Examination of Patients’ Trust Aceounts, Napa State ITos-
pital, Year Ended June 30, 1965 (February 7. 1966). 3 pp.. 1 state-
ment.

Letter Repert on Ixamination of Cencral Fund accounts. Neuropsy-
chiatrie Institute—UCTA, Year Ended June 390 1965 (Mareh 9,
1966) 4 vp.

Loﬂ'”]' Report on Examination of General Fund n(mum\u Stockton
ate Tiospital, Year Ended June 30,1965 (April 13, 19660, 3 pp.
lwp:n on Examination of Patienis’ llll\f Aceounts, f tockton State
Hospital, Year Ended June 30, 1865 (April 20, 1966), 5 pp., 1 state-

meiit.

Hospitals for Mentally Reterded

Report on Hxamination of Sonomn Saie Hospital, Year Ended June
230, 10962 (February 25, 109630, 6 pp.. 4 statemends.

Report on Frounn u L ui‘ Paeiiie State Hospital Year Hnded June
001962 (May 22, 1963) 08 pp.. 5 statements.

sminetion of Dorterville State Hospital. Year Ended

PG hamuney 2 I.NHL A pn., 5 statements

Report on
Juone 20 P0G
:u!'i mr Fromimation of Genersl Bund accounts, Fairview
vital, Year Ended June 36, 1965 (February 7, 1966). 3 pp.
‘..AIEIHIH]EifH)I] o Patioents” Trusi Accounts, Fairview State

Report on
Tiospital. Year Ended June 30, 1965 (Februoary 7. 1966), 3 pp.. 1
statement
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Department of Public Health

Letter Report on Examination of the Accounts of the Department of
Public Health, Year Ended June 30. 1964 (November 24, 1964), 2 pp.

Letter Report to Assemblyman Willson re travel expenses of Division of
Alcoholic Rehabilitation, 1962-63 and 1963-64 (April 12, 1965), 2
pp., attachment 3 pp.

Department of Rehabilitation

Report on Examination of Opportunity Work Centers Revolving Fund,
Year Ended June 30, 1963 (March 19, 1964), 2 pp., 2 statements.

Letter Report on Examination of General Fund accounts, Orientation

Center for the Blind, Year Ended June 30, 1965 (May 11, 1966), 3

Report on Examination of California Industries for the Blind, Manu-
facturing Fund, Year Ended June 30, 1965 (August 19, 1966), 6 pp.,
3 statements.

Department of Social Welfare

Report on Examination of Department of Social Welfare, Year Ended
June 30, 1962 (November 8, 1963), 6 pp., 6 statements.

Letter Report re excess in receipt in Social Welfare Federal Fund from
the federal government over transfers to the General Fund (April
30, 1965), 2 pp.

Letter report on Examination of (feneral Fund accounts, Department
of Social Welfare, Year Ended June 30, 1964 (July 1, 1965), 3 pp.

Report on Examination of Revolving Loan Fund, Year Ended June 30,
1965 (May 11,1966), 2 pp., 1 statement.

Letter Report on Examination of General Fund accounts, Department
of Social Welfare, Year Ended Junc 30, 1965 (May 17, 1966), 2 pp.

Letter Report to Assemblyvinan Ray K. Johnson re expenditures of
federal, state, and local governmental funds for public assistance in
California (September 29, 19663, 2 pp., 1 statement.

INDUSTRIAL RELATIONS
Department of Industrial Relations
Letter report on Examination of the (feneral Fund accounts, Depart-
ment of Industrial Relations, Year Ended June 30, 1965 (January 17,
1966), 5 pp.
Office of the Fire Marshal

Letter Report on an Examination of the Accounts of the Office of the
Fire Marshal, Year Ended June 30, 1964 (December 30, 1964), 2 pp.

JUSTICE

Report on Examination of Department of Justice, Year Ended June 30,
1963 (June 3, 1964), 10 pp., 4 statements.

