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Following is our outline for the Task Force Reports as requested
by D. U. Uhli9.

The financial control task force was established to examine
the existing accounting system, methods of budgeting! perfor­
mance reporting techniques, and forecasting methods that make
up the Stateis financial control system as well as the post-audit
activity Ed.nce it repre:=::8nts the double check on the accuracy 0:::
the records andeffectivGn~ss of internal controls. A review
was also made of the operations of the Tax Department. Projects
were developed in each of these specific areas as well as an
overall project to evaluate the present organization of the
finance acJcivities. Since t.hese functions are divided among
the Department of Admj_nistration, Public Examiner and Taxation
as well as the offices of the State Auditor and State Treasurer,
t11e;;;e projects involved a number of different. organizationul
units of State Government.

The financial control responsibility of these various departments
and agencies is to establish the account.ing and bUdgeting system
including the control of encumbrance's by appropriation and t:o
publish the required financial reports. Their general direction
and authority is established by statute, and little has been done
to implenent broadly defined statutes with formalized procedures.
Responsibilities have been delegated to line agencies where
permissible, thus, these progrwns have significant effects in all
agencies.



The or9anizalion pattern of the financial control function, by
any standard, is split up to the point that any advancement in
financia. 1 con trol technology is thwcu:ted. The present organi z a­
tion was established in 1939, long before present day financial
controls had been widely recognized and used. The basic
function of accounting (the State Auditor) and the related
functioh of control of the cash (the State Treasurer) are
headed by elected officers reporting to the voters, or in
effect, to no one at all. The budgeting function and the control
of appropriated allotments is in the Department of Administration,
whose Cownissioner is appointed by and reports to the Governor.
The Public Examiner who represents the post-audit function cr the
check and balance on the states accounting practice is also
appointed by and reports to the Governor. The Information
Systems Division, that has an increasingly important role in
the computer processing of financial data, and is the only
source of systems analysis, reports, to "L11e Comrnissioner of
Administra tion i.n the Execu-tive Branch.

2b. Horizontal Relationshins____~_. .~__ _.=J.:.-_

Each of the central departments responsible for the various phases
of financial control has a functional relationship with all the
other departments and agencies. These departments which have
control responsibility set the direction, issue instructions
and are responsible for the perforrnance of their functions
throughout the State. Thus, the State Auditor must be sure
that the functions he has delegated to other areas for performance
are properly done. The Budget Division must issue instruction to
all activities on budget preparation to ensure a uniform approach
to preparing and submitting their budgets. There is constant
liaison with other departments throughout the year. Similar
instructional guidance must be ¢ven to the operating agencies
to cover the other financial activities.

2c. Statistics Relative to Size

The size of the financial control function cannot be specifically
identified since it is not located in one department but permeates
each department and agency of the government. It is better
measured in the effect it can have on the over bl0 billion
dollars of yearly State expenditures. This expense level makes
the State one of the largest businesses in Minnesota.



In the Department of Administration, Taxation dnd the Public
Examiner, as well as the offices of " the State Auditor and
State Treasurer where this task force worked, there was a
not.iceable lacl~ of fonnalized procedures. 1'1anual systems,
in particular, were in many ca[-;es very inefficieni.-:. As a
result, three different training sessions were held to train
State employees in systems analysis. This was done so that
the analysis of the work methods and systems could be continued
by the State employees. Many of the significant savings being
achieved by the LEAP effort are a result of systems analysis
work.

Most of the work of this task for~e was performed in departments
located in the Administration and centennial Buildings. However~

our recommendation will have effects on systerns in almost all
agencies of the State Government.

The State has a large number of loyal, hard-'dorking I intelligent
employees proud of the job they are doing. t1any of these
employees are anxious to improve the operations of the govern­
ment and are willing to accept the challenge of greater
performance when it is presented.

The various functions that make up the total financial control
system have been divided between so many areas of responsibility
that there is little organized effort to ensure that the tools
of management vlere kept up-·to-·date on a continuing basis. Vihere
there has been self-initiated use of new techniques, there has
been no degree of urgency. Resulting timetables have extended
over a much greater period of time than e::::sential for implementat:.io;~,

Further, the operating activities are totally dependent on the
Legislature for funding of new or expanded programs. The
interest of the Legislature is much higher for spending on
visible programs than investing in financial controls that
will provide long-range savings.

In general, the State activities lack an organized cost reduction
program and as a result very little systems analysis of manual
operations is performed.



3c. Pertinent Statistics

Under the conditions outlined above, the State's employees
may be workin~r at their jobs efficiently i hm'lever, vvhat they
are doing is part of all inefficient system. Without formalized
procedures, .there is no standard to check agaillst when operations
deviat(~ from the original method. As i::1. result, with the
changing of personnel, and changes i.~o accommodate temporary
situations, the methods grow further and further from the
original plan and less and less efficient. The systems
analysis needs greater emphasis on a continuing basis throughout
the State. This emphasis can be obtained with the combined
systems activity in ISD as proposed in our financial reorganization.

4. Project' Renorts________L _

The Financial Control Task Force completed eleven projects
during the period of the LEAP program. These specifically
covered the basic elements of financial controls and areas
of the Tax and Public Examiners Departments as well as the
organization of the financial activities. There are a number
of additional areas of concern that were observed in the
investigations for which programs were not developed due
to the lack of time and manpower. Further investigations
should be made into the effectiveness of the encumbrance
system as a control devic~, particularly as it applies to
operating type expenses. Another area would be the possibility
of an improved system of presentation of the data pertaining
to capital type expenditures for buildings or other construction
where there is a significant operating cost that does not show
in the two year budget request period in which the construction
funds are appropriated. Fund requests are being approved
today without full knowledge of the long range effect on
expenditure levels.

Further consideration should be given to the possibility of
extending the financial planning period to five years. ~le

extended planning period would provide a more comprehensive
picture of future tax demands and,effects of todays actions
than the present two year projections.

4b. COTT1J2let.ed l~r~L~cts__(Irl~J?lem~nt.~~·!L

None

4c. Pr~ject Repol~ts

Income Tax Examination
Office Audit Project No. 31



Inheritance and Gift Tax Division Project No. 73
Financiul Organizat:ion Pt'o:ject No. 102
Financial Reporting No. 108
Central Accounting No. 109
Budget Method study Project No. 110
Selection of State of Minnesota

Income Tax Returns for Auditing Project No. 112
Processing of Audited Individual

Tax Returns Project No. 113
Revenue Fo):ecas·ting Proj ect No. 114
Audit Reports Project No. 115
Tax Returns Field Audit Project No. 116

(Estimated)
._--~-

Sa_v ~_l~S{~_ Costs---
Project Report No. 31 $4,000,000 -0-
Project Report. No. 73 --0- --0-
Project Report No. 102 -0-- -,0-
Project. Report No. 108 '·0- --0-
Project Report No. 109 $ 750,000 --0--
Project Heport. No. 110 --0- -0-
Px:oject Report No. 112 $ 240,000 --0-
Proj ect: Peport No. 113 $ 91,000 _··o~

Project Report No. 114 -0- -0-
Project Report. No. 115 -0-· -0--
project Report: No. 116 - 0·· --0-._,._----_._.....- --~_.--

Total $5,081,000 -·0--

The Income Tax Audit Project No. 31

Improved timeliness of income tax return processing.

The Inheritance Tax Project No. 73

More productive tax examiners, increased service to the tax­
payers, and improved division management and control.

The Financial Organization Project No. 102

Create a financial organiiation capable of being fully
responsive to the State's needs.



'rhe Finuncial nc~po:rtin9 l'rs)~jcct No. 108

Improved responsiveness to chnnqing financial conditions.

The Central Accounting Systems Project No. 109

Greatly improved financial data will be available for decision
making.

The BUdgeting .Methods Study Project No. 110

rrhe program Budget process provic1e;3 for int.elLLgl-::nt and
effective decision making data at all levels of management.

The Audit Selection Project No. 112

Improved selection of income tax returns for auditing wiil
increase examiner productivity and the State's revenue.

The Audit Return Processing Project No. 113

Irnproved production per auditor and red~1Cec1 J.nt.er(~st a.s~;essm\~nts

to taxpayer s,

The Revenue Forecasting Project No, 114

Improved revenue forecasts with greater accuracy and timeliness.

The Audit Reports Project No. 115

Audit reports will become useful as a control and information
tool.

The Field Audits Report Project No. 116

Flexibility in audit assignment and improved productivity
through the use of audit programs.
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NJrne of 1 vlk force Is):

Centrcll l'lanagement. rrClsk FO.l~C

Financial Control

3.

---~----------

4. Project f'erlvins 10 (Subject & D~pvrlrnent (s)):
Income Tax Examination
Office Audit Project
Department of Taxation

-----------_._-----------------

5. SynopsisofProjeclandRecomrnendvllorJ\ backlog of 11,275 unaudited Minnesota income
tax returns, with known discrepancies, exists in the Dept.of Taxation.
'1'0 reduce the backlog in the Off ice Audi t area, our recommendation 1.8

'to establish a "project" team of experienced rl'axation personnel to
bring the existing inventory to an acceptable level (one month work)
hy_jJ.a~~.l,_l.9.]_L

6. Project and Implementation Schedule OK'd By:

a. b. Dept. Head(s) (Name, Dale. Signature):

!~-- (\ )-~,- / ...--!) .. n I('}l~l. l-\\' Q '-K,'.(Jh/v'vl)\.. 'v • '\.1 ../ • r

-I

I

d.

i
-.-J

7. Report to be OK'd by G/\C?

YEsO NO~ I
fl. L. BrubJcher

--._-----

ycsD

D. J. Dayton
-------<

8. Heporl to be OK'd by GOvernor) l
D~

-:_i 0 ~ I
. YES NS~;j' YES N9~5, ;

R. L. BrUbaChe: r . __O:_L.r?.a.Y.!.~ 1

9. Rpport Of<: (Dale): 10. ('ress Release: ------~-----l

NoD HOLOD

Governor Wendlil R. Anderson
------------------------

UNT IL _

BY

------------~--------_._-----_ .._--
(1Iedc/qUi/fIN> onlv)

f ~evcral Tilsk Forces or Dr:p:lrtlllcnts arc involved, attach separate shcp.t continuing items Gil ilnd Gb.

t~OlT. Ir dll'f (If thl: pt:r".ln-; fI1cnti()(lI',1 in itl':rl1', Gd. Gil. Ce, ~;iI, Clod C) h:Ne ;)n'(, :;iqnifir:al1t li;r,';;'J;:tio'lS tll,11 WD;.lIt; . in thl'i; (;[.Inlon

prevent IIi'llt ;,r)r(".~III'1 "','illl thiS replllt, :Ii;, 1':ln.dk ";,;01 U!<" <;1Ju\JltI i:c """tt'.'n <liler 1nr, 1-,'P"1111.1[1)r: Ifll~I''-' of tile '"qn.ll\1I';. Ii" "'1
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S lJl'.lJll\ ny

COJ1clu~don

l\. backlog of 11,27:3 unCluditec1 r'linncsota income te:tX n~turns, \vith
known discrepancies f p>:ists in the Dcp<Jxtment of: 'l'cn:e:ttion. Based
on present staff Clnc1 techniques, the annual buckloSI is growing
dramatically. EliminCltion of this backlog could generate in excess
of four mi Ilion do lla)~ s for' tlw State of Hinnesota.

Solution

To reduce the backlog in the Offi.ce Audi. t l\reCl, our reconunE:nda tion
,is to establish a "pro ject" team of experienced '1'a>:a1.:ion pe3:sonnel
t.o bring the existing inventory to an acceptable lc~vel (one months
\york) by Hay 1,1973. Personnel neccsscO:y to Clccomplish this task
have been identified, a production schedule has been laid out and
implementation has already begun under the guidance of senior
management within the Department of Taxation.

Estimated Revenue Generated

Fbur million dollars.

It is unfair to the taxpayers in question to delay the processing
or: l.:Jle.LL .le1::.lUJlS. 'iIn::: j.wp:LefllentatieJll vi L.J'l.LS sUJ.V,L._lUl1 WJ..J.J..
eliminate this injustice.

Official Responsible for Overall ~mDlementation...~ ._-_~ - ._"f ~__

R. Earl Franz, Deputy Corn.rni:3sioner

Date of Imolementation CODoletion
-,-......-:.'--._---~

Hay I, 1973
",

Ccnt)~clll,1,:H1Zl9c.mc~nt 'rusk Forcc; _. Fincll1cittl CO~ll:rol

October 9, 1~'j2



IN'l' )\ODUCTI0N

]\. revicw of the rc~po:cled bLlckloCj of audiU., lo l)(~ perfo)~me(l by the

Of :riCE) Audi t Section of thc Dc: pdT tmen t: of Taxa lion \'letS conduc led

by "1.:.110 LEZ\P Centred. l'lanagcment 'ra.';k Force _. FinanciC1.1 Cont.rol

member n.obel~t 13. Harrigan in conjunct:i'on \vH:h Budget Divi[.·;ion

Ac1minis tra t.i ve An aly s t. Do.vic1 II. LJ enscn cornmoncing Scptembc r 8,

1972. 'rhe n::,viE~\V occurred in Uw 'l'<lxat.ion offices in the

Centennial Duildin~l. Interviews with key Taxati.on personnel

included l\rth\.u- C, Roemer, Commissioner, n., Earl F)~anz, Deputy

Cormnissioner, Chauncy E. Peterson, Assistant Director' of Income

Tax, Ruth D. Billing, Group Chief of Office Audit, Mae Mattson,

Supervisor of Office Audi.t ond David Cline, Administrative Analyst.

DESCRIPTION OF THE SITUATION

fi BACf<LOG OF 11;275 Ui~J\UDITED r,'1JIH~ESOTA INCOI·1E TA>~ RETlJRI'~S f'lITH

KNO\'m DISC!\EPI-\i'lCIES; EXISTS IN THE DEP!\F\TI,iH1T OF TAX,I\T'ION (Exhibit

Discrepancies were disclosed through Federal IRS audits of tax

returns filed by Minnesota residents, and were transmitted to the

Sta te Department, of rraxa tion accompan ied by Fedel:al Ms tlacts and

Transcripts, These returns yielded additional revenue to the IRS .

. A report of federal abstracts and transcripts for ~he month of July,

1972 reflects the current status of processing in this area,

lficlud~d ii1 thi5 repo~:t are ;~0ginnii1g i~vGntory of r~der&l Ab3t~~CtS

and Transcripts, new work received, processing results (number and

(1011ar amount) and end.lng )_nveni.~ory.

·c \

-'-I '

BASED ON Pf\ESENT STAFF AND TECHNIOUES THE ANN Uf\L. BACI<L.OG IS GfW'.,IlilC;

DRAMATICALLY (Exhibit II). The ending inventory of Federal Abst~2ct=

and Transcripts were coming to the Deportment of Taxation at an

average rate of 910 per month while work processed averaged only 570.

