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Following is oux outline for the Task Force Reports as requested
by B. U. Uhlig.

1. SBummary of Department Activities

The financial control task force was established to examine

the existing accounting system, methods of budgeting, pexrfor-
mance reporting technigues, and forecasting wmethods thalb make

up the State's financial control system as well as the post-audit
activity since it represents the double check on the accuracy of
the records and effectiveness 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 activities. Since these functions are divided among

the Department of Administration, Public Examiner and Taxation
as well as the offices of the State Auditor and State Treasurer,
these projects involved a number of different organizational
units of State Government.

The financial centrol responsibility of these various departments
and agencies is to establish the accounting and budgeting systen
including the control of encumbrances by appropriation and to
publish the required financial reports. Their general direction
and authority is established by statute, and little has becen dcone
to implenent broadly defined statutes with formalized procedures.
Responsibilitices have been delecated to line agencies where
pelszbele, thus, these programs have significant effects in all
agencies,



2. Present Operating Methods

2a. Organization Pattern

The Oqunlzatwon pattern of the financial control function, by
any standard, is split up to the point that any advancement in
financial control technology is thwarted. The present organiza-
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
function 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 approprlated allotments is in the Department of Administration,
whose Commissioner 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 ig the only

source of systems analysis, reports to the Commissioner of
Administration in the Executive Branch.

2b. Horizontal Relationships

Fach 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 performance of their functions
throughout the State. Thus, the State Auditor must be sure

that the functions he has delegated to other areas for performanco
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 1s constant
liaison with other departments throughout the year. Similar
instructional guidance must be given to the ope rat:ng 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 departmcnt and agency of the government. It is better

measured in the effect it can have on the ovexr two billion

dollars of yearly State expenditures. This expense level makes -

the State one of the largest businesses in Minnesota.



2d. Systems and Procodures .

n the Department of Administration, Taxation and the Public
Examiner, as well as the offices of’the State Auditor and
State Treasurcer where this task force worked, there was a
noticeable laclk of formalized procedures. Manual systems,

in particular, were in many cascs vory inefficient. As a
result, three different training sessions were held to train
State employces 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 force was performed in departments
located in the Administration and Centennial Buildings. However,
our recommendation will have effects on systems in almost all
agencies of the State Government.

3. Brief Statement Appraising Current Operations

3a. Areas-of Strength in the Department

The State has a large number of loyal, hard-working, intelligent
employees proud of the Jjob they are doing. Many 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.

3b. Areas of Weakness in the Department

he 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 were kept up-to-date on a continuing basis. Where
there has been self-initiated use of new techniques, there has
been no degree of urgency. Resulting timetables have extenced
over a much greater period of time than cssential for implementation.
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 Statiggipg

Under the conditions outlined above, the State's employces

may be working at their jobs efficiently; howevelxr, what they

are doing is part of an inefficient system. Without formalized
procedures, .there is no standard to check against when operations
deviate from the original method. BAs a result, with the

changing of personnel, and changes to accommodate temporary
situations, the methods grow further and further from the
original plan and less and less efficient. The systems

analysis nceds 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 Reports

4a., General Introductory Statement

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 arcas

of the Tax and Public BExaminers 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 device, 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 cffect on
expenditure levels.

Further consideration should be given to the possibility of
extending the financial planning period to five years. The
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, Completed Projects (Implemented)

None

4c, Project Reports

Income Tax Examination
Office Audit Project No. 31



Tnheritance and Gift Tax Division Projcct No. 73
Financial Organization Project No. 102
Financial Reporting No. 108
Central Accounting No. 109
Budget Method Study Project No. 110
Selection of State of Minnesota
Tncome Tax Returns for Auditing Project No. 112
Processing of Audited Individual
Tax Returns Project No. 113
Revenue Forecasting Project No. 114
pudit Reports Project No. 115
Tax Returns Field Audit Project No. 116

5. Summary of Savings and Costs (Estimated)

Savings 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 o -0~ =0~
Project Report No. 109 - $ 750,000 =)=
Project Report No. 110 ~Q- -0~
Project Report No. 112 $ 240,000 -0~
Project Report No. 113 $ - 91,000 Q-
Project Report No. 114 -0~ ~0-
Project Report No., 115 R =0=
Project Report No. 116 . =0 0=
Total $5,081,000 ~0-

6. Summary of Improved Responsiveness

The Income Tax Audit Project No. 31

Inproved timeliness of income tax return processing.

The Inheritance Tax Project No. 73

More productive tax examiners, increased service to the tax-
ayvers, and improved division management and control.
y |

The Financial Organization Project No. 102

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



phe Financial Reporting Iroject No. 108

Improved responsiveness to changing f{inancial 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

The program Budget process provides for intelligent and
effective decision making data at all levels of management.
The Audit Selection Project No. 112

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

The Audit Return Processing Project. No. 113

Improved production per auditor and reduced interest asscssments
to taxpayers.

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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SUMMARY

gonclusion

A backlog of 11,275 unaudited Minnesota income tax returns, with
known discrepancics, exists in the Depavtment of Taxation. Based
on present staff and techniques, the annual backlog is growing
dramatically. BElimination of this backlog could gencrate 1N excess
of four million dollars for the State of Minnesota.

Solution

To reduce the bac)loq in the Office Audit Area, our recommendation
is Lo establish a "project" team of experienced Taxation pexrsonnel
{o bring the existing inventory to an acceptable level (one months
work) by May 1, 1973. Personnel necessaxy to accomplish this task
have been identified, a production schedule has been laid out and
iamplementation has alleddv begun under the guidance of seniox
management within the Dbparfment of Taxation. '

Estimated Revenue Generated

Four mlllion dollars.