Report on Examination of Peuace Officers’ Training Fund, Year Ended
Adune 30, 1963 (June 3, 1964), 6 pp., 2 statements,

MILITARY AFFAIRS

Letter Report on an Examination of the General Fund Aceounts, Mili-
tary Department, Year Ended June 30, 1964 (Dccember 8, 1964), 2
bp-
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REGULATION AND LICENSING

Department of Alcoholic Beverage Controf

Report on Examination of the Aleohol Beverage Control Fund, Year
Tnded June 30, 1965 (October 27, 1965) . 2 pp.. 2 statements.

Letter Report on an Examination of the Genceral Fund accounts, De-
partment of Aleoholic Beverage Control and the Alecoholic Beverage
Control Appeals Board, Year Ended June 300 1965 (October 27
1965), 1 p.

Department of Invesiment

Report on Examination of State Banking Fund, Year Ended June 30,
1962 (Mareh 1, 1963), 6 pp., 3 statements.

2eport on Examination of Real Bstate Fund, Year Ended June 30,
1963 (Mareh 11, 1964), 6 pp., 2 statements.

eport on Bxamination of Real BEstate Edueation and Research Tund,
Year Ended June 30, 1963 (Mareh 11, 1964). 6 pp., 2 statements,

Letter Report on Examination of (General Fund aecounts, Division of
Corporations. Year Ended June 3001964 (Mareh 3, 1965), 1 p.

Report on Bxamination of Tnsurance Tax Fund, Year Ended June 30,
1964 (Mareh 19, 1965), 4 pp., 2 statements.

Letter Report ve review of personniel files of insurance examiners, De-
partment of Insurance (November 9. 1965). 2 pp.

Report on Examination of Insurance Tax Fund, Year Ended June 30,
1965 (November 22, 1965), 3 pp.. 2 statements.

Letter Report ve suwimwmary of education and experience of insurance
examiners, Department of Tnsarance (Marveh 4, 1966), 1 p., attach-
ment 6 pp.

Report on Examination of Savings and Loan Tnspeetion Fund, Year
Iinded June 30,1965 (May 5. 19660, 3 pp., 2 statements.

Report on Examimation of Department of ITnsurance, Year Ended June
30. 1965 (May 10, 19660, 4 pp., 2 statements.

Department of Professional and Vocofional Stondards

Report on Wxamination of Department of Professional and Vocational
Standards, Year Bonded June 300 1962 (June 27, 19631, 8 pp.. 3 state-
ments.

Report on Hxamination of Special Funds. Department of Professional
and YVocational NMandards, Yeur Boded June 30,0 1964 (Marceh 26,
1965), 4 pp.. 3 statements.

Report on Examination of Professions and Voceations Fund, Year
Ended June 30, 1964 ( Mayeh 260 1965, 6 pp., 2 stafements.

Public Utilities Commission

Tetter Report on Wxamination of Qenersl Foand aecounts, Publie Til-
ities Continission Yeur Boded June 200 1965 (Mareh T8 196600 T p.

Report on Examination of Transportation Rate Fund, Year KEnded
June 300 1865 (Marveh 15, 19660, 4 pp. 2 statenments.
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RESOURCES
Resources Agency Administrator

Letter Report on an Examination of the Accounts of the Resources
Agency, the Department of Conservation of the Resources Agency,
the State Water Quality Control Board, and the Regional Water

Pollution Control Boards, Year Ended June 30, 1964 (September 30,
1964), 1 p.

Department of Conservation

Report on Examination of Subsidence Abatement Fund, Year Ended
June 30, 1964 (February 17, 1965), 2 pp., 2 statements.

Report on Examination of Soil Conservation Development Fund, Year
Ended June 30, 1964 (February 17, 1965), 3 pp., 2 statements.

Report on Examination of Petroleum and Gas ¥Fund, Year Ended June
30, 1964 (February 16, 1965), 2 pp., 2 statements.

Fish and Game

Report on Examination of Fish and Game Preservation Fund, Year
Ended June 30, 1962 (March 26, 1963), 5 pp., 10 statements.