ELIMINATION OF' PRESENT BACKLOG COULD GENERATE IN EXCESS OF FOUR

VllL.LION DOLLJ,RS 'FOR THE STATE OF j'iliHJESOTA (Exhibit III). Net tax

assessed (added revenue less overassessments) when divided bv total

abstracts and transcripts proce.ssed, equalled an additional taz por

return of $362.00 for Fiscal Year 1972. This figure mUltiplied by

the July 31, 1972 inventory of 11,275 equals $4,081,550 in additio~al

revenue possible through the elimination of this backlog.

INF01<'!'lNJ'lm1 SOURCES Al\m RESEAHCII METHODS

The major sources of information for the Office Audit Project, of the

Ce11tral Management Task Force - Financial Control, were: Interviews,

wi~h Taxotion personnel; personal observations; <lnd review of

. fl'axa tion opera tion al documcll. ta t.ion (inc luding· flowcharts ond mon t.h 1y

reports) .

Centred. Hetnc1.CJcment 'ra:.;k FO.Lce ~ Fincu,ci ClJ. CC!i\L:}G~

October 9, 1 () '7;'



80),U '1'J 01,1

He ected 1\] tern;) ti vc

The re j cclcc1 ZlllcrnCllivc J.:C' to conU.n ue the present method of
Abs tJ:ac'c and Tl: Llns cr i p t procc,:; s in9 Hi th "til illCl'Ca;:;c in s ta f f '
examinc):s performing thi;~ function. rrhis altcrni1tivc has been
re:i cctcd by bot.h 'J'ax<J. U.on nW.niJ.gcrncn l and the LE1\P Cen tra 1
1·10.11 <1gemon t -. Financial Can trol ~'<lsk Force because of the cruci<11
need for additional revenue during t.he current biennium.

Hecommcllc1ccJ 1\1 t.e rn,::\ 1~ives

To !~ED~Cl:~ '~HE' DACFq,?G I~ ~:r.ljE OFFIC~ A.UDI! 0~E0J pUR REC?!.'\I'iE~'ml\:r,IOi~
IS 10 E.Sl!\LLISH.C\ eRO\Jr.CI TEAH Of~ r.:XPEtZ)t:hCI::D rAXATIOi,j IJEI\SOI'll.JEL
TO BrING ~~I'IE ~XISTJ[~G l[\lVEllTORY TO !\I~ ACCEPTABLE LEVEl. (Oi~E !'iOIHHS
HORK) BY I'iAI' ,1; 197:>,
Arthur C. Poemer, COITU11issioner of rraxation and R. Earl Franz, Deputy
Commissioner of 'raxat.ion, directed on Sept~ember 21, 1972, that the
backlog ill the Office Audit Section be eliminated by May 1, 1973,
using experienced Taxation personnel.

The attached production schedule (Exhibit IV) outlines in detail the
personnel necessary to process the existing backlog and incoming
Abstracts and Transcripts received through April, 1973. Five
additional clerical pprsonnel from the Demand and Machine Audit
Section s vIi 11 be transferred to ·this function for the Deriod

. L
" -.. ,'............ ,.... r-'; •• ,... • , "'. •• ~.

v V L. \..J).J e L .l.J, J.;J',) L U 1'1ely .L, .L.'7 I .) • J: 1. C~.1. 11 1.. j ) 9 .L U 1.. 1.-11 e ;:, e j.J t.:-~ (; i.J 1.. e w .l 1.. .L

take place the l'i'Jst b'/O 'deeks of October. SupE~rvisiol1 v/ill be
provided by the current manager, Mae Mattson. Abstracts sllould be
processed first. Activity reporting should occur within the present
monthly format. BetMe~n September 25 and October IS, the preparation

. step:,; of " orderinq " applicable incOIlle t.ax returns from the File
Section and mathem<ltical accuracy checks by the Comptometer Unit will
occur under the Supervision of Ruth D. Billing.

The curt'ent processing procedure vlill not be substantially ch<lnsred
initially. HQl.vever, on or about Hay 1, 1973, the Taxation Study
Cormni ttee, David H. cJensen, Coordinator, will meet to rcvie\'1 the
entire procedure for processing Federal 1\bstracts and Transcripts.
Four elements will be resolved in this meeting.

1. Procedural improvements necessary.

2. Written procedures for future processing.

3. Scheduling techniq1.1c~s necessary to. p}:event a future back log
in this enti.re area.

4. Final activity report.

CenL):al !·1clnagcrncnt 'l'a,;k }?o):cc .~ Finallcial ConL).o:,
Octolx'): 9, 1.~) '!:)

~·3-
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LL~~ ~mp emen~a~2on cneau~e

Dep2~~~ent: Taxation

Co~~issioner: Arthur Co Roemer

"P.o-pons; hJ..- 1 ; ~- ... ~
.... \.-..-0. _ _1.... j

Tas~ Force Chairman:

;>'.ction Steps

John Scp,ue11er

P~lrnar:~t Assistina_____,i.,

Ti~~j_!lg

Initia~e Cc~~12~e

1. ?~e?a~e p~oduction schedule ~. H2rriGan
Leap J

Dav·e Jensen
Budget Div.

"/ ... -/7 ....;; L..:J L. A/~"'J'''''')':; L.. 0/ j L

....
L.. Coordinate transfer of five people

froili Demand & Machine Audit Sections

of Taxation.

Earl Franz Ron Todd
Ieputy Co~~ro Personnel Dire 0/ .... ~/-2-" L.l I 10/15/72

:
,.::...
I

3.

4.

"C.::-c.er" returns from central files
for backlog Abstracts & Transcripts.

Send returns to Comptometer Unit for
accuracy verification.

F. Billing

F: e Billing

1'/lae Mattson

Mae Mattson

9/25/72

°/2- /- .....; :::J IlL.

10/15/72

10/15/72

::>. Cos~ine verified returns with
2~0licable Abstracts & Transcripts.
- - ~

Sort by degree of difficulty.

V'J.';,. .. Mat:tson 0/· ... .-c/""2-" L.:::J j
- .. 1"\ / .. ""/-2

.-. J..V / 1.:::J j

6. Review and coordinate production
schecule and procedure with parties

involved.

c. Peterson' DaveCline 10/2/72 10/15/72

l 0 Train "transfer" personnel in audit

techniques (OJT).
~[C> -r.1att:son Ru'ch Billing ~ .... / .. ",,/ ... ~.Lv. ..L:::J ! L "·-I-/-~i I I 1/

...... _._. - J.--

8.

9.

10 ..

Prepare normal monthly report of
activity.

Inspect tax order preparation to
prevent build up.

Prepare final report.

M. Mattson

D. Cline

D. Jensen

Dave Jensen

Dave Cline

Continuous

Bi-weekly

5/1/73

Central MaDagernent Task Force - Financial Con~rol

October 9 t 1~72
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Pros

1. '1'hcrc is a crit.ical nc~ed for ac1ditionu.l revenue in th,~ State

during the cun:cm t: bienni U11\,

. 2. Othcr:' proces~d.ng activities of the Office l\udi t Section arc

at iJ. "se(J.~;onal" 10\'7, thus incH;C1sing t:he availability of

Tax examiners to audit the cxisting inventory of Abstracts

and rrranscripts.

Cons

None.

Il,1PRovm·1ENTS

Estimated Revenue Generated

An estimated four million dollars in revenue will be generated fOl:'

the State of Minnesota (E~1ibit III).

It is unfair to the taxpayers 1n question to delay the processing

of their returns caus ing them to pay mOl:e in interest charges C~l

•. _J ...,j.! L.~ "'-. ... ~ ~, J_ -.. ., " .~ ........ '"" ...... r~ ..... , .-.. ....-.. .1_ ........ m k ~ T, r-.. -.. _ -!_ ,.-..., r... ...... , +. ,... ..r- tTl -. ... " --. +-- ~ ,..... ...-.. t.7'; 1 1 1--." 4- -1- r...... ~

et.UU..LL.L\,JJ.J..<...t.J_ L.C~.!.. UIJ'-"..,::::.\.=.l ....-:>,l.\' ......... .lJ.\,.J'"-'" .).,lL\.....-o J./ ... ~l '....(,.'.. \.·i~l\.-J.J.\-. \"'/..1 . .t...l,....l../),.l,.....(.\_ ............. J.l- 11-'- ........._ ~~ ...... ..-,,-' .. _

serve t.he residents of the State of r/~innesot-.a through elimination

of tJ1e b3.ck .LOST 01' a UCil ts t-.o L,e pertonneCi ano. 1Jrtp.l.ementcn:.ion OI

scheduling techniques to ensure speedy processing in the future.

Ccnb:al Htlli(I~JCll\Cnt 'I'd:;},: Force - Fintlncial CO:'lU'ol.

Octobc~}: Si I 19 '/2



A bac1rJog of 11,275 unaudited Minnesota Income Tax returns, 'vith knovm discrepa...'1cies, exists 1i1 the Department of Tax3.ti0:1 •••

.

'l

TO: C.E. Peterson, Assistant Director

Fr\O~'~'j: r\tH .. iviattson

SU3j;::CT: Report of Fcderzl Abstracts and Transcripts fer the mont, of July, i97:!

DATE: August 11, 1972
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Hosed 011 present starr and tcchlliclliCS, the at1nu~\1 lladJog is growing dramatic;dly ...
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Elimination of prescnt backlog could f,cncrate in excess of fOUl million dollars III rcvenlle

for the Stull' of hlinJ1csola . , ,

"

Net Tax Assessee! F. Y. 1972

Total ncturns Processed

$2,460,200-.-_c _

G,800

Additional Tax Per Hclum

~ $362.00

'(Jul)' 31{ 19'(2 Backlog) (Additional TlJX Pcr F\cturn)

(11,275) ($3(:)2.00)

.'

,y..

CH1H\/\.L I/\fd\I/\CUM~flJTTJ\';I( roneE
. fl .

IvJdccl Revenue



Tris production schedule outlines in detail the persomid neccssarj to process the existing bac1dog, and Ll1coming

Abstracts and Transcripts, j ccci;cd through April, 1973.
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3.

1, No,

(I-I",I(}r/Ui/r(",s ulllvi

"

Inheritance and Gift Tax Division
Department of Taxation

4.

I':).

6.

--- ---~ ------------~---- -~-~----- ~--------------- -------------------- --------~-l

P,oJr,ct Perlall)s to (Sublect t; [)pp,IItrnent (s)):

~I
Sy~;~-iSOfPrOjeC-~:;-;lecorn!llen~atic~~,h~-·p;~,sent-~ys·tem"Of ·file--J~~~;ar:~~on re~-Ui:csI
tax examiners perform clerical duties, and there is a lack of file
review and productivi t.y data \'1i thin the division. OU1~ recormnendations
include revision of existing file preparation system, periodic review,
of files f and prepc),):ation of weekly reports of productivity. J
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Conclu~;ion

'rh(~ )ll:Cf;cnt system of )lrcj)ClrinSl Jnheritance ~l'<:l): fjl(~s rcquires
t<:lX examiners perform C1Cl:j c:11 dutie~;. There is no l:eview of
filef.; presenLly held t_o c:>:pcc1itc clo~i119 and chec}~ on ;3l:atui.:e
of Limitations. 'l'hc:rc i~> il need fOJ: additionill productivity
datil to be used 'by the dircctOJ: in miuli1<jil1Sj the division.

Sol'lxtion

\\le recommend a revision of "I.-_11e preSCl1"t sy:3tcm t:o complete tax
files in the clerical and initial cxamination areas. The
general files should be reviewed every three months to
initiate action on dormant files, and check on files approaching
the Statute of. Limitations. \\le recommend weekly reports, from
eXcul1iners \'lithin tlle division, to provide cuxrent proc1uc Jcivity
data for the division.

There are no immediate dollar savings anticipated.
examiner's actual audit tj.me and providing a check
nearing the Statute of Limitations, additional tax
result..

By increasing
on returns
revenue should

'rho result 'dill be more productive ta.x examiners, inc rea sed
service to the taxpayers, and improved division management and
control.

Official Responsible for Overall Implementation

John Jewell, Director of Inheritance and Gift Tax Division

March 20, 1973

C(~ntral Mil1Fl<jement 'J'ask Force .. FinC:ll1cirll Control
Novciillwr J.3, J.977.

·-1··



]nLn)(lucl'rOll

A )~l~V.i(!\'i of thee' st,d:.c of 1.'li.l1nC'~)()tiJ I JnhcLit,ll1CC <ll)(1 Cift 'lla>:

Djv:i.~:;i()n \'iLiS conducted by l.11(~ },El\P CentLtl l'l.ln"~JC'lIlcnt f.l"l~:;}~

FO:L"CC ... Finane iell Control member l<.ohcr l. C. Finke, C01l111'tc'nc iner

September 7.2, 1972. The rcv.ic;\'! \'lCl~c; conclucb'Ct in Uw Jnlwritllncc

and Gi [t 'I'dX D i v.1. ~ ion of [:Lee, ;jCCOI1(( fl::Jor of the Con tCI1n.i.<.t1

Building. Interv:Le'.'!s wit.h key pen;onne 1.' Vii thin the clivi ~:;j.on

included ~rohn ~Jc\'lC'll, Dircctol~ I P..o~Jcr 13cuhler, EXClnd.ncr, J<.icharc1

Gonsrud, EXcl1nirwr, Evelyn Block, Compt.om(~ter Opcra tor, cmd 1':lla

Boldt, File unit Supervi,;or. 'Then; \-;ere no limitation;,; placed

on LEI\P. in its review of th<.~ departmClYt and its function. 'rhe

reconunenc1a tions conLlincd hel~ein arc n::sull.s of t.his review.

THE PRESEIH SYSTE/'i OF pr~EPf\R1I'~G II~ll[l'\lTPdKE TAX FIU::S REQUI[\ES

TAX E>(Mlll'~ERS PERFOI\I'i CLEr{lCAL DUTIES (Exhibit 1). Currently,

'rho examiner receives tux files that require additional documents

to compJete his eXaJ~lination and issue a tax order. 'rhe. tax

examiner revi2\'!s these documents and separate",; cOJiiplete and

incomplete files. He must initiate correspondence on incomplete

files (a clerical function). 'The correspondence is sent to the

representati ve of the estate requesting ommit.ted document.s. Upon

receipt of omitted docl1.p.1enU:;, the eXD.miner reviews the; file; again.

'1'he;se additional cle;rical duties prohibit the tax excuniner from

devotin<J his expertise Jcoward genera.ting 'La>: revenue; and lengthens

the process of releasing estate;s to taxpayers.

THE GEljEf~AL. F H.ES M~E 110T nEY I E\'IED} ACCORD nlG TO A SPl:C I F I C

SCHEDULE} TO IDEI:HIFY THOSE FIL.ES l'linCH. HlWE BECOj'iE D01'\i''i,i\tH}

AI~D THOSE I1HrCH I\t\t. !'lE/IJUI·iG THE STATUTE OF UI·lIT(\TIOi'jS, The

number of file;s held in the general filinSJ area was over 8,000

as of June 30, 1972. These files are not reviewed periodically

to initiate tax compliance and additional revenue. John Jewell.,

Direct01: of Inhcritance and Gift Tax Division, said, "To confinn

OU1~ di scusi3ion of November 3, 1972, \'ie review our gen8ral file

area whenever it is possible to free a tax examiner for this

purpose. We try to do this every six months or so, if our workload

pe;nni t.s." During t.he LEAP study, a revicw of the general files \'las

made. 'This review is expected to cJose in excess of 500 file;s this

year. 'rllis is a signific,1l1t numbGl: \vhen compared to the t.otal

closings of 8,100 fi18s for all of last ye;ar.

THE PRESUn REPO[,\T SYSTE.i·\ IS 110T GEi\[;ED TO il/\IY\GERIAl_ DECISIO!'l

HA 1< I!'~G , The incrc<'l se in returns fi led aveL;CJC~3 about 350 files

per ye,u' for the last five years. CurrcJnt1y, the direct.or knO\'iS

how me-my files ec~ch 'l1."eCl (c1cric\:\l, cxaminCl',:ion, file) h('IS

aVi:l.ilable; and hmv clo;:;o the total ~;yst:cm is. to the 90 day Statut0

of Limit.ations. If t.he ~jyrjtc;D i;~ not approaching the; 90 day limi l~,

Ule;rc is nCl problem. l\s volume increase,,::, the limit \,Ji.ll bCCOJnc

siernificzl!lL uncler current. ':Hlc1it proccc1uLe~;. I\t this point the

director .\'ii11 n0c'c1 Cl11TC'l1t dilL.l on Cil:i.nqs, closin<:ls, cmc1 audit

rc..'V()~H;'·" to (:C'cic1(' '::/1.';(' ,let·jol\ 1,1U~;t be t.-,l~C'n. J)l~C'~JC'n«ly, none;

of ti)j.~; de~L'.'1 i~j cO:.tpilcd, \:,·(,j:l/ OJ' Ji:)n'.iil\', ,'i\11'iJl(j l:ll':: ~Tc',~lr,

only tol,11 Li.l.in(.Fj ,11HI [oL,]L clCJr;i.J)'.I~; ,tl'-c CO;::l'llU'd ltt: Y(:,ll~ end.

Centr',]1 J·l.:tn':l<j(JII\('llt 'J'Zl~J1': Force'- Fln:lncicll COl\l:n>:1
NO\l(}lilbo.r L:\, 10);~



'l'lw m;ljoJ:' ~;O\1rc(;;~; of j n [onn,_lLion for tl1c..~ J.nllc..;r:i.LlnCCQJ1d CiLL
'1'ax project \·,'crc: ilit"crvic\v;';, )I('r~;oll:d_ ob;;C'rvdtion~), oncl a ;;tudy
entitled "Hcj)orl of InllcTitancc: Til>; ~3t.u(ly" by DiJVe Cline of the
n.esc~arcl1 and Plann ins! Divis ion, !Jc..'p<.trlmcn t of 'l'axD.l~ion, S ta t.e of
J.1innesotil.

Tax File - folder containing required documents, includes
self-assessed tax return.

Self-Assessed Tax Return - the return received from the
representative for an estate.

Group I Estates -- Taxable esta-L~e;:; under $75, 000. 00.

General Files - cabinets containing documents to be examined
for existence of tax liability.

SOL - Statute of Limitations.

Hecommenc1a -[_ions

OUf~ R[COf,11'·1EIW/\TlC)[',j IS TO REVISE THE PRESEI'H SYSTn1 TO COf"IPL.ETE
II~II[fnT/\i\jCE TX,< FILES IU THE Cl_EfUC.o,L /\I'.;u I!nTII\L D~Ar\Hi'1ATlOi,1

l\f~ FAS BEFOr\ E THEY M~ E rrWCES SED III THE T/\X E>~/\r'll fU\T I Or'l SECl I 01'1,
The present system of file preparatioll channels files, lacking all
the required documents, to the tax examiners from both the compto­
meter and paper examination areas. There is no definite procedure
for completing the file beforci audit. All files wj.th returns are
sent to the tax examiners.

In the revised file preparation system, the paper examination
section would examine all incomplete files and initiate correspond­
ence requesting documents needed to cOll1plete files. 'rhe incomplete
files would be kept in the general filing area until they contain
sufficient documentation for a complete audit. Complete files
would be sent to the tax examiner for audit and closing (Exhibit II)

Revised indiviclual duties, by area, are shown on exhibit.s III, IV I

V, and VI.

The revised system would require an employee now sharing his
tiloe between Group I examinations, and paper examinations, be
assigned, full timo, to the paper examination area.

Central 11anaqcment rra.s)~ Force - Financie:t1 Control
November 1J, 1972



1l1cLlvidUill llOU.CCri :;e~nl'. to ilLtonwy~,; .1"<'prc';·;cnLill(j br:L'll:c,';1 thlll:

elo not 11,"\VC c()ll\plch~ ·clocl1l!\(.'nl:;1 \'l:i.ll lj~;\. the olldLLc'l\ .i.L('ln:-; and

conUl.:i.ll il ~;LdLcn\('))l: thdL the fj ]e' \,;:ill !lOt-. be In'occ~;:,;ecl lint.i.]

fil1ell (lOCUl\\c:J1l.:; h~lVC bc~cl1 receivecl. 7\ copy of th.i.~) con~c';;pol1clcnc(~

\,Jill bc~ )~C'pl' \-/ith the file. 'j'hir:; procC'(lurc~ \'.'ou1<3 n:~lcC1:;c tel>:

e>:anlincrs to cludit l~Cv(;nue <JcncJ:atinq Fcturn~j and improve :3erV:LCe

to those citiz(~ns prov iding all required clocunwnts.

Nt 1~[COr'1!'\EllD 1\ f~EV I [\'f OF THE GEi'lU<I\L. FILE BE LJI~DERT/\I(EI\l EVEI~Y

TIII~EE liOl'HllS TO II,)]TII\T[ ACTIVITY ClI,!' DOrU/ll\ln F11_ES I\IID C!1ECI( FIL,ES

I~Ef\f~ ] I!G Til [ ST I\TLJT E OF L 11,\ I T/\T I Ol'J S I Dur ingt110 conrse of our

examination on~; til>: cxo.miner \'1as assicJncd to review t.he ~JCmcro.l

file in an ati.:empt to ":::..;tir up" :::'iomc aClivi,ty on files that. have

had lit.tle act.ion for a periOd of t.ime. r't is estimoted tlwt at

lc;ast 500 files \'1ill bc:c closed this year due to his \'lark. 'rhe

Tax Division must issue any objections to self~assessed returns

wit.hin 90 days of t.he dat.e t.hey ore received. Thus l a review

every three months would also serve to uncover returns that may

be approaching this limit.

HE RECO~1I\1EI~D \'/EEf(LY REPORTS BY EXM·1H1Er;ZS (Exhibit VrI), (ll<OLJPS

(Exhibit VI II) AI~D FlU: OPE NEI<S (Exhibit, IX) TO PROV 1DE I\D EQU/\TE

D[\TA I\IW ASSIST THE DIVISION DIRECTO[~ !":{\I(HW j'1MU\GEf·\Ei'lT DECISIOr<S,

1'7hi18 examining t:he Inheritance and Gift Tax Division "de found

the director does not have current information rC~Jo.rding work

volume and audit. productivity. Up to date productivity records

of his depal.-tment ';'1ill enable hinl to make fact-based dc~cisions

concerning manpower :cesources and other managernent deci;,:;ions

for present use and future projections.

These figures will also be available for any decisions to change

the present system as tax return volume increases. The avail­

ability of complete l actual data is needed to make confident l

fut.ure decisions in such areas as: increa:=;c=;d personnel I . rClndoT~l

sample audits, or law changes to meet the demo.nd of increasing

re·turns.

Pros

The revised system would allow examiners to fully utilize their

expertise in the Inheritance Tax area. This would increase their

most challenging workload while possibly providing additional

tax revenue to the Stat.e

A periodic review of the general file would decrease the volume

of files pending action within the division l speed up service to

the public I Dnd pO~3sibly genero.te ac1clitiol1ul revenue by providing

an additional opportunity for object.ion before the Statute of

Limitations l 90 day lilliit l cxpil':es.

Bettc~r IJrocl.uct.ivity data will a~)sist in lnuJd,nq better management

decisions in Llw divi:::.;io11. 7\1:::';0 1 it~ \'1il1 prov:idc the c1iroct01: ",lith

Cia ta required to 1'('0(; ive ac1ditionell. rC;;CHl1:ces or sy stem c l1e1l19 e:::.;.

CC11 tr ell I,Ll n il<j Cln(~ n t Til;; I'. FC)l:ec ..' F j 11 ,Inc i (11. eu rli.: ]'():!

N() v c:mlJ c' ) 1.~) I 1 0 'i ;.>



COll ~;

'l'bc paper CI:'-Ul\inilt.ion ~:;tClt:Lon \'611 be fO):codl.o take on a st~.t·onCJC'l.·,

more productive J-'olc in file Pl:C~Pdri,ltioll th.:tt may H'CJuirc Cldc1.i tional
on·-the-job lcL1l:n-in~J o}:pcd,cllcu CIt tho q>:pcn~:;o of advancin9 -into
Group 1 tox examin(l,t.ion~:;.

.
One eXClmincr would have to be tCl}~cn from tho exa.mina tion funct.ion
for Cl fow day;; every tlnc8 rnonth~:; to carry out the rcvio\v of Lhe
general filE.~.

lV8ek 11' reporting may increase examiner competition to a point
where individual files may be picl~c~d out because of n~lative

ease of a udi t or tax revenue gone):'2:\ t.ed.

A rejected recommendation 16 to continue the present system of
preparing Inheritance Clnd Gift tax files. 'rhis 2:\l'ternat~ve has
been rejected because the tax examiner's are not using maximum
available time to audit tax returns.

Rejected recommendations regarding review of the general filing
area include continuing the present system, or reviewing every
six months. Both of these recoMuendations were rejected because
the goal of such review, keeping files from becoming dormant and
checking on files nearing the Statute of Limitations (90 days) I

would not be satisfied.

Statement of Doll.ar Savin_s:.?_------ ----- ..

There are no iMnediate dollar savings anticipated. By increasing
examiner's actual audit timo, and providing a check on returns
nearing the Statute of Limitations, additional tax revenue should
result.

The result will be more productive tax examiners, increased service
to the ta~payers, and i~)roved division management and control.

CClltT~ll l1iln:lgcli\c'n[: 1'd~3L Furce' ... Fin,:dlC1.i.ll CCJnt )'[.. }
Novemher 13 I l~) 7:2



De?2rtrrlent:

Co::-:-::nissioner:

'='2.S~: Force
C11a.ir?Jan:

~_~::ion Steps

L~AP I""''''''' lemo71 t ~.'--i on Sroh°r"··loL.... l~l:t' J.l _.LA Co L......... \"..0 __ ........ u ....... '-

Taxation

Arthur C. Roemer

Donald A. Christiansen

p 'h'l'~
~&SpOnSl~l l~Y

Priffi~ry Assistin~

Tiz:;.ir:~

I~i~iat~ Cc~~l~~s

,
..L.

Revise File Preparation
SeD2rate ne~ documents from documents
~:ith existi~g file.

Joh.n Je"wcll
Director

Ella Bo1d't 10/10/72 ~f"\/"r/--.l.:....: -:... 0 I ! ~

1
C\

2. Se~d ~otices req~esting omitted
~0c~~e~ts and record on docJ(et~

3. Separate complete from incomplete
files at co~pto~etor!s area and send
':'J::co:nplete' fi les to paper eJ-:a.rnin.er*,

4. ~udit complete files before incomplete
files.

General File Review

John Je:;:el1
Di::.-ector

John Jev:ell
Director

John Je,\·;e11
Direc~cor

Evelyn Block

Sherman Crane

10/10/72

11/6/72

12/18/72

l2 /'~l2 /' -; 2

~ '" /' ,",/-:'''J..L"....:..C I L

~ ?/- .- /-"1.._ ..:.. v:/ / L..

1. Establish' procedures for review to
i~cl~de St2t~te of Liillitatio~s check.

2. Select personnel to do reviews.

Set schedule of three months.

4. COill?lete first review.

J onn Je"well 3/1/73 ? /-; /-?
...J _/ / ~

Director

John Jev;ell 3/1/73 "/"/-'"J ..L 'f":;'\

Direct.or

John Jev!ell .... /1/7? -,/ ... /--,.:> _ ,J .:; .1-1 / .;;

Director

John Jevlell 3/1/73 3/20/73
D':rector

Central Management Task Fo~ce ~ Fin~~cial C~~~~cl

:\o"'~;'"e.:-:::::;e:::- 13 r 1;72



;~ct.iO:1 St.eps

Responsibility
Primary Assisting

7i~=r:g

I~itiat2 CO~~l2~2

Division Reporting

I. ?rC02re reports to be used.

2. Instruct personnel

Bob Finke
LT<''''''''J...J.I::..J::

·John Jewell
Director

Jonn Jevlell
Director

11/9/72

11/9/72

Ii /0/12-- -/ .

11/13/72

r
-.,J

i

3. Se~ nrocedure for weeklv return of
- ~

~cpor~s.

4. Review information received.

John Jewell
Director

John Je'.-lell
Director

11/20/72 11/27/72

~'/2~/-~ 11/~~/~~1..J.. ! /L _ ..... Loll JL.

Central Management Task Force --Financial Contr01
KoveD~er 13, 1972



1'1;(' l'rcscnt system of preparing Inheritance Tax files requires tax examiners to perform clerical duties
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'i ;-\00:""":'1 I l~)~l Route of Cierica! Functions lnvolving Tax Examiner



1)<llllm II

Our 'rccOIllII1~'I](Ltliol1 is to rc\'is~' lilt' pr~'sel1t system [0 COl1ll,ktc il11writ~lllCl' tax fik:, in tl1l'
clcricd and inili:d CXillllin:ltioll areas lwforc they ,11\' processed in the tax cxal1linatioll
scetion

------JComplete
Files .

-1-

[
_--.--1_-

JEXamineI'--=r-
[

Audits --

Files

__J=--~::r=-=_-~-=----:J_'__ .
[

=prepare FO'le []Initiatcs 1 ~C)b"]
f- . at' .------- Jectlon

~_~J:,,,g _. __ ~c-- l=:J=~

[

~lIditec: Files ] r---Typist I r~ Room-1
_!O Be Closed___ L.---__,_] _-l ~--~

[-~ r-- FHo W;\I'I
_~~~:~ - For Closing ~bjC;ction ~~

~eneral FileL ~ _

--- .~ ~ • ~ ~_ .. *·_"__·~ r • __. • __~~.~ ._~_~ ~ .. ~ _ -- .----- ..--- ~-. -

c un1:/\ L r·.'li\f'JI\G r~ MI- NT T I\~; I ~ r () I;C L
. D -



){cvisl'd individual duties

FI L.E UhllT

Sour ces of Correspondence

I.