Report on Examination of Wildlife Restoration Fund, Year Ended
June 30, 1962 (April 8, 1963). 5 pp., 4 statements.

Department of Parks and Recreation

Letter Report on an Examination of the Accounts of the Department of
Parks and Reecrcation, Year Ended June 30, 1964 (November 18,
1964), 2 pp.

Report on Examination of the State Park Contingent Fund, Year
Ended June 30, 1964 (February 17, 1965), 3 pp., 2 statements.

Water Resources—Department of Water Resources

Report on a Review of Internal Auditing Within the Department of
Water Resources, 1963 (November 14, 1963), 10 pp., 2 appendixes.
Review of Accounting System—Department of Water Resources, June
1963 (June 25, 1964), 13 pp.

Letter Report to Senator Pittman re cost of employee bousing at Oro-
ville (June 17, 1965), 2 pp.

Survey of the Accounting Function of the Department of Water Re-
sources, 1965 (August 11, 1965, 15 pp.

Report on Examination of Water Resources Revolving Fund, Year
Ended June 30, 1964 (Deccusber 200 19655, 26 pp.. 2 statements,

Lietter report on Examination of California Water Fund aceounts, Year
Ended June 30, 1965 (November 16, 1966) . 3 pp.

Letter Report on Examination of Cenerai Fund accounts, Department
of Water Resources, Year Ended June 30, 1965 (November 16, 1966),
4 pp.

Report on Examination of the Water Resowrees Revolving Fund, Year
Ended June 30. 1965 (December 13 1966). 30 pp.. 2 statements.

Letter report of followup on System Study in the Department of Water

Resources (December 30, 1966), 9 pp.
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Water Resources—State Waier Rights Boord
Letter Report on an Examination of the Accounts of the State Water
Rights Board, Year Ended June 36, 1964 (November 24, 1964), 1 p.

Woater Resources—Reclamation Board

Letter Report on an Bxamination of the Accounts of the Reelamation
Board, Year Ended June 30, 1964 (November 27, 1964) . 2 pp.

Water Resources—Colorado River Boundary Commission

Report on Examination of Colorado River Boundary Commission, Year
Ended June 30, 1962 (January 23. 1963). 3 pp.. 3 statements.
Water Resources—Klamath River Compact Conymission

Report on Financial Statements for period from July 1, 1961 to June
30, 1965 (September 26, 1966), 2 pp., 2 statements.

Water Resources—California-Nevada Intersiaie Compact

Commission

Letter Report on Examination of General Fund accounts, Year Ended
June 30, 1965 (September 26, 1966). 2 pp.

Water Resources—Water Quality Coiitrol Boord

Report on Examination of State Water Pollution Control Iund, Year
Ended June 30, 1964 (February 17, 1965), 3 pp.. 3 statements.

TRANSPORTATION

Transportation Agency Administraior

Report on a Review of Internal Auditing Within the Tlighway Trans-
portation Ageney, 1963 (Janunry 17, 1964), 36 pp.

Report on Examination of 1lichway Transportation Agency, Year
Ended June 30, 1963 (Maveh 11, 1964), 3 pp.

Letter Report re sugeestions for improvements in andit procedures and
working paper techniques ol audits of the disteict offices of the Di-
vision of Ilighways (Pilot Study) (January 18, 19660, 5 pp.

Letter report re internal audit work in addition to distriet office audits
(Pilot Study) (January 19, 19661, 3 pp.

Department of Mofor Vehicles

Report on Examination of Department of Motor Vehicles, Year Ended
June 30, 1962 (February 6, 1963115 pp., b statements,

Department of Public Works—Division of Highways

Report on Review of Bquipment Department  Dhvision ol Highways
(February 27, 1963), 41 pp.

Report on Examination of Highway Construction Contracts—Division
of Highways (May 5, 1964), 10 pp.

Letter Report re recovery from federal covernment of envineceringe
costs (March 2, 1965), 3 py.