1.

Deposits (Cilshier)

Attach existinQ material; or set up
new file if there is not previous material.

II.

1.

Mail (Mailroom)

Sort mail received:
A. New Papers
8. Papers with existin£1 files

2. Direct preraration of index cards.

3. Set aside for transfer 10 bookkeeping
section.

2. Attach pupers 10 existing file;
or clip new papers together.

4. File incomplete files set aside by
paper exa mi ncr.

3. Trunsfer files and pLlpers to
paper examiners.

4. File "No Tox" documents received
irom p8per c>:arniner.

5. Pre pure index cards on files
with tax liLibility.

G. Transfer complete files to
cornpton18ter operiltor aiter
opening <md preparing index carels.

7. File incomplete files set aside
by pClper eXilminer.

8. Transfer incomplete files \".'ith
liability to tax examiners.

GENE r~AL: (1) Complete closing process on files completed by tax exami ners und send to storage.

(2) File those files retmnecJ from tux eXcHniners tllilt arc not [JIepurecJ lor closing.

CElHI\/\l. r'MIi,!/\C[!\'I!:NT T/\:;I( FOr:CE
. 1(J •



E>CIIII\lT IV

Revised individual dutil's,.

COMPTOMETER OPEHATOIl

I. Deposits

Received from bookkeeping.

II. Files without Deposits

1. Receive ~_~~,:I~ote~! files only from
paper examiner.

2. Verify accuracy.
2. Verify accur'lcy.

3. Check entries on file jilckct
cover. 3. Check entries on file jacket cover.

4. Separate complete files from
incomplete fi los on b?sis of all
documents needed to close a file
(not incluclinu ordcr allowinSl
final account).

4. Move completed files to tax
examint:r files.

(\JOTE: If incomplete file is found in
this group, it is to be ~9~J1lle~.

to paper cXillllincr.
5. Move complete files to tox examiners.

G. Return incomplete files to paper
examiner.



[)(1111311 V

}\('viscd individual dlilies .•.

PAPER EXf\h11f'-!Ul

I.

1.

2.

3.

4.

Deposits

Receive incomplete files from cornplometcr
operator.

Examine file and s(md notice requesting
omitted documents.

When sending requcst (no. 2 above)
determine if objection should be sent
based on SOL or information on
omitted ?ssets.

necord correspondence sent in docket
provided and deterrninc~ a set·up or SOL
date for file 10 be pulled if additional
documents have not boen rc,ceived.

II. [Viall

1. ncceivc new papers and old files with new
documcnts from file unit.

A. NEW PAPERS
1. Decide if tax liability exists.
2. If no liability cxists, and

informiltion is complete for
"No Tax" file, sot 8side for
file unit.

3. If evidence is insufficient for
liability decision, issuo lettel' of
omitted items and return file

·10 file unit.
4. If liilbility exists and file is

complete, scnd file to file unit
for movement to comptorneter
operator. Indicate that file unit
should open file.

S. If liJuility exises and file is
incomplete, indic8te that file
unit should open file, and
moved to tax cxaminer for
preliminClry (2nd priority)
examination.

B. EXISTING FILES
1. neview for completeness, SOL,

and existing tax liability for
file opening.

2. Send complete files to
comptomcler o[1arator.

3. S8t [,side "No Tax" files for
file unit.

4. Hcturn incomplete files to file
unit (lfter cllccl;inq for issued
letter of omitted items.

--._--_.._--~--.-._--..-_._---_ -._---_.- ._._--_.---------..---- __._ __.._ -.._.---_.__._._ _.__ ..\

CU,Jr IlA l. MMJAG [f~I: li'll TAS I< FO I:C t.:
. 1? .



U~ I Illl IT V I

lZc\'iscd indi\'idual tIll! ks ...

TAX EXI\f\~II'!EH

First Priority -

r. 1-\11 files received should be complete for eXaiTlinCltion.

2. If (\ file is not complete (not including order allowin9 fined account) it should

be placed in second priority section of file,

3. Audit cornplcte files.

4. Issue objections if necessary (follow present procedures).

5. Send files preptJl'ed for closing to File Unit.

Second Priority -

1. Files received horn Paper Exarniner that have a tax liability but not complete

docurnents.

2. Scrutinize to examine possible prelirninury work that can b8 cornpleted.

3. Return to File Unit.

cu~ rr:f\L f.,lMJf\C;rl.'iUJl TN;I( IOI:C[
, 1 '1 •



F>~ I I i I~ 11 VII

Weeldy !\eport Dy [x,lminer

WEE I< a r= ' __. , _

GRau P f\J a. . ~

EXAM INE H ~ .__

--------
-----~--

-----,--
-

File l\lo. Amount of Tax

Objection

Yes No

Objection Tax

!\ev8nue or Gerund

(If Possi[J!e)

$

lelf'pho[w C,tlis . ._

cunn f\ L 1\'ll'd'·lt,(;CI'fll.IH T f\~; 1< H) HCT

- 'Ill -

$



·U< 1111 ; IT VIII

Weekly Iieport 13V Croup

WEE I( a r= __. . .. _

G r~ OUP NO. _

Total files

Amount of tux on closed files

No. of objections

Objection additional tux

Objection r~~funds

Number of files without objection
revenue available

Number of files in drawer to be nudited

Dute of oldest file in drclvver

$---_. ---

$--

$ .-.-.._----_.-

cu\n IlAt. fVIM.lACU/IU'JT T!\SI( loncr:

·Hi.



U~ I I i 11,11' I >~

Weekly F~eport ny File 0POI1CIS

WEE 1< 0 F .

ARE A . .. .._

Last File !\]urnber of Previous Week

Last File l\lumber - This Week

Total Files Opened

By . . ~ _

Supervisor

CCfHI1Af. M/\fJ/\C[~r\'i[NT l/\:;I( [OI:CE

. 1{j .



L[/W PHOJ1:Cl fU:POIIT

2'li~::~~::;;~;::~i~:n~,: j ~~1' '<SI~~o~::J
Finuncial Control .. '
-~--~- ----------------- -~----_._-----~_._----

November 3D, 1972 .

-----.-.--...-----------._,_._ ,-, ..- .1

4, PrOjcct Perlil'l15 to (SlIbJlXI C, ()cpMlmenl (s)):

Financial Organization
State of Minnesota

I
I________. J

5. Synopsis of halcet and fkcornrllcl1d"liol1: Due t:o thc-orgal)Tzatro11~l~:CJ:YcrrSl~e}--.:f:;ed {ina:]1ci:al~
function the St.ate lacks an effective financio.l control systc-om and
11 arms length" pO;c3t audit acJci V.1 ty Jcha t is respons ive to the Sta to I s
needs. A reorganization of the operating financial activities under
a chief financial officer and a post audit activity reporting to the .
Legislature should provide the required responsiveness. :_. . . . __..__ ..... ._.... . . .__. ._._.__. .. .. .__ .. ...J

G. Project and ImpI8mE~n\ationSchc·dule Ol('d By:

b, rDe~liC"J~~-N3r~f;, [)~;;~IDno:~~)-'--~-'-----~

,,' (>,' ,',' j' ,

,- ) I
/ •. ,... I

' .._._.._. . __ . ...._. ~ ..J

d,

Report to be or<'c! bV Go'/crnor}

HOLD[]NoD

YESG:] NoD

YEsD
Press Release:

\Jr\jTIL_~__

-------_..------,
8,

10.

b.
--.------------------..---------~

fl,'port 01<: (Datc): I

/' I ,0 /"? 1 I/~./»(/;1/,.;/j)1.::: './ /-, J;;'; f' t·? ,")<=~-- I?{~j/ ",J,,--</\'-·l+ I ,(/{ I t,· l...~t-/'..,...-..I.".,r~." I

IGovcrnor·\\lel1tk'll ri. An(it?l-;on i
"--~-_.----~--------"-_._._-_.~-------~-_.__._-~-+------

[
-_._-_.-.----------------.. ' -.. ---

fieport to be OK'd by G/\C?

m[;7( Nof] I m[I:6'o~NO!J
n, L, Brllbachcr D. J, Dayton
----------- --------------

7.

9.

(llea(}(/Lhllrcrs oniv)

if severdl Task Fo/'cl's or OCj):1I tllwnL; drc involved. i1\t;lch ~,cpar~ltr 5lwe\ cuntlll'Jinq Iterm Gil ,JIld GI).

['JOTt, If ,IllY uf th" l'i:I";()n~ m·"llic'n,,(j m it"Pl:, ();1, Gi" ric, lid. dlltl~) il,;\'(,' ~II)V -:;'1'1111[:,1'11 11",""i,tl,rms lklt \','(J\JltI ill tl'.:·,( :'>;"".1"<1

!1rt'V1'nllhcli d(jl,'em,! \\'111\ lIw; rep"rl, lill.' 11)111;111, "[,JUl (jl~" ShOldti 11'1 l,';r1l101' ;ttll!l 11,(,' IV!ll!rllj;iln,· III 1":'1 uf the ""'jn;I['III' II" "',I
n.1tlllt~ "iJpe;1I5, tlw Icp(Jr\,i,'l~~LI(~!~IJl_l:'_IIl.JJ~~~12Il1~~;!lt~l!l-,:'.~~tl~i~, COti:.ld,;rl]ri Ol<'d rf..''1dr(J!l;';'> of c<)n,-rl~~r~i·;.
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Conc1uc:iion

'rho leg i s 10. t urc is wi thou t a repr(~scn L:t t'ivc body to prov ide o.n

independent review of appropriations spent, nor is there a truc

11 arms leng th II c;{Llrnina tion of its £ inanc i211 records. The clcrr.cn t,,~

of financial control (budgeting, accounting, reporting and analysis)

arc divided bcU'leen thee Deepartmcnts of l\c1mini::;tration and Public

Examiner as It/ell as th2 State AuditoL rl'hc;:'c appears to be a lack

of urgency and concern about the fin,:U1cial affairs of the State .

0'\.1): recommendation is to realign the functions of accounting I

budgeting and reporting, data processing, co~nunications, and

treasury under' a new CC:LlIissioner of: Finance. i\eporti:r.g to this

""t", " -'db'" C'" '11·' Y'DC'.r-,C""]o f .. ;c,' ....' t~ t,"ot-,
pOo J. _lO.l \,OU_,_ a on 1:.1 0 ~ .er ._ ~.J t' ,."L, J.~,.G ~ en c~c,-"oun .L ng, 'YllCS1 _

ing and performance reporti~g; a Treasurer responsible £o~ cash

management, investing and borrowing; and Director of Information

Servj,ces responsihle for systems analysis, data processing and

cOllmmnica.L:ions. CO;-;'CUl'rent 't.'ii.~h this 3.ci..:ion the Public E~-:ar:linerIS

,reporting responsibility should be shifted to th~ legislature.

Estimated Cost S2vinas
~_._----~---

---------~--
-~-_._._--

"["T\'j)"ovnd' n~CY)011r~\7cn~S0:-__'_.1..__~ ' _r~::-~_~=__~~~~.

'.rho l.'e2,ligm-:"cnt of all financ:La.l rcsponsibiJities Under one

commissioner \·;iLL create 3n organizatior;, cZil)able of bei.ng full~/

responsive to the State's financial need for a full fi]1anc~al

control ~3ys1:em. l\t. the sz,2Ite tir:1e, t.he move of the Pu~)lic

Examiner from the Executive Branch to the Legislative will provide

c\ full \I Cl.rr:ts leng'l:h" revie'.'l of U18 St.a.te I s financial operations

and perfonnance.

Officials ResDonsible for Irnolementation
---,----- -~-----_._

----------
--

fJ.1he Legislature

Governor Wendell R. Anderson

R. L. Brubacher, Commi~3sioner of Administx-ation

Apri.l 1, 1973

Cent-rill. l'Jal);l~lel,\C'nt rl'<t~;}; Force .- F:in;u)c:i ill Cont::uJ.
n(Jvcll\l)(~)_' 30, J~))::



In t J"()c1uc t iOIl

A review of the St~te of Mihllcsota accounting, reporting and
treasur'y and do. til procc ss ing LlC b.v i tics \\'o.s conducted by Lho
Finan<;;:lal Control rL.l~~k Force of the Central ;'la.nugc!n\ent. Croup,
by members Jack Schueller, Don Christi~~scn and \~il1iam Bethke
commencinq J'unc 23, 1972. The reViC\l occurTcd in the Dcnart:nent
of l\dministr'::ltion and Public Examiner uS \.,11211 ~s the offices of
the State Auditor and Treasurer. Interviews were conducted with
key personnel and all records were made available for review.
The Financial Organization Project is one result of this review.

Descriotion of the Situation__._,__f_>_. ._~ . ._ ~_

TilE LEG I SL1\ TUF< E 1S ~'II THO UTA r< EPRE SEilT f\ T IVE 13 0DY TOP R0VIDE AN
IIWEPErJDEtn REVIEI,/ OF E~<Pl:f:DITURES f\G/dilST ITS !\PPPOPf~Ii\TIGi\JS OR
TO REPOrT Or1 PERFOF~t;~:'..ijCE /\GAli'JST APPF~OPf<IATICN OBJECTIVES
(E>:hibi t 1). rrlle l(C~gislature ~lust rely upon ei. thel.' elected
officials or officic.ls appoin'::ed by the Governor for reporting,
control and auc1i t of expencli tures by .3.ppropria tion. '

The allotment system ope~ation that rele~ses the appropriations
to the dCl)artment involvt::d is assigned to the Departn~ent of
Aclministration \\lhici1 is directed by an apDointecl official. 'I'he
pre audit and encumbrance systems are ope~at~d by the State Auditor,
an elected official. [r~e post auc:'it function is performed by tl':.e
P~blic Examiner, another appointed official. Without change, the
leqislaturc mGst continue to relY on accountina and perfor~a~ce

:i.nform<'1tion generated by d'.C,pa:ctm~nt or agencie~ in the Executj_ ve
n)~CJ.nch ':,'hj ch are rc spons ibl e to the Governor by appoint.J~1ent or
to the public by election.