Lictter Reports on State Iiehway Fund re bhreakdown of control over
accounts receivable at district 7 oawd under payvments to County of
Lios Angeles (Mareh 19, 196502 pp. Chune 7019650, 1 .

Report on limitation of expenditure for gencral administration and

maintenance, Section 186 of the Streets and Highways Code (Deccmn-

ber 29, 1965), 9 pp.
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Report of Accounts Receivable and Related Accounting Activities

(April 25, 1966), 40 pp.
eport on Review of Inventories (June 2, 1966), 18 pp.

Letter Report re vent revenue and underpayment to Los Angeles
County (August 5, 1966), 2 pp.

Report on Personal Services Transactions in Connection with an Exami-
nation of the State Ilighway Fund, Year Ended June 30, 1966 (Au-
gust 23, 1966), 20 pp.

Letter Report re district 7 embezzlement in right-of-way property rental
operations (September 6, 1966), 2 pp.

Report on a Response to the Division of Highways’ Analysis of the
Auditor General’s Report on Review of Accounts Receivable and Re-
lated Accounting Activities (September 8, 1966), 13 pp.

Letter Report re losses to the State resulting from deficient procedures
im claiming federal reimbursements under interstate highway pro-
gram (September 20, 1966), 3 pp.

Letter Report re proposed change in Contract Standard Specifications
to permit recovery of overpayments (November 2, 1966), 3 pp.

Letter Report re write off of accounts receivable and recovery of design
costs (December 29, 1966), 2 pp.

Department of Public Works—Division of Bay Toll Crossings

Report on Examination of Division of San Francisco Bay Toll Cross-
ings, Year Ended June 30, 1963 (April 16, 1964), 19 pp.

VETERANS AFFAIRS

Report on Examination of Department of Veterans Affairs, Year
Ended June 30, 1962 (January 25, 1963), 5 pp., 3 statements.

Letter Report on Examination of General Fund accounts of Veterans’
Home of California, Year Ended June 30. 1965, (October 13, 1965),
2 pp.

Report on Examination of Veterans® THome of California, Post Fund,
Year Bnded June 30, 1965 (October 14, 1963), 5 pp.. 5 statements,
Letter Report on Examination of Trust Fund accounts of Veterans’

Home of California, Year Ended June 30, 1965 (October 14, 1965),
2 pp.
" MISCELLANEQCUS
Letter Report on internal auditing within the executive branch of state
government (June 4, 1963), 6 pp.
Report on Examination of San Francisco Port Authority, Year Ended
June 30, 1962 (June 28, 1963), 31 pp., 3 statements.
Summary of Reports Issued by the Office of the Auditor General. Sep-
tember 1962 to September 1963 (September 19, 1963), 22 pp.
Summary of Reports Tssued by the Office of the Aunditor General, Sep-
tember 1, 1963 to October 31, 1964 (November 23, 1964), 23 pp.
teimbursable Work Performed by Certain State Agencies for Other
Governmental Bodies, 1964 (June 28, 1965), 15 pp.
Summary of Reports Issued by the Office of the Audior (eneral,
November 1, 1964 to September 80, 1966 (November 15, 1966), 61 pp.
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Appendix B

TEXT OF STATUTE PERTAINING TOQ THE JOINT
LEGISLATIVE AUDIT COMMITTEE AND
THE AUDITOR GEMERAL

Article 1. loint Legisiutive Avdit Committee

10500, The Tegislature finds that auditing s now conducted by
various state agencies and recognizes the necds of the execeutive braneh
of the State Government for periedic and speeial audits of the revenues
and expenditures of any state agency, and the accounting and fiseal
reporting systems established in state aoencies, as a means of insuring
the proper and lawlful expenditure of state funds. The Legislature,
also, recognizes the necessity of an independent audit, in addition to
the audit conducted within the executive branch of State Government,
for the use of both the executive and fegislative branches of the State
Government in establishing a sound fiscal and administrative policy
for the government of the State.

Therefore, it is the desirve of this Legislature that the internal audit-
ing be coordinated in the exceutive branch of the government in the
interest of cconomy and efficicney. It is also the desive of the Legislature
to ereate the Office of the Auditor General, whose primary duties shall
be to examine and report annually upon the financial statements pre-
pared by the exccutive branch of the State and to perform such other
related assignments as may be requested by the Legislature. The au-
thority of the office under the direction of the Joint Legislative Audit
Committee is confined to examining and reporting and is in no way to
interfere with adequate internal audit to be conducted by the executive
branch of the governmenit.

10501, The Joint Legislative Audit Committee is hereby created.
The committee shall determine the policies of the Auditor General,
ascertain facts, review rveports and teke action thercon, and make
reports and recommendations to the Leeislature and to the houses
thereof concerning the state audit, the revenues and expenditures of
the State, its departments, subdivisions, and ageneies, whether created
by the Constitution or otherwise. and such other matiers as may he
provided for in the Joint Rules of the Senate and Assembiy. The com-

mittee has a eontinuing existence and may meet, act, and conduet ity
business at any place within this State, during the sessions of the Tegis-
lature or any recess thereot. sud i the interine pertod befween sessions.

10502, The committee shall consist of three Members ol the Senate
and three Members of the Assembiy who shall be welected in the manner
provided for in the Joint Rules of the Senate and Assewmbly. The com-
mittee shail eleet s own ehairman, Yacancies ocenrring in the member-
ship of the committee hetween eeneral sessions of the Legisliture shall
be filled o the manner provided Tor i the Joint Ruoles of the Senate
and Assembly. A vacaney shatl be decmed to exist as to any member of
the committee whose term is expiring wienever sueh mensher is not
reelected at the general election.
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10503. The committee is authorized to make rules governing its own
proceedings and to create subcommittees from its membership and
assign to such subcommittees any study, inquiry, investigation, or hear-
ing which the committee itself has authority to undertake or hold. The
provisions of Rule 36 of the Joint Rules of the Senate and Assembly
relating to investigating committees shall apply to the committee and
it shall have such powers, duties and responsibilities as the Joint Rules
of the Senate and Assembly shall from time to time prescribe, and all
the powers conferred upon committees by Section 37, Article IV, of
the Constitution.

10504. The committee shall have authority to appoint an Auditor
General and a deputy who shall serve at the pleasure of the committee.
The committee shall fix the salary of the Auditor General. The funds
for the support of the committee shall be provided from the Contingent
Funds of the Senate and the Assembly in the same manner that such
funds are made available to other joint committees of the Legislature.

Article 2. Auditor General

10520. There is in the State Government the Legislative Audit
Bureau. The bureau is in charge of the Auditor General.

10521. The Auditor General, prior to his appointment, shall possess
the following minimum qualifications:

(a) He shall be in possession of a valid certificate issued by the State
Board of Accountanecy to practice as a certified public accountant or a
public accountant.

(b) He shall have had at least seven years of experience in govern-
mental aceounting in an executive position involving responsibility
for directing the work of an auditing staff of not less than 20 account-
ants.

(e¢) Or he shall have any combination of experience which in the
opinion of the committee is the equivalent of (b).

10522. The Auditor General shall be paid the salary fixed by the
Joint Legislative Audit Committee and shall be repaid all actual ex-
penses incurred or paid by him in the discharge of his duties.

10523. The Auditor General may employ and fix the compensation,
in aceordance with Article XXIV of the Constitution, of such profes-
sional assistants and clerical and other employces as he deems necessary
for the effective conduct of the work under his charge.

10524. The permanent office of the Auditor General shall be in Sac-
ramento, where he shall be provided with suitable and sufficient offices.
‘When in his judgment the conduct of his work requires, he may main-
tain offices at other places in the State.

10525.  All books, papers, records, and correspondence of the bureau
pertaining to its work are publie records and shall be filed at any of
the regularly maintained offices of the Auditor General, except:

(a) Papers or memoranda that are of no further use may be de-
stroyed upon approval of the Joint Legislative Audit Committee.