THE STATE DOES fWT H!",VE A TfWE " Af\r'lS l..ENGTH" EXJ\1 /l1iil\TIOiJ OF ITS
F I I~AllC I f\L RECORDS (Exhibit: II). The only true audi t of the
financial ooeratio;;s of the S·!.:ate is the responsibility of t:he
Public Exa:niril':3r. It is gene:call]? accept.ed practice to have
accountinc:r (lcti'li Lies audi ted by an independent II arms length II

organization to verify and mrtify that the records of account
are properly respresentative of actual conditions and that proper
internal controls <lre in place and operating. In industry t.his
activity is usually perfor~cd by an outside public accounting
firm that, based upon its audit and review of the records,
ce):tific::s t.o the accm:a.cy of the financial statements. It is
also the practice il1 42 of the 50 states and the Federal Govern­
ment to have the po~;t auc1i t function report to ei ther the
JegisJ.ative branch 01:' the public, As lon~r dS the post audit
function is appointed ]:;y the E;.;ecutive D:>:.-anch there is ah.'ays
suspect as to the true independence of this activity.

CcntTal !\lanLl9clllcnt (J'(1,~;}: F())~cc .- Flllanc:i.::rl Con trol
November 30, 19~2
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'lEi'lTS Or- FII'I/\NCIAL CO~frFWL (BlJDC;ETli'IG; I\CCOLJNTl1!G; RE:POinr:JG
.YSIS) f\RE 01 1/lDED i:;ETI:Eti'l TH[~ DEP/\f\Ti\U1TS OF AJi\II1ISTP;\TIOfJ
.IC EX,I'I!·\HlER /\S '/ii~LL. /\5 THE STATE /\UDITO:\'S OFFICE ;~~hibi::: JII),
:0 [our basic clements of a financial control program. T~cse

; are (1) budgcti~g or ?lanni~g by operating activities (2)
,ng o)~ the rc~con1ing of \vhat has act.ually happened (3) r(:?ol~ti;:;

,Ling \'lh2 t has happened (act uu 1) or v/ha t: it is currently ,:':t;) tic'­
'ill happen (forecast) to the budget or plan and (4) analysis
ifying v2~rianccs from the budget or plan \vhich leads to C01~-'

action where necessary. These elernents are perfor:::cd un:5.er
diverse department heads that the reocurring cO:'nparison :::J£
to the budget have not been performed on a monthly basis and.
range forecast has never been fornalized. The most sig~i£ica~~

a financial control program is represented by the co~pa~ison

:::Jrecast to the budget as it is the period where responsible
nt action can still be taken. Little can be done to change
already happened. As long as the elements of financial

:ire split bet'deen so many different areas of responsibility
less chance of the full control system being implemented.

TO GENEHALL.Y ACCEPTED PH/\CT I CE I N I NDUSTR,Y Ai'!D OTHER STf1.TE
as TH:: EL:::i'-1UnS OF Fli~J\i'JClA:_ COiHROL Hi l'IIi;;!~SOTA ARE iiC.~T

:1) TO E;'J SLm E CEiHRA L COOR]) I iif'.. T I O~l NOR f'i,i\iJi~G Ei-l EiiT 0 F Ti-l ES::
(Exhibit IV). It is common in .both industry cLld gover,-::::ent.
the accounting budgeting, reporting and data processin;
'inancial controller because of the close relationshiip o~

.r functions. It is also generally'acce?ted, particula~ly

ry, to cO!"lbins the other financial funct.ions of l ' reasl::::'Y
audit to the highest level of financial responsibility.
ndustry is the Vice president of Finance. In other state
ts, this position does not generally exist, and as a result,
s of the Treasurer varies from being elected to bsing

by l-.he COVCl.-nor. '1'0 enSl~re an "arms length" rslat.io!lS:-:1ip
post audit fU:J.ction, it has been a r<:-,cent t}.-end i~l in:5 ...~st.:cy
he public accountant's appointment approved by the share­
The trend in government is to have t.he post audit function
the legislature.

::ARS TO BE A LACK OF URGEf!CY AND COilCER1'l ABOUT TH~ F H:,:\:;C IiIL
: THE STAT E (Exhibit V - VI). It has boen iden tif ied t.;1c~ t
ire beloT,y" expectations by appro:dmately 93 million dollars.
10 formal report that compare:3 actual and expected or fo~eC2S-::'~-':;

:es to budget. to detc.naine hm,; serious the firlCll1cial proble;,:
'rhcrc are no actions being ta}~en to obtain such a J:O-·

report to keep the State T;wncJ.ger;lon t a\'lan~ of i t.~ s true,
,llancial status. Dsspito the apparent significant shortage

CentJ~a.1 !,1anZl<j ornent 'ra.sk Force - F inonc i <11 COl, t~oJ.
November 30, 1972



of n~vcnuc Ej the re s ti 11 rCInai n encumbcr'cd fUlld~) for \'1<:19C5

appropr j d t cd for prior: buc19c t: yCilC':;, l\c;; of SepL\:nbcr 30" 19'72,
t,hcre ~~tjl} rcmldn~) in e>:CCS:3 of :?. G miLLion do) ,rs of unp':lic1
but encLllnbc red VIl1s;e s for the year en cJi ng June J 1972 cHid
approximately .4 million dollars still unpaid) encumbered
for fiscal ycal-s before ,June 30, 1971. It wouJ" ilDpear that the
encumbered funcL:; to COVGr vlages that have not been paid a rninil'lum
of three months af tel' the end of the 'fiscal year do not represent
t:n18 obligation::; of the State,

'1'he cash blllClnces maintained in banks by the Sta'te range f1:0111
8),~ to 11 day::; of cash exp8nc1iture flo\'! at the end of each quarter
of the 1972 fiscal year (Exhibit VI), At the end of the last 3
quarters the balances exceeded the outstanding warrants by over 2
days. Each 10 million dollllrs of excess cash held in demand
deposits for one year represents $400,000 of lost interest to the
State at a 4% rate. The average daily cash flow for the quarters
ranged between 7 to 9 million dollars. The lack of formal
reoccurring revenue and expense forecasts increase the difficulty
of maximizing the earning power of the State1s available cash.

Despite a 93 million dollar revenue shortage, there is no extra
effort being put forth to clear t,he encurnbrances of arr:ounts no
longer required or to establish a forecast system to accurately
forecast the current short term financial outlook.

TrV\!'lSFER ALL PRESU1T ST/\TE (-\UDITOR fl.CTIVITIES TO THE DEPARTI·;!:::n Or
P\l)I~HnSnU\TION (Aim PU\CE THE STf\TE f\UDITOf~ II'l CHt,RGE or POST r\U:J IT
ACTIVITIES REPORTING TO THE LEGISLATURE, COMBINE THE STATE AUJ1TCR
ACcOUtnING /\CTJV1T1ES I'/ITH THE 'FINi\r~CIAL, (-'lCTIVITIES OF THE DEf)l\f\I'·­
f\~ENT OF f\Dl'\HnSTRr'\TlON UlmER A ['JE\,'I STATE COrHROL.LER REFORTHiG TO
THE COi'li'H SS IO[~ ER 0 F AD 11\ un S TR!\TI O;~ (Exhibit VII) .

Pros

This alternative accomplishes the creation of a State Controller's
position which includes the minimum financial control function of
accounting, budgeting and reporting but does not include the
data processing or treasury cash activities that make up the
balance of a full financial operation, This proposal also creates
a true "arms length" post audit function under the direction of
the state Auditor reporting to the lcgislature and elected by the
electorate. Placing the post audit function under the present
State Auc1i tor elirninCl tes the need for the presently executive
appointed Public Examiner.

Contral Hanagement Task l;>orce - F'inuncial ConU"oJ
Novclnbe 1- 30, 1 ~J J ::'



Cons

Under this proposal t.he SL:d-.e Cont.rollcr v/oulc] not. huvc slrlluL"eof rcportinq directly to l.he Governor nor \\lould lw have rcc;ponsi·­bility for 0.11 fino.ncii1.1. functions. '1'11is would lend to decreasethe cmphasiE] tha t should be pJuccc1 upon the financial cont.roll)):ogram.

THE SECOND r'zEJECTED /\L.TERU/\TIVE \':OULD Tf~l\NSFEI~ AL!_ THE ACCOUUTINGJ\ND BUDG ET Iii G ACT I V] TIE S i'W~': PEl:; FO W,jE]J 13 Y THE DE PArnl-lE In 0 Ff~D1\1 Irn STR1\ T ION TOT H~ ST;.\ TE i\UDITOR i\tJ D THE STt\ TE f\ U1J ITO f\ \·w ULDTHf:1'J BE.f\f-1 [JOliiTED ST/\TE Co;nfWU_Ef~, THE REPORTliIG RESPOilSIDIUTYOF THE Pun L.I C EXJ\I.'jJ i~EF< HOULD BE TRAI'IS n:: f\R ED TO THE LEG 1SU\ TUR E(Exhibit VIII) .

Pros

This would create the office of the State Controller with mi~imumfinancial responsibilities reporting directly to the Governor.I\t the same time the cl1ange of reporting for the Public Exc:rninerfrom the Executive Branch to the Legisluture would significantlyimprove the "arms length ll relationship of the post audit function.

Cons

I" 'rhis alternative does not combine the data procc'-3sing 0.nd t:Lcasuryaqtivities under chief financial offi~cr. Further the nextelection cou.ld bri ng a nC\'ily 12 lected S·ta te Auditor unacceptableto the Governor for appoint~ent as the ~ate Controller or evenunqu0.lified for the position.

THE TH HW REJECTU) ALTERi'-iAT I 'IE \'[OUU) DE TO TRM·iSF ER ALL OF THEPf~ ESE in FIr1M: CJ AL FUi :CT 10 i'J S 0F 130TH THE STATE t\UDrTOR f\ i'iD THEJ)EP/\RTf'iENT 0:= /\Di,'llI'llSTRi\TIOil TO A NE\'iLY cr~[:ATED POSITION OF STATECONTROl_LEf~ I Tt~E POST AUD JTACT] V I TIE S \'tou LD BE TRi\i'iS FnmED TOTHE: STATE J\UDITOR MW HE COULD THEN REPORT TO THE LEGISLATURE(Exhibit IX).

Pros

This would creat.e the position of State Controller with a directreporting relationship to the Governor wit.h adequate financialcontrol responsibilities. The post audit funct.ioll would become(1 true II anns length II activi ty elected by the electol~ate and
)~epoJ~ting to the legislature.

Cons

'rhe da,ta p)~ocessing c.ll1c1 trezlsury activities are not under thodirectiOl! of a single chief financial off lcer.

Central 1'1iln'1<:.wm(~nt 'I',I~]J~ Force - Fini'1l1cLl1 Control
Nov ('rltber 30 I 1 ~J7 2



THE I~ECm;\lr'1EtmED Al_T[f~rll\TIVE; TO ESTABLISH A FULLY r~ESP01\lSIVE
F1I'J/\NCII\L Or~Gl\i'nZ/\TIOfj) IS TO CI~U\T[ t\ NE\'I COi;\r,jJSSIOf'l) HEl\lXD BY
AN /\PPOHITED COi,':i,\rSS10;~EF\ OF FIt~M'jCE) IN THE EXECUTIVE ERI\!·jCH
OF THE STATE GOV[~Ni'IE,n I To accomplish this it is necessary
to transfer financial functions from the Dcp2rtment of Adrninist~a­

tion and the 6ffices of the state Auditor and Treasurer to a new
Department of Finance. The reporting relat.ionship of the post­
audit function would be moved to the Legislature (Exhibit X).

Action would have to be taken to determine the disposition of
the constitutional offices of the State Auditor and Treasurer.

Pros

This proposal consolidates all the financial functions under a
chief financ.ial officer that can be appoint:ed by the Governor
based ~)on his professional competence. The qualifications for
the Commissicner of Finance position shou.1d consist of the
follovling: a MBA degree or the equivalent i a. minimum of 10
years experience with a billion dollar sales level companYi
5 years experience in a managing posi,tion in the area of fin2ncia1
controlsi a thorough knowledge of planning, budgeting, reporting
financial analysis and financing; an aggressive and politically
astute character. The salary range fOI' the COlr~"lis::3ioner of
Finance is from $50 to $80,000. The chief financial o1~ficer

reports di rectly to the Governor and this combined with t.he full
finu.llcia.l respons ibi1ities wi 11 ~Jive the :cunction su::::f icient
prestige and clout to perform adequate financial control functions.
Also provided is a truer "arms length" post 2Ludit function
reporting to and appointed by the legislature. Since the functions
of the post· audit and treasury cep(lrtments should be performed
by professional financial people this proposal provides for their
appointment so they can be appointed based on professional
qualifications rather than elected based on their political
charisma.

Cons

'llhis proposal requires legislatiV(~ action to determine disposition
of the constitutional offices of th~ State Auditor and Treasurer.

Cent:ri11 Hanagemcnt Tas}: Force - FinClnci ,11 COllt roJ
November 30, ).912



1\ po~,; i tion 0 f COl'l:lli s ~c~ jonex~ of F'inancc fi.,11cd by a profess ional

f inclnci. a 1 c:-:ccuti.ve \,-IOU ld CLOd te an a Lrnos pl1C':::e of un:; cncy Llbou t

t.he ~;t()tes [inancial af fairs ~ lie \'1Ould l}dve aLL the :cesponsibi 1ities

necessary to implcmcn l an ef fecti vo fin ancial con trol sy stern th':1 t:

will assist the state's managers in providing the citizens with the

desired services at the lowest possible cost. Through the financial

control system hc would be able to keep the State's management

appraised of the true financial conditj,on with short range projections

on a timely basis. Improved cash management would be possible

penni tLi,ng maxirc.urn ecJ.l:nings Leorn the States a.vailable cash.

Bstimated Cost Savinas
---.....------------~-~~->----~--~--

There will be no direct savings.

Cen"lTc11 H:lna<jcliI.:'nl rr(\~;k Force .- FiJ)c\llciil1 ConLrul
Novcm\)c;}: 30 I .1. ~J 'I' ~
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Legislature ... receives no independent review of performance or appropriations spent ...
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D<.HInIT II

COl11p;:lIcd to tile U,S. Go\'cll1ll1cnL other states, and industry ~lil\l1l'sota's post ;ludit organi7,a­

tion is not stnlctur','d to l'nSl1l'C ;111 indl'pCntknl ";HI1lS length" C'xal11inatioll of financial

transactions and opera tions .

Compwy or State

Multifoods

Dayton- Hudson

Whirlpool Corp,

Rcportin£l HclJtionship of the Post

!\uclit r-lIl1ctiol1

Audit Committee· Board of Directors

Vice-President· Control - [Jocm] of Directors

Vice-President - Finance

U.S. Governrllent Congress

Colorado Le~lisl(lturG

Maine Leg islatu re

Michigan Legislature

All States Legislatu re (25 States)

Elected (17 States)

Governor (8 States)

ClNTrIAl. MMJf\GUMfJT T!\SI{ Foner:

·10·



E)( II ill ITill
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Elements of financial control ,He divided bel\\'(,(,1l [It le<lst four organiz.'llions ...

X

x

x

x

X

X

X

-l- --L _

Elements of Financial Control

/
4' / eu

§" f?
>.9 / §!