(b) Personal papers and correspondence of any person receiving
assistance from the Auditor General when such person has requested
in writing that his papers and correspondence be kept private and
confidential. Such papers and correspondence shall become public

records whenever t
or the written requ

(e) Papers, corn
or investigation nc
General, disclosure
impede such audit

(d) Any record
restricted by law o

10526. Tt shall
employee of the by
permitted by law,
mation the diselost

10527. The Ax
have access to, an
reports, vouchers, «
and money or ot
created by the Cc
any officer or em:
property in his p
and examination
his authorized rey
refuse to permit s
demeanor.

10528. The A
upon the financia
State to the end ti
of such financial
counting principl
ceding fiscal yea
make such audit .
cedures and inte
Audit Committee
sary to proper r
statement of pur
special audits an
by the Constitutic
committee of the




EE

arning its own
mbership and
ation, or hear-
2 or hold. The
and Assembly
ommittee and
1e Joint Rules
seribe, and all
\rticle IV, of

t an Auditor
he committee.
al. The funds
1e Contingent
ner that such
> Legislature.

slative  Audit
shall possess

by the State
ountant or a

e in govern-
-esponsibility
1 20 account-

vhich in the

fixed by the
Il actual ex-
ympensation,
such profes-

ns necessary

Il be in Sae-
cient offices.
» may main-

" the bureau
1 at any of
nt:

may be de-
ittee.

n receiving
S requested
yrivate and
>me public

BIENNTAL REPORT 155

records whenever the Auditer Ceneral or the Tegislature shall so order
or the written request is withdrawn,

(e) Papers. correspondence or memoranda pertaining to any audit
or investication not completed, when in the judoment of the Auditor
General, dizclosure of such papers. correspondence, or memoranda will
impede such audit or investigation,

(d) Any record, document, or information, the disclosure of which is
restricted by Iaw o1 public policy.

10526, 1t <hall be a misdemennor for the Auditor General or any
employee of the burenu to diviloe or make known in any manner nof,
permitted by Taw. any parvticulars of any record, document, or infor-
mation the disclosure of which i restrictod by law,

16527, The Auditor General during reeular business hours shall
have access to, and authority to oxomine. any and o1 books, accounts,
reports. vouchers, corvespondenee files and other vecorids, bank accounts,
and money or ofher propeviv, of anv agencey of the State whether
cireated by the Constitution o ofherwise. and it shall be the duty of
any officer or employvee of any such azeney. having sueh records or
property in his possession or under his control. to permit access to,
and examination thercof upon the request of the Auditor General ov
hiis authorized representative. Any officer or person who shall fail or
refuse to permit such access and examination, shall be euilty of a mis-
demeanor.

10528, The Auditor General shall examine and report annually
upon the financial stotements prepared by the exeentive branch of the
State to the end that the Legistature will Be informed as to the adequacy
of such financial statements in eomplianee with generally aceepted ae-
counting principles spplied on o basis consistent with that of the pre-
ceding fiseal year. In moeking sueh examimation, he is authorized to
make such audit examination of accounty and records. accounting pro-
cedures and mmternal anditing performance as the Joint Legislative
Audit Committee may determine and specifically desienate to be neces-
sary 1o prover reporting to the Tegislotare in oceordance with the
statenment of purposes set forth i SHection 10560, He shall make such
special »udits and investigations of any state ageney whether ereated
by the Constitution or otherwise. as vecussted by the Legishature or any
committee of the Teeislature.




Appendix C
GENERALLY ACCEPTED AUDITING STANDARDS

In reports issued by the Office of the Auditor General on examina-
tions of the financial statements of a fund, agency, department, or
other unit, reference is made to the examination having been made in
accordance with ‘‘generally aceepted auditing standards.”” This term is
used to mean the broad standards specified by the American Institute
of Certified Public Accountants and widely adopted and adhered to
by firms of certified public accountants. These standards are as follows:

General Standards

(1) The examination is to be performed by a person or persons
having adequate technical training and proficiency as an auditor.