0' c!l'____'-1__(--__
I
I

Xl
I
I
IX
I
I
I
I
I
I
I

___l'_-L-_

Public Exarniner

Dept. of !\drninistration

Dept. erf Taxation

Departments or j\grmcies

State Auditor

l\jote (a) Responsibility for prescribing the <Iccounting system is divided between the Public [xi:miner, the
State Auditor and the Dept. of Administration. The accounting system is maintained by the
Stale Auditor.

~~---~-----~-_._---_.._-~----------~------- ----.~-_ ..-~-~~----------~-_.--~---

CEr'JTllI\L [,1MJACjEI'/IEI'JT T.r\~;I( FOnCE
. 11 .



[)(I11UIT IV

Compared to f~'nl'r:l\ly acccpkd practicl' ekments of fill~ll1cjal control arc not f.[rlldurl'd
to ensure cl'll(r~i1 coordin~\tion /lor 1l1anag('mcllt of (h('s~ cOll(rols .

~-----f----

tn
.~

eo
c~"-,

tc

Reporting Rcliltionship of Units Providing the
Elements 01 Financial Conlrol

Example Companies
and States

rVlultifoods -~-------- Controller ----------.~,. Controller V.P.
. Finance

V.P.'­
Finance

DCl'lton-Hudson .",,-----_._. Controller --------~~ Controller V.P.
TreaOiurer

V.P!
Controller

Whirlpool Corp. .~-----.Controller --... ---------j."'- Controller V.P.
Fin,mce

V.P.
r- inilnce

3M ~,~----- Controller ·-----}c.-
V.P.

FinJnce
V.P.

Finance
V.P.

Finance

f'-'Ii n'nesota Admin.
[x Tax Auditor Admin.

& Auditor Admin. Elected Governor

Colorado Controller -J;- Controller Elected Legislature

Muine <cJ-------- Controller p- Controller Legislillure LqiisliHure

Mich iSlClI1 -<::(_._- Dept. of Administration ----10- Admin. Governor Legislature

Iowa «%----- Controller -- }O?- Controller Elected Elected

< !\I~;o reports to ilUclil committee of noard of DircC:lors.

CEhITfl/\1. Mf\IJI\GEMENT T!\SI( rOIlCE

. '12·



E)(I/lDtT \I

Despite the (1PP~\Icnt. significant shortage of revenues, encumbered funds still rell1ain for
wages appropriated for prior budget years ...

Stato of IVlinncsota
Unliquidated S,dary Encurnbr,ll1ces

as of September 30, 1972

197'1/\ND Pf1'OH FISC/\L YEArlS

Faribault State Hospital

Corrections - Administration .

Corrections - Minn. Residential Trcatillent Center .

Eclucatioll - Administration .

Others over 81,000.00 .

1972 FISCAL YEAH

$ 68,83Ei.30

94,968.3~

112,2lj6.93

68,464.12

40,625.98
.....~-~-~_."_.-

$385,140,72

Departl1iont of Taxation $ 503,554.49

Grain Inspection Division .

Department of Public SiJfety - AdministriJtion .

Board ot Health - AdministrC1tion '.' .

Public \Nelfare - Administration .

Education - Aclministriltion .

Others over $1,000.00

- ~~~ - ._--
--.,.--_._-~ry--

276,847.84

333,801.50

170,656.92

109,447.58

190,443.86

.................. " . . . . . . . .. 1,019,603.37-------
$2,604,355.56

CENTr{f\L ~.~f\I\lI\CU/l[;\Jl Tf\~;1< raneE'
. 1 ~~ .
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TIl~, cash balance main(~lincd ill b~lnks by (hc St~ilc r;lng~s f'rol11 8Yz (0 J I (bys of' cash
cxpcl1clitllr~s a( the cnd or cach Cju;lrlcr or the 197'2 riscal YI-'ar .

State of Minnesotu
Cash BulanC8S
(000 Omitted)

September 30,
1971

December 31,
'i971

March 31,
1972

June 30,
1972

Cash on Hand

Auclitor's Totals

Warrants Outstanding

Total Cash in Canks

$ ('1.032) $ 32,8:~4

94,064 48,235

$ 90,032 $ 81,069

$ 25,867

57,008

$ 82,875

S 25,147

'53,609

$ 78,756

Quarterly Disbursements $825,464 $699/142 $928,028 $1,250,232

Less I..vestments 236,237 2'10,114 351,066 666,851

Net Spending Rate $589,227 $4:)9,328 $576,962 S 583,Lj31

Daily Spending Rate

(G3 c1i'1\'s per Quarter)

$;9,035 $7,291 $9,158 $9,261

Days Cash on Hand

Days Outstilncling Warrant float 10,11 6.6 6.2 5.8

SOUlie[: State Auditor's Ouarterly Report

,-------------------~----------------------,----- -_.

CEl\lrn/\L M/\N/\GU\H:r\JT T/\SI( r=OllCl

. 111 .



Transfer all present State Auditor activities to the Department of Administration and place the State Auditor in
ch:;cr.;c of the Post-Audit activities reporting to the Legislature. Combine State Auditor activities with fi:1ancial
3ctivities of the Dep3rtment of Administr;ltion uliclcr ncw State Controller rcporting to the Commissioner of

- Administr::tion.

~--L-..[_----_- I I.

I
, Accounting II 'II--S-U-d-g-'et-in-.g-&-----,III" ,"gmt. 0';00;"';0' I
I _ I Reporting , I & System Anaiysis I

'V',',

j------l
I LEGiSLATURE & i
I ELECTORATE :
I !

i
i

r- -----~----,

I Post-Audit I
I I

, -,
I !
I St<Jte Auditor I

'~

I \

'I--~~-- I

O · Ad"- . j'ltner. m!nIstratlon.
i j\ctivities I
I I

GOVERNOR

I

I I
I I
I

.------- --- -- -- -l
!. . .! InTOrmatlOn Services I

I Division I

I~~--- -~. J: I'

I ,-,omm.ls~lone: 0,
-I Adm! nlstra tlon I

I

State!
I 1I ControLer
I !

I
I

, (J
~

z
-'

>
:-
~

>z
>
C)

-" .,
:::::
z
-J

:>
~f')

7:

:)
~.

0
:71

'-"

-l

Pros: ~

t. Creates State Controller position with minimum -financial control functions.
<

2. Gives legislature elected office of true "ar:-ns fengtn" audit activity.
3. Eiiminatcs the present appointed office of the Pubiic Examiner.

Cons: I.

2.
Controller does not report to Gove,nor.
Doss not include full financizl! responsibilities.

-- - - - --------- - ---"--



Transfer all present financial functions of the Department of Administration to the State Auditor and appoint
hjm as St:lte Controller. Transfer the reporting responsibility of the Public Examiner to the legisbture.

(")

,,'z
::v
>,
:;;
>z
::>
0

-" :-c1
C) S

l.i

Z
-i
-i
>
c..~

A

0

--(")
r::

----------a---
I GOVERNOR

I I

I
Centrolier and
State Auditor

I r 1
II. Accounting I B~dg'ting & I I Mg~t. Ot;,o;",;on II

I I nerortl ng j I & System~ An:::iysis
I

LEGISLATURE

I
I Publ:c
I ~.I t:xa:111:Jer
I

I
-----

I
I •.~I Post-AUOlc

i
"V'

'"

Pros: "I
l.

2.
3.

Position reports to the Govemor.
Creates State Controller position with minimum financiai control responsibilities.
Improves the ."arms length" post-audit relationship by appointment responsibility being moved to
legislature.

<

Cons: 1.
2.

D08S not include full financial responsibilities.
.b-.. new election could bring an uncooperative or unqualified incumbent.



Tr:lnsfcr ali fin::mcial functions of the Dcp8.rtment of Administration and the State Auditor's office to a DC\V State
Controlicrs office. Tmnsfcr the post-audit 8cti\i.tics to the Sto.te Auditor and have him report to the legisbture ...

LEGiSLATURE & I
l ELECTORATE I
L ;

I
r- I
-~ 1

I State I
! Auditor I
! ----I I

I
I

I! ------1
1

I .

I Post-Audit I

I I,
Budgeting &
Reporting

T-------·--------·-~~,

I !

S:Qte II Ccn:rol!er I
I

1-------- - ---'1
I GOVERNOR I
I I

I

I I -- --------- - I

I , I
t i i J

I MG!'T1t. Organization Ii

I & Syste;ns Analysis I
Accountingz

.-.;

s
>

(")
m
Z

>

-i
>,,1
A

..
<:..

>
c:-, c::

-......! .s

-;")

o
~

" PROS: 1. State Controller reports directly to the Governor.

2. State Controller has minimum finai1cial rcsponsibiiities.

, ...

"

3. The post-au.dit function becomes a true °arrTiS length" activ1ty reporting to the legis!ature and the
electorate.

4. Eliminates the present Public Examiner position.
'""

CONS: i. Does not inciude full financial responsibilities.

----~-------,---_._~--------~ --
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2. f;~I:~;~:~;:;~~;~~:~~;~-)il~~~l:-"~I~~~'~-;~-~~~o:;.~-
ri))c:mcial Ccm1:J:ol '
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i. f' t~~O.

I . J (1:1 ..L._~_ ... _._._..__.. _
(I{C<lo'qUdl('(J on/f' J.

'I, I'rO)CCI Pertain; to (SubJect {I Cepartment (\ll:

rin,llIci al noporting p}:o:i ect
Admini~.;tro.tion Department
Office of the State Auditor

-~-.-:_---~-.._--~-~----_._._-
Synopsis of rrcjccl ~.'1d R,?(omn',cnc:Jt,on:

An overall absence of useful financial reports exists
government. We YscoJrunond implenontation ofa monthly
'actual reporting system using standard formats.

6. !)rojcct ancllmplcmcntation Sclic,uule OK'd Cv:

D~pl. HeDd(,) (Nam8, Da:l',,s,gn3lUre);'
;:\'

i
...

--_._-_.__ •._---

u,

FlepC>ft to ve OK'd bV GAC?
--------~--~---

Report 10 be Ol~'d by Governor?8,

NoD'{ESC] l_r;)#DYESll:::("" 1,,0

11. L. l3 rv ba._c_h_cr ~ ~Da'~t_o_n __I

7.

9.
~-------------_._-----------

Report Of~; 10. rrcss f\eJeose:

Governor \\',;ndcll n. Anderson

HOLDD

ur~TIL -'- _

OY

{/{c;{[lqu,Jf( NS olliVJ

\evrrilllilol: FOI(cS or Dcrilltl11Cflls Me involvcd, attach ~Cp]10te sheet contill'.:il\l] itClllS Ga "nd Gt>,

I~Olf:: If "ny (If tlil' pl'r~~on', I:,cnli,,:,:;(! in it"ln" C:J, (;~'" Ce, G'l, "I:d (1 k,':e ,;fly "i~;:,i(I(,";!il IC',I'I\'Jliofl'; tli.'! 1':(luld . if) t!,cif O,'lfl:'."·' .

prr-vc-nt 111<:11 il~JlIl'in., 1','\:1) ill" le;;'.II\, (1)(' /(~fll:Jfk "Uc<t ()i~" :.I:ould !,,: \',(lltCfl ,dIll ti,i.' t'/(\,'(I n:,r11<: !f\.II'·:~ of u\e ~i~Jn:,[ule. If d ~'''J
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SUHl'll\HY

Conclusion

An o~erall absence of useful finaricial reports e>:ists within St0tc
governmcnt. li.s a result, ell1 levels of management arc hindered in
their ability t6 respond, 011 a timely basis, to changing conditions
and needs.

This financial reporting void has, to a great degree been caused
by the limitations of existinq accounting systems and a failure
to make adequate use of existing budgetary data.

Solution

Ne l~ecommcnd implementation of a monthly budget versus actual
reporting system using standard formats. This will be
accomplished by: (l) developing C01~I)uter p1:ograms to ret:r:ieve
information contained in the new central accountillg system and
(2) making better use of budgetary data as a basis for
performance evaluation.

There will be no direct cost savings. However, better decisions
through better information should produce non-quantifiable indirect
cost savings.

Imp;ovcd financial reporting will increase the state's ability
to respond on a tireely basis to changing conditions and needs,
while standardization of formats will permit ease of analysis
and undc~rstanding at a central level (Governor, Legislature and
Depal.-trnent of Administration).

Official ResDonsible for Overall Irnnlementation

~_.__."'. . ... !J.....-_.... ~_~ .~__. • _

nesponsibili ty for inlplementation lies with R. L. Brubacher and
R. 1". Hatfield.

Dnte of Inmlement.ution Conmletion•• t- _ _ _

Installation of a standardized reporting system can be accomplished
by July If 1973. This vlill coincide with the full implern(~ntation
of the nc\'! ·ccnt:cal Clccountins system and the avnilabili ty of
approved appropriations for fisCCl1 year 1974.

CC11tral ].j<ll)a~iCm(;nt rJ.'<·H~}: F'oJ:cc ~. r,'inz\ncizll Control
December I, 19 'J?



During tho. period CJune 17 r 1972, to Do.~cmbcr 1 f 1972 r tho. finclT1cial
rcportinq systC!ll1:C; of the State of ninno.so L:c1 \','0.1'0. examined by LL.~l'

Central 1·1i:11EtgeJ~lcnt:. 'I\u~;k Force .- F'inancia.l ConU'ol mel'lhor \']illi:~;;l LT.
Bethke. As a part of this examination, intervic\vs \vere held \·;:i.lh
co.ntJ:al s to' f: f personnel of state 90vcrnmon t r agency accounting
person.nel, o.nd mcmbers of l:i.no. agency task forces .

.hmong those intcrvic\vcd \%re J'ohn Lilja r Dcput.y state l\uc1itor;
Robert 'l'urnqui st. f Stat.c 7\.cconnting Director;' 'rbomas LaVelle, S to. to.
Budget Of f icor i \'Ii llio.r.l S ieners f )\ss istan t State Budget Of f icor fo:[.'
Management; and Duane Jol1nsoD, Director of Organization and Program
Analysis. '1'he Pinancial Eo-porting P3:0j ect is one resul t of this
e:>:aminCltion.

Top MANAGEMENT WITHIN STATE GOVERNMENT IS PRESENTLY OPERATING WITH
SUBSTAIHU\LLY LESS FINM1CIAL DATA THM~ IS !\VAIU\BLE TO THEIf~
COLJNTER~)f.\fnS IN IIIDUSTRY I i\C-::'UClJ. resul-ls (rec2ipts and dis)::m:;:se-­
ments) are presented to the State's centraJ. management quarterly.
In :i.nduE;try, top lIlanagement: usually receiveG monthly reports of
actual results. Management within the State must make decisions
based on acb.'li'll datu whic11 may be as much as 90 days old while
top 'mcUlctger:"',ent ',lithin il1cJust.ry has actual data which is usuaLLy
no more than 30 days old.

Actual results are not adequately compared to financial goals.
In industry, financial reports presented to top.management usually
compare actual results to the approved revenue forecasts and
spending budgeJcs. 'rho. state I s ma.nage;~lent :receives no comparable
roports. Within the Stater actua.l results ~re usually compared
to last year but seldom to approved forecasts and bUdgets. As
a result r top management in industry is informed of progress
to\'7ard financial goals 12 times per yec\): f ,'1hi1e top mClnager,tent
within State government is seldom, if ever, infonled of progress
toward financial goo.ls.

Actual results arc not swnmarizod on the basis of organizational
units or responsibility centers. In industrYr the reports
presented to t.op management are usually summarized by operating
division or responsibility cent.er. This permits top nlo.nClgcnent
to easily identify those subot-din2tes which may need help 01."' ,,·:here
top level decision::; l\~2Y be rCCjuirec1. 'rho. state's mCllK~gemcnt.

rcceives reports sumi;lari ;~ec1 by type of revenue or' e xpen::.;c (such
'as incomo taxes or ;3alari(:~[;) , but not hy organi za tiona 1 unit or
rosponsiJJility center. As such, the State's top management
C<lnnot directly identify the COl:l!~li::.;sioner, Agency, or Program
\'}hich m':ty need help oJ.: top J.evc~l decisions.

Centro.l I·lanclgel\wnt 'ra~j}: Force «. Fincmci.::ll Con',Jol
))ec(;)[\))or l, 1 :J'!?
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As !\' f~ ES ULT OF Til ES E TIIRE E (,11\,) ~m DEr: XCI [!'lC JES, AL.L LEVELS OF
1.'I/\t~/\GEiIIEilT M\[-: SEVEf<FLY IlIlm[F~[]) 11·1 THElf< !"J3ILITY TO 1\[SPOrm ON
A THIELY, 11"lFORr:~D 1::;\313 TO CliMIGII1CJ COrWITJOrlS Arm i'lf:EDS,
I{cpor t.s of P02~sible l'ovcnuc short :li:t 11~; <:\):0 delayed whi le the
situation is reviewed more closely. Responses to known revenue
fJhorlf<i11s Clrc dclC1yed \'lhi1e the current spending si tUC1tion
is c:1Sf50ssecJ. Spending rc:c1uctions a):e achieved by lIC1cross tho
bOurc1 11 reductions }~L\l:.her than on the basis of known ability to
contributc or previously cstablishc:d priorities.

T)lG possible alternative of continuing without change is rejected
out: of hand. 'To ask the top management of the State to act in a
fiscally responsible mannc:r and then not provide them with the
necessary tools is an obvious contradiction.

Recommended Alternative

\'IE I~ECOj·H'1F.ND THE STATE HWL.EI\'IENT A SUBSTf\NTIJ-\Ll_Y IHPROVED FH1Al·iCIAL.
HEPORT I iJG SYSTEJ1, '1'his system 'dou.ld have the fo110\'ling charac·~

teristics:

1. Actual results (receipts and disbu~sements) to be reported
mont.hly,.

2. Actual results to be compared to ~pproved revenue forecasts
and spending budgets.

3. Actual and budgeted results to be sllil~arized by organizational
units,

The'hew central accounting system, whcn fully implemented, will
provide an excellc:nt data base from which to extract actual results
on a monthly basis. .

He l."econunend three types of rnonthly reports' be prepared ~ (l) spend-·
ing reports (2) revenue reports (3) combination spendiryg and revenue
reports. These reports should compare budget and actual data
on both a current month and year-to-datc basis and use formats
similar to those shO\·m in Exhibits I und II. '1'11e format s11O\'111 in
Exhibi t I is to be used for both spenc1ing reports u.nd revenue
reports while the format shown in ExhDJit II is to be used for
combination spending and revenuo :reports.

\ge recommend spending )~cports and revenue reports be prepu.rec1 in
V<1.ryi119 levels of SUIl1I11c.1l.'Y and detelil, \'1hi1e combirwtion spending
and revenue reports be prepcu:cd only in varying levc1[~ of SUlml1al~Y.

Exhibi tIll pl:esonts the vElrious types of reports.

CeriU.'cll 1·1,·:1l1clC)c:!ncnt 'l'(l~:;): Force ., F'in,\l1cilll ConU~()l

))e(;crnbc)~ l, 1972
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l\le have cho~:;cn tho <.\bove rccommendc:2c} a1 tcrnative beCi.nl~;e 'de'

believe the U.J:\c;J.y ( Clvail.:\lJility of monthly financJ.o.J. c1ata is a
nE~cc~:;S(1.J:Y t.ool for all level~:; of mC:ll1aqemcnt if the Sla'Le is to
act in a responsive, and [i~;cally ):csp'onsiblc manner, Dec.:luse
the benefits of improved fillanci.:ll reporting are usually indirect
and t.hus twrd to speciLicully identify '.-Ii th the costs of providing
the reports, it is possible to overspend on fina.ncia1 r(:portin9.
Hovlever, because the current 1ev0;1 of financial reporting wi thin
'che S'tZtt.e is minil:li11 f and our n"con'..mcndCltions \'lOuld only bring
the stu-to up to the most b2.~;ic 10ve1s found in indust.ry, \ve do
not believe that overspending need be a serious concern.

Estimatcd Cost SavinGs
,-=-"-~~_.,----=,---,,~~-_..~~~-------~~.-

There are no direct: cost suving s anticipated, HO\'leVer f

8ubstuntial non-quantifiable indirect. cost savings should result.

Imnrovec1 P.esponsiveness
_"-"':..::...r-~......_--......-..--.,_~ ..~~~. __~. _

We believe the implementation of a sub~tantially improved financial
reporting system will result in an improved financial respon­
siveness on the part of the State's t.op management. We believe
the availability of better information will. permit the State's
top management to make better decisions. We believe by limiting
the rnJ.l;1ber of l:epo:r:ting for;-:\a ts to t\\'o r ease of analysi sand
understanding at a cent:c.'al level (Governor, Legislature ( and

.Departmcnt of Administration) will be facilitated.

A July 1, 1973, ir~?lementation date for a substrintially improved
financial reporting system is reasonable.

Ultimate responsibility for realization of this implementation date
lies jointly \'lith COl~'..rrlissj.oner R. I.. 13):ubacher and E;tate Audit.or
R. F. Hatfield. 'Necesscu:y steps and specif ic responsibilities
are detailed in the LEAP Imp.le:nentution Schedule.

Implementation of a financial reporting system is heavily dependent"
upon the full implementation of the new central accounting system.

Ccrit):a.l J,1iln(lfjc.'lnent rra[;}~ Fcn:ce .~. F:i.n'Hic:i i'lJ Conb:ol
DCCCldj)L~J: .L, J.~)'/:~
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D~?~~~~~nt: A~~inistration

Cc:-:"~~.ssioner: R. Lo Brubacher

S~a~~ A~ditor: R o F. Hatfield

?as~ Force Chairman: Donald Christiansen

~...c~ion St.eps
Respo':r1sibilitv

..: -. _ ... : ~ ~'--~"""-J-_-r)-~-Pr..Lffic.-,-'t A""""lSc..lHg

Tirning
Initiate CO~Dle~e

i
t...."":
!

1. 8esign report formats

2 0 Develop computer progr~~ to write
~epo:t:"ts

3., Prepare detail budgets

4. Input detail budgets into computer

~. Begin collect.ing actual data

6. Begin issuing regular monthly
budget versus actual reports

R., Turnquist

G. I<ieffer

i'J ., Siemers

J. Lilja

J. Lilja R ... Turnquist

R. Brubacher J., Lilja
Ro Hat.field '7' LaVelle....

Begl..::n

Begun

1/1/73

'3/1/73

7/1/73

8/1/73

3/1/73

6/1/73

6/30/73

6/30/73

Central Management Task Force - Financial Cont~ol

Decembe~ 1; 1972



j'./\' II/) t I I

----._-----------------------

u.
Q
:r::
I­z
o
21 + ~_._-------

IJJ 1I1f.Qf s:
t: c...

<t
, I-~ tJJ 2

•.-1

( I,q !-' ~m
~

« 2:
I-

re: 0

0 0 :-), 1-
0

(..L 0
\lJ U
n:; «

._--------------- --

I­
Ll!
t'J
(..)

:J
co

1Jj

o
2:«
c.c«
>:r: ' 1-__. . _

1_ t--

Z.
o
2
o
I­
cJ:
«
lU

>- 1------1------------------- .---~.-----.----__1

--------._-- ._-------.-._---.. ---"---.

_.------~-~..-----­
.-._-------~---

~~-.~---~"--------. -----~------~_._~----------~._--------:-----"_.~-_..._---_.-



L /\ I 111 II 1 II

(')

2
D
2:
I.U
(I­
(f)

--.-_.. -"'-c5"'
::J
W
o
i-'
CC
.:1
;>

1------1-0 +--------.-.----..----.---.:....--------.---.------.--------
lL :'Jo CJ.1
:.c (')
1- 1-
2: III ex:
o ::1 <J:
2 f5 _:::-._1------ . . ._ ----

>\1J •..J
cJ: <J:

::J1,-
o
<J:

1----'----- +------------.-------------..,......-~---.----..------

UJ UI
•.1 <-

2:-1- «
1- UJ

.." ..Jc:..

( I'~ I~ I~ «