(2) In all matters relating to the assignment, an independence in
mental attitude 1s to be maintained by the auditor or auditors.

(3) Due professional care is to be exercised in the performance of
the examination and the preparation of the report.

Standards of Fieldwork

(1) The work shall be planned adequately and assistants, if any, are
to be supervised properly.

(2) There is to be a proper study and evaluation of the existing
internal control as a basis for reliance thercon, and for the de-
termination of the resultant extent of the tests to which auditing
procedures are to be restricted.

(3) Sufficient competent evidential matter is to be obtained through
inspection, observation. inquiries, and confirmations to afford a

reasonable basis for an opinion regarding the finanecial statements
under examination.

Reporting Standards

(1) The report shall state whether the financial statements are pre-
sented in accordance with generally accepted principles of ae-
counting.

(2) The report shall state whether such prineiples have been con-
sistently obscrved in the current period in relation to the pre-
ceding period.

(3) Imformative disclosurcs in the financial statements are to be
regarded as reasonably adequate unless otherwise stated in the
report.

(4) The report shall either contain an expression of opinion regard-
ing the financial statements, taken as a whole, or an assertion to
the effect that an opinion cannot be expressed. When an overall
opinion cannot be expressed, the reasons therefor should be
stated. In all cases where an auditor’s name is associated with
financial statements the report should contain a clear-cut indi-
cation of the character of the auditor’s examination, if any. and
the degree of responsibility he is taking.
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Appendix D

GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

Section 10528 of the Government Code states in part that The
Auditor General shall examine and veport annually upon the financial
statements prepaved by the exceutive branch ol the State to the end
that the Legislature will be informed as to the adequacy of such
financial statements in compliance with generally accepted accounting
principles applied on a basis consistent with that of the preceding fiscal
year.”” The code recognizes that financial statements to be useful to
those who need to rely upon them must be based on a body of rules
that are generally accepted and are applicd consistently.

A body of accounting principies and procedures recommended as
being generally applicable to governmental entities has been formulated
by the National Committee on Governmental Accounting, whieh is a
committee congisting of 10 advisory committees from leading account-
ing organizations in the United Stutes. The Office of the Auditor Gen-
eral has taken the position that the accounting principles and pro-
cedures formulated by the National Committee on Governmental Ae-
counting are applicable to the State of California and to other state
governments, In expressing an opinion as to whether the financial state-
ments of a fund or agency of the State of California present fairly its
financial position as of a given date and the results of its operations for
the period cnding on that date in conformity with generally aceepted
accounting principles, the eriteria used by the Office of the Auditor
General have been the principles and procedures recommended by the
National Committee on Governnmental Accounting, together with other
principles considered as being applicable to both governmental and
private organizations. The recommended accounting principles and pro-
cedures are as follows :

(1) A governmental aceounting svsten must make it possible: (a) to
show that legal provisions have been complied with; and (b) to
reflect the financial condition and financial operations of the
government.

(2) If Tegal and sound accounting provisions conflict, legal pro-
visions must take precedence. It is, however, the finance officer’s
duty to scek changes i the Taw which will make such law in
harmony with sound accounting principles.

(3) The general accountine system should be on a double-entry basis
with a gencral ledger in which all financial transactions ave
recorded in detail or in summary. Additional subsidiary records
should be kept where necessary.

(4) Every governmental organization should establish the funds
called for either by law or by sound financial administration. It
should be recognized, however, that funds introduce an element
of inflexibility in the finaneial system. Acceordingly, consistent
with Teeal provisions and requirements of sound financial ad-
ministration, as few funds as possibie should be established.
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(9)

(10)

(11)

(12)

(13)

JOINT LEGISLATIVE AUDIT COMMITTERE

Depending on the legal and financial requirements mentioned
immediately above, the following types of tunds are recognized :
(a) general, (b) special revenue, (¢) working eapital, (d) spe-
cial assessment, (e) bond, (f) sinking, (g) trust and agency,
and (h) utility or other enterprise. This classification of funds
to the extent required should be followed in the budget document
and in the governmental organization’s financial reports.