Cy' « 2: I--

:=:> 0
c5 D 0 I-
f). ()
lJJ U
ex: c(

<9
2:
o
2
111
0­
W

---~----j------------------------~----------------
()
:'J
co
o
1-
c-e
<J:

->=----.t--------.-:...----------------------+------

LU
+­«oo
f---, -----n-

::.::l[I:: rD«w 0>. 1-
LU (I:
::::> <'J:
2: >
UJ f---------j-------------.------.--------;--------- ----j.---
>w
c.c

r.r:rJTI! II 1 1/1 II IJ I\e; f' t'/I r rn Til'; I( !'n f ~(:r



(

I /\ I I' ; 'I I II'

POSSI f3L.E' n[PORTS

I. Spending Heports· Format ns shown in b:hibit I.

1\. SummCllY Reports· lot81s lists.

.1. 131' Cudget Center within Appropriations.

2. By ~ud~Jet Center wi thin DepClrtment.

3. By Appropri8tion within Department.

4. 81' Deportment within State.

B. Det8il Reports· Object of Expenditure Lists.

1. Budget Center within Appropriation.

2. Appropri8tion Totals.

3. Budgat Center Totals.

1:1. Department Totals.

q: State Totals.

II. Revenue Reports Format as shown in Exhibit I.

A. Summary Iicports· lotnl lists.

(S8me as I-A above)

B. Detail ncports· Source of Funds Lists

(Sarne as 1-8 8bove)

Ill. Combination Hcvenue ane! Spending Reports· Format as shown in
Exhibit II.

A. SUlnln<lry Reports· Total lists.

(Sarne <:1S I·A obove)
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2. ~c ~'~~;~~~;:Ji,. ~~~;',,;~~;,~:':~~0 s k~]~' =J---
FuwncJ.al CO:it1:o1 ,

-----~~----
---~------~

~--~._~

1.

,--------------
11, P'Oj~CI P~rt,~,ns \0 (Sut;;~cI (, D~pJrWI('nl (5)):

Central Acco\.mtin') ~3ystcm

Dopal·tmC?nt of Administration

Office of the State Auditor

------------

-------------
5.

6,

rSvl)o;;sls~~~·i['r.l 2 ....,d 8(lCOnll~~cnd:.tlon:

'l'hc State I s accounting systoms i·J(~re ovaluatcd to deten-nine tJw

direction. J:. o be to.J:en in providir:g a E;Jc.atE~\,;ia2 f'inanci,tl Cata ])C'c;8.

Pre,je(;\ all;J ImpI2;nc;,tation Schedule Of~'d By:

C1.
b.

c, r- Li: ,\P Cha:1 rr.an:

'~'-j
d.

c-----------

l
cornr:niSSioner of /\<.JrninistrJlIOn

flichald L. P.rub2:hcr ._--

7.
-------_._----

Rrpc'\ 10 bE' OK'd b'{ G/,C7 8.
-----------------------

Report 10 bo OfZ'cJ by Goveln(H~

YESO

R, L. BruDe,her
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Decenlber 12,1"972

Hr. IUcllllrd L. BnJbacher, COll1mtsS:l.OnCl'
Department of Administrntion
208 i\dministration BuUding
St. Paul, Minnesota 55155

Dear Commissioner Brubacher:

I am signing the attached recommendation relating to the

implementation of the central accountJng system, "vliLh the 'luaJ i.~

fication that I do noL believe it is feasible to attempt to

convert pr10r year (1973 and prior) accounts on July I, 197'3.

In addition, you may wish to qualify your acceptance of this recom-

mendatJ.on to the extent that its, implementation Ivollld jwesent an

overly Llu'cclensome woddoad on certain divisions of vour (~epClttl1'ent,
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Douglas J. DQyton
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rccom:moncled i but vlhetllC':C or not \'le \\'i 1.1 b(~ able:; to meet
tho t.:LHk';tablc will depend upon t:hc \,,'o1'k J.0(1.c1 impost~d on
tbe ("h:,~pcD:..t)'n(';nt. dud.ng t.h(~ leq:Ls 1ative 3e~H3 ion,
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Conclusion

Present accounting systems are unable to meet tho management

report.ing and cos t anal ys is needs of the S ta t.e, The Sta. te

l'luditor I s present system hClS in.suff icien·t cClpacit.y. The line

agency systems are too hiC)hly dependent on manua.l methods. In

addition, processing delays are inherent in present systems.

Solution

The presently proposed, and pa.rtially implemented new central

accounting system will provide the. State witll a system of

sufficient size, flexibility, and responsiveness. HO\vever,

previously established imple~entation plans should be changed

to provide accelerated realization of one central financial

do.ta base for use in financial report.ing. )Vleeting the

financial information need of the State's upper management should

be given top priority. After this need has been met, resources

should then be directed at the remaining tasks of modifying

accounting controls, modifying system responsibilities, and

replacing existing agency systems where economically justifiable.

Operating cost savings are anticipated b~t have not yet been

specifically identified and quantified. Changeover costs will

be reduced by e~ciminating the State Auditor1s present EDP system

(estimated annual savings of $50(000) and present line agency

warrant wri~ing systems (estimated annual savings of $700,000)

two years earlier than previously planned.

Improved Re~3C)onsiveness

Adoption of t-.he reconunendc:d implemen·tation plan vlill result in

accelerated realization of improved financial data for upper

levels of management. The accelerated availability of improved

financial data will permit the accelerated development of a

substantially improved financial reporting system.

Off icial Rc: SDonsible for OV81:- all Inmlelrlen tation
.... ~ ----------_-<--.....-_

-~-.-......-~

Responsibili ty for implelD.entation lies jointly wi th R. L. Brubacl1er

and R. F. Hatfield.

Date of Imolementation Comnletion
---_....._- ,~-----

Complete realization of one' central data b~se for use in financial

reporting can be accomplished by July 1, 1973. This will permit

the impleIllen tation of a si.~a tcwic1e upper m<l.nC:l<jcment reporting ~;y~:; tel'!

for all of fiscal YC(lr 197 11 - assuming buc1'Jct a.nc1 rep01:tin'J project

time b,ble s are met.

Ccni.:ral l·lC:ll1agcmcnt 'I'.:.l~;k Force .- FinC:lncic:\l conl.l:()}

Dccolnbc'3: 1, 1972



Durin9 the period LTul18 17, 1972, to ])ecclnbor l, 197/', the present
and planned contral tlccountin~f systems of Uw SLlt.e of t-1inno.soto.
wore cxamirwd by LEAP }'i,llClncia1 Cont},'o.l~~ 'l'osk Force rnombe.r
\'Jilliarn ,J o Bethke:, 1\s 0. pa1:t of this eXClmination, inter'vie,'ls vlere
hold i'd. th accounting personnel in various line c19cncics, members
of linG agency task forces, and personnel on cGJltral staffs of
state government.

J\mong those intervie'..wd we:re O'ohn Li 1 j a , Deputy state Audl to):;
Robert Turnquist, Stnte ACCoullting Director; Thomas LaVelle,
State Budget Officer; William Siemers, Assistant Budget Officer
for Management; Duane Johnsoll, Director of Organization and
Program Analysis; James stavsvick, Accounting System CoordiJlator;
and Allen Yozamp, Finance Supervisor, Department of Education.
The Central Accounting System Project is one result of this
examination.

Descriotion of the Situation..~-=_.---~~ ~-----.-~ .....~~-----~--~-~~-~~~ ..

SERIOUS LH'ilTATIOi')S p,RE INHl:REi'lT IN THE E:XISTlfJG CEiHFUl,L ACCOUNTH!G
SYSTEM. Con~only known as the state Au~itor's system, the existing
central system is only able to capture financial data by appropri­
ation account and type of revenue or expense. It is unable to
identify the revenues and costs associated ,with specific programs,
aC,tivi ties, respons:Lbi1i ty cent.ers, or <:my other meaningful basis.
As such, i,t is unable to provide the f.inancial information we belim1c
the central organization needs to manage properly.

THE ST/J,T E HAS EI'\Bt,f~ KED UPOi! All EF FO r-~T TO 11'1 PL Eli [[tr 1\ I'~ E~'I CEJ1TRAL,
ACCOUi\JTJi~G SYSTEi,:' Ti,e PLLF1Ci:(Y purpose of t:lli~3 sy:~;teEl is to
provide the central organization (Govor~or, Legislature, and
Department of Administration) with the financi21 information
necessary to effeotively nanage the financial affairs of state
government. In addition, it is expected t}]ut, where economically
justific(ble, the central 2.ccounting systeT.l ,,?ill perform functions
presently performed by agency accounting systems.

Our analysis indiciltes that tIle new central accounting system is
capable of providing the needed information (see Exhibit I).

PRESENT H1PU:!~lEIH/\TlOi'l PLAI~ FOR THE S'TATE'S NE\'I CEfrmf\.l.. /\CCOUrHli'iG
SYSTEI'i DOES I~OT A;nICIP/'.TE THE AVI~IU\BrLITY OF O!JE CEinr~/\l_ FIIU"rlCI/~L

DAT A P, ~\ S t. Ufrr I L 1\T LE/" ST J ULY 1, l~)j5. (See E >: 11 i bit I I). T 11 0.

absence of this uCJ.ta base effectively prc~clucJcs the devclopiocnt of
an improved fine:tncial reporting systc~ for central management use.
The primary H:,a30n for t:11is extended dcl<:ly is t~he c1ecif;ion to
COillc~dontally alter certain acoounting procedures and rcsponsi­
bilitief:; ,'/i thin the line' c!.gcncies. ]',S a rcsul t" available Inanpo','lcr
resources are spread over a wide range of tasks.

Central j·jQnilCJc;11ent Tas}: YC)J:CC ... }'ino.ncii.lJ. COll lJol
DCCC'lObcl:' 1, J.972



']'}18 po[~s:i.blc o.ltC':rnatives of continuin<j as plLJ.nned 01:' adc1inq more
1I1anp0\-/8r have b8en rc~j cctec1. The o.clvor;3(~ effect. on r(~pc)):t.inq

sy~~t.ems of continuing as planned is neither deEd.l.'<:lble nm: nccessEl,)::-l.
'l'J18 ulternativc of uc1cJ.in<j PO)::-30lHlel is l.:'ejectcd on thc~ busis
of the tro.ining. time associated with bringing additional
personnel on board.

Recor;mwnc1at ion s

vh: I\ECOnr'lEND THE CU[\RErrr II~PLErlErH/-\TIOI'1 PLMI BE SUBDIVIDED
1NTO FOUR S;'\/\LL,ER I I ~mEPEI~DEln ll\S /(S I 1'he four tC1.sks, as we
see them are:

1. Repl~cement of the existing central accounting system
with the new central accounting system.

2. Modification of spending controls.

3. Modification of accounting system input and maintenance
responsibilities.

4. Elimination of existing agency accounting systems.

We believe that by dividing the very large ,total project in more
m~nageable, relatively independent tasks the state is then in
a better position to more objectively evaluate the ~erits of and
progress in e2ch task. For example, spending controls could
be modified within the existing system, but the State would still
be unable to propcrly.i~enti~y progra~8atic type costs. Also,
input responsibility could be modified without Changing spending
controls.

\'IE F~ECOI'1HEND THAT TOP Pf~IORITY BE GIVEN TO T/\SIC O!'lE ABOVE l\iW TI1P,T
ALL AVAILJ',}.~l_E l'iMIPO\'IER f~ESOU[~CES BE DeVOTED TO THIS SPECIFIC T/\S:(,
It is our belief tll,-~t the extended f:r.:a.SIJrientation of centTal data
bases projected under tIle original implementation plan would pl~ce

an unnecessi:n:y obstacle in tbe path of developing an improved
financial reporting system. We believe that our proposal offers
the state central management the opportunity to begin receiving
improved and complete financial reporting two years in advance of
the previously anticipated July 1, 1975, t~rgct date.

HE nECOI"\1,1EIW THI\T SPEllDH1G COilTROLS BE CH/\tlGED I\S I\PPROPf(lI\TIO[~S
AI~E CHfd'!GED r-ROI,l /\ LIi'IE rTGI B/\SIS TO A PFWCf<M,\lli!\TlC 1)/\S1SI The
p1:ematurc convC):siOll of spending controls from a J.ino item basis
to an <lctivi ty )x~si,s croates an \.mneC0ssary inc):ease in thc~ number
of cOl~trol accounts.

Central 1,lanctgc'111Cnt Ta~;k Fo):cc. "~ rinanc:Lzll Cont):ol
December 1, 1912
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HE RECOI,It'IUID TIII\T RESPOf,ISIJlILITY For~ SYSTU·1 INPUT !\tIm I1A1l'HEI'li\tICE
BE REYlnlED 1':OfU~ CLOSELY GIVli{(; fULL COf\lS I DEfU\T I Of·! TO EcornWIIC
f!\CTORS /\ilD OFE:f;fl:r I IlG f~E(.IU ] ;~~;'TNTS, i\t thi~; time it is not c.l.ccu:
the 8>:1::ent to l'lllich cuthode rClY tubes and the clvc:d.lability of
direct o.ccoss arc either econoDically justifio.ble or opcratiollu.lly
nccessary o.t line agencies. Todatc, industry llas been unable to
rationalize such an approach.

\'IE I<ECOf.H"lEHD THAT DECISr()r~S TO EUI~II~ATE LH1E AGEI'ICY ACCOUNTHIG
SYSTE!,'IS DE I'\/\DE ON (-\['1 AGENCY BY !\GENCY B;\SIS BASED Pf<H1ARlLY Olj
ECOI~Oltil C F(\C10[<S, The specific detailed uccounting problems of
the state I s many agencies 0:['0 vari.ed and complex. rrlw abilit.y
to solve all of these probleJ~ls with one II supc.:r ll central system
is uncertain. Detailed studi.os ill specific areas (such as
accounU; receivable f inventory / capib}l e1.ssets / etc.) must be
performed before intelligent decisions can be made.

We believe that the State will realize a two to three year
acceleration of approximately $750,000 ($700/000 from warrant
writing and $50/000 from elimination of the existing system hard­
ware) in cost improvement (Exhibit III)~

We believe that accelerated development of one central data base
will permit accelerated development of an improved reporting
SystCD\. In addition, as a peiipheral benefit all warrants will
be written by the new central accounting system. This will
permit easier warrant ~econciliation.

We believe that subdividillg the total project will facilitate the
economic evaluation of the individual tas}:s. For example, the
economic (Nell ua tion of eel thode )::ay tubes can I and shou1d/ be madE~

independent of the decision to develop a Dew central system.

Our evaluCltion of the tasks to be accompliShed indicates that a
July 1, 1973, target date for complete development of one central
financial data base is reasohable. Recognizing several implc~eI1t­

ation methoclolog:les are possible, '..,ro recCJriimcnd a 'Itime phased l
'

conversion ove:r the last six months of fiscul year 1973. Ive
believe this approach presents a balanced logj.cal conversion of
massive amount~~ of datu. 'I'}1C use of cornputc}~ programs to transfer
this cJ.ata should facilitate the effort.

Central 1'·1(llla9C'mc~nt 'l'Ct~;k Porce ." Finunc:i.cd. Control
))eccm})c'l' 1, 19';:2



Dcvclopmon t of irnplcrnc:J1t.aLi.on t:Lrne)tablcs f01' tCl~jJ:;C; to bo
accompli;;lled ([ftC): ~luJ.J,r If 1973 r (0.9. modification of ~:p,,:~nd:Lllg

con tro J. ~3 I mod i. f iea lion of ;;y ~3 tom :co s pon ,s ibil:i. ti os I a nd (~l irn:ln:l t ion
of ejd.sting a.qcncy systoms) f t;hou.ld be c1evelol)od at u. later dote.

Hesponsibility f01' uchicving tetSk one by July If 1973 and
devc"lopinq t.:i.mctJbles for furthcJ: tasks lies jointly \'1it11 COFl;:I1.S·>

sianer Eicho.:cd L. I3rubacher a.nc1 State Auditor P.ollo.nc1 F. lIatfic:lcl.
See the LEl\P Implementation Schedule fOl; dctZliled responsib:i.J.i tics.

Cont.ral l'lZlncl~wmcnt 'l'C:lslc Forco .- l"inancial ConU:oJ.
J)CCcl:\))cr 1 f 19'/;~
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LEAP Implement Lon Schedule

-. • • - - • • J... ••
ve?~r~men~: A~~lnls~ra~lon

CO::'..c'TLissioner:
State A',J.ditor:

R. L.
R. F.

Brubacher
Hatfield

?ask Force Chairman: Donald Christiansen

r
C'>

Action Steps

1. Convert accounting systems

A. Fiscal Year 1974 - start up

1. Budgets

a. Design forms
b. Ccncuct training
c. In.Imt data

2. En"cumbrances

a. Design forms
b. Conduct training
c. Input data

3. Rece~pts/Liquidations

a. Design receipt forms
and design invoice
stamps

b. Conduct training
c. Input data

Responsibility 1"":""1" •'llmlng
Prj_~ary Assisting I:litiate Co?;;1;2t.e--

R. Brubacher 12/1/72 7/1/13
R. Eat:field
T. LaVelle/
J. Lilja
T. LaVelle W. Siemers/ 1/1/73 6/30/73

R. Turnquist
T. LaVelle
T. L2Velle
J. Lilja

T. LaVelle/ \tV. Siemers/ 4/1/73 6/30/73
J. Lilja R. Turnquist

T. LaVelle
T .. LaVelle
... Liljav •

J. Lilja R. Turnquist 5/1/73 6/30/73

J. Lilja

J. LilJa
J. Lilia

Central Management Task Force - Financial Control
Dece:rrc.oer 1: 1972



j:\.ctio::-'. Steps
Responsibility

Primar-j-' Assistina_____~.~ d

'I iI:'~i:;.~
Initia~e Co~?l~~~

B. Fiscal Year 1973 and Prior­
change over.

1. Develop change over
computer programs

2. Prepare new system

3. Pre0aration of old system
~ -

data

4. Train agencies

5. Change over reconciliation
control

J. Lilja

D. Mag:;::-aw

R. Turnquist

C. Pierson

R. Turnauist/
. w. Siemers

J. Lilja

J. Lennon

12/1/72

12/1/72

12/1/72

12/1/72

12/1/72

1/1/73

h/' -/-.."v ~:J f_

·/"0/..........L L....; f;)

-/~Q/.........1. L ~ i,:j

1/29/73

h/ 1 -/ ..... ..,v _:J f...J

C:/. ~/--'D 1.:> ;'..)

I
-.....l
f

2. 'Develop Implementation Schedule
for modifying spending controls

3. Develop Implementation Schedule
for modifying ac~ounting system
i~put and maintenance responsibili­
ties.

4. Develop Implementation Schedule
for eliminating existing agencies
accounting systems.

R. 'Brubacher/
R. Hatfield

R. Brubacher
R. Hatfield

R~ Brubacher/
R. Hatfield

T. LaVelle

J. Lilja

J. Lilia/
T. LaVelle

7/1/73

7/1/73

7/1/73

9/30/73

°/-:10/""'''',;:,; -J I ...;

9/30/73

Central Management Task Force - Financial Co~trol

Decerr~er .: ...
... ,...., -,..,

t "-..i , ~

~.J' 1"'-
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The new system is clpabk or pro\'icling Ilcclkd il1rormatiol1.

HEPOFlTIf\JG 08JECTIVES

(1) To report linc item Cincl
progrmn ()ccount data
simul tancously

(2) To report consolidated department
totClls

(3) To report actual clata by reriod
(month, quarter, etc.) in comparison
to approved period budget

l\! EVV
SYSTEM

Yes

Yes

Yes

ST/-\TT AUDITO[={
SYS"rEfVl

No

. No

1\10

I ~----_._--------"--------------------_.. __._----__" ~
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Quote From Jlllpkmentatioll Schedule l'rcsl'nt'cd by l~olwrt Turnquist:

B. Second Phase

1. All of the proccssing (lnd records maintained by phase 1 of the systcm sholl be

e>~tcncled to additional groups of dcpiJrt.ments of stiJtc government on a schedule

that will includc ndditional d8[JartlT18nts on Juiy 1,1973, 1974, and 1975. The

July 1J 1975 woup \vill complete the install<:ltion.

CENTr,/\L ~/I/\r\lfl.G[P.1ENTT/\S\( FonCE