A complete balancing group of accounts should be established
for each fund. This group should include all of the accounts
necessary to set forth the financial condition and financial opera-
tions of the fund and to reflect compliance with legal provisions.

A clear segregation should be made between the accounts re-
lating to current assets and liabilities and those relating to fixed
assets and liabilities. With the exception of working capital,
utility or other enterprise, or trust funds, fixed assets should not
be carried in the same funds with the current assets but should
be set up in a self-balancing group of accounts known as the
general fixed asset group of accounts. Similarly, except in special
assessment and utility funds, long-term liabilities should not be
carried with the current liabilities of any fund but should be
shown in a separate self-balancing group of accounts forming
part of the general bonded debt and interest group of accounts.

The fixed asset accounts should be maintained on the basis of
original cost, or the estimated cost if the original cost is not
available, or, in the case of gifts, the appraisal value at the time
received.

Depreciation on general governmental fixed assets should not be
computed unless cash for replacements can legally be set aside.
Depreciation on such assets may be computed for unit cost
purposes even if cash for replacements cannot legally be set
aside providing these depreciation charges are used for mem-
orandum purposes only and are not reflected in the accounts.

The acecounting system should provide for budgetary control for
both revenues and expenditures, and the financial statements
should reflect, among other things, budgetary information.

The use of the accrual basis in accounting for revenues and ex-
penditures is recommended to the extent applicable. Revenues,
partially offset by provisions for estimated losses, should be taken
into consideration when earned, even though not received in
cash. Expenditures should be recorded as soon as liabilities are
incurred.

Revenues should be classified by fund and source; and expendi-
tures by fund, function, department, activity, character, and by
main classes of objects, in accordance with standard classifica-
tions.

Cost accounting systems should be established wherever costs can
be measured. Each cost accounting system should provide for
the recording of all of the elements of cost incurred to accom-
plish a purpose, to carry on an activity or operation, or to com-
plete a unit of work or a specific job. Although depreciation on
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gencral governmental fixed assets may be omitted in the general
accounts and reports, it should be considered in determining
unit costs if a cost accounting system is used.

A common terminology and classification should be used ¢on-
sistently throughout the budget, the accounts, and the financial
reports.



APPENDIX E

RULES OF THE JOINT LEGISLATIVE AUDIT COMMITTEE

The

1

committee operates under the following rules. which were

adepted in accordance with the authority cranted in the enabline aet:

(1)

The officers of this conumtttee arve a chaivman and vice chairman,
and the committee shall appoint an Auditer Geaerval who shall
act as seeretary.

IFour members of the connnittee shail constitute a guorum; pro-
vided, however, that sueh number shall include no less than two
members from the Senate and Gwo members from the Assembly.
Any action of the committee shall require an affirmative vote of
not less than two of the Senate members and two of the Assembly
members of the committee,

The chairman of the connnittee is authorized to appoint sub-
committees, to specily theiv duties, and to desienate the member-
ship of the subcominittees

The chatrman is authorized to fix the time and place of each
mecting of the committee and shall give cach member reasonable
notice of cach meeting.

The chairnian shall preside at wmeetings when present, and in
his absence the viee chaiviman shall preside. The viee chairman
of this committee shall act as ¢hairman in the case of a vacaney
in the office of the chairman, or whenever such authority is dele-
egated by the ehairman.

The seeretary shall keep a complete vecord of the meetings of
the committee and of action taken by it

The commitiee shall veorgunize and clect new officers prior to the
adjourmment of cach general session of the Legistature. The
officers of the conmnittee shall hobd office untit thelr sneeessors
are clected and have qualified.

The Legislative Counsel shal?
fative Audit Conmiiioe,

Be the counsel o the Joint Legis-