“Improved Responsiveness

It is unfeaeir to the taApayec% in qacstlon to delay the processing
OFf their returns. The fmpledentation ol Lhis sviulion WL
eliminate this injustice.

Official Responsible for Overall Imolementation

R. Tarl Franz, Deputy Commissioner

Date of Implementation Conpletion

May 1, 1873

e

Central Management Task Force - Financial Control
October 9, 1972
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INERODUCTION
A review of the reported packlog of audits to be perfofmod by the
Office Audit Scction of the bepartment of Taxation was conducted
by the LEAP Central Management Task Force - Financial Control
menber Robert B, Harrigan in conjunction with Budget Division
Adninistrative Analyst David H. Jenscn commencing September 8,
1972. The review occurred in the Taxation offices in the
Centennial Building. Intarviews with key Tavation personnel
included Arthur C. Roemer, Commissioner, R. Larl Franz, Deputy
Comuni.ssioner, Chauncy B. Peterson, Assistant Director of Income
Tax, Ruth D. Billing, Group Chicf of Office Audit, Mae Mattson,
Supervisor of Office Audit and David Cline, Administrative Analyst.

PESCRIPIION OF THE STTUATION

[ packLoG oF 11,275 UNAUDITED fnesoTA IncoME TAx RETURNS HITH
KNOWN DISCREPAINCIES, EXISTS 1IN THE DEPARTHENT OF TaxATION  (Bxhibit o).
Discrepancies were disclosed through Federal IRS audits of tax

yelurns filed by Minnesota residents, and were transmitted to the
State Department of Taxation accompanied by Federal Abstracts and
pranscripts. These returns vielded additional revenue to the IRS.

A report of federal abstracts and transcripts for the month of July,
1972 reflects the current status of processing in this area.

S e e JH e ) dan I SR e, PO — Vo e e ey A ma e J P B L e d e Y LK DI TR ST
J'IL\/.LL\\.AC\J. Lo [ WU I M } J.kiLJ\J.l. [ [ U S et JJQSKJLJHI.LLIIC;; JLoil \’L‘..HL.\.).LX (W PRR AU N Wi B e N SV D e A QAN D
and Transcripts, new work received, processind results (number and
gollar amount) and ending inventory.

BASED ON PRESENT STAFF AND TECHNIQUES THE ANNUAL BACKLOG IS GROWING
DRAMATICALLY (sxhibit II). The ending inventory of Federal Abstracts
and Transcripts wvere coming to the Department of Taxation at &an
~average rate of 910 per month while work processed averaged only 570.

R

FLIMINATION OF PRESENT BACKLOG COULD GENERATE I EXCESS OF FOUR
MILL1ON DOLLARS FOR THE OTATE OF FIHMNESOTA (Bxhibit ITI). Net tax
assessed (added revenue lese overassessments) when divided by total
abstracts and transcripts processed, equalled an additional tax por
return of $362.00 for Fiscal Year 1972. This figure multiplied by
the July 31, 1972 inventory of 11,275 ecquals $4,081,550 in additional
revenue possible through the elimination of this backlog.

INFORMATION SOURCES AND RESEARCH METHODS
The major sources of information for the Office audit Project, of the
Central Management Task Force - Financial Control, werc: Intervicws,
with Taxation personncl; personal obscervations; and review of
Cqpaxation operational documciitation (including flowcharts and monthly
reports) . =

Central Management Task Torece - Financial Contyol
October 9, 1972
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The rejected alternative is to continue the present method of
Abstract and Transcript processing with an increcasc in staff

examincers performing this function. This alternative has been
rejected by both Taxation management and the LEAP Central
Management -~ Financial Control Task PPorce because of the crucial

need for additional revenue during the current bienniuw.

Recomnendaed Alternatives

To REDUCE THE BACKLOG TN TWE OFFICE AUDIT AREA, OUR RECOMMENDATION
IS TO ESTABLISH & [PROJECT  TEAN OF EXPERIEHCED [AXAT10Y PERSOMNEL
TO BRING THE EXISTING JNVEHTORY TO AN ACCEPTABLE LEVEL (ONE MONTHS

WORK) BY NMAY 1, JQ/S.

Arthur C. Roemer, Commissioner of Taxation and R. Barl Franz, Deputy
Commissioner of Taxation, directed on September 21, 1972, that the
backlog in 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 porsonnel from the Demand and Machine Andit
Sections will be transferred to this function for the period
Ouloberl 10, 15753 wu llay iy 1573. TLd.i.uiug LuL Llhese j_)t:oylt: Wil
take place the last two weeks of October. Supervision will be
provided by the current manager, Mae Mattson. Abstracts should be
processed first. Activity reporting should occur within the present
monthly format. RBetwesn September 25 and October 15, the preparation
"steps of "ordering" applicable income tax returns ilom the File
Section and mathematical accuracy checks by the Comptometer Unit will
occur under the Supervision of Ruth D. Billing.

The current processing procedure will not be substantially changed
initially. However, on or about May 1, 1973, the Taxation Study
Committee, David M. Jensen, Coordinator, will meet to review the
entire plOCQdULG for processing Federal Abstracts and Transcripts.
Four elements will be resolved in this meeting.

1. Procedural improvements necessary.

2. Written procedures for future processing.

3, Scheduling techniques necessary to. prevent a future backlog
in this entire arca.

4. ¥Final activity report.

Central Management Task Yorce - Financial Contros
Octobery 9, LO7Y
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Depaxtment: . Taxation
Commissioner: Arthur C. Roemer

Tasx

1. ©Prepare production schedule

5.  Ceordinate transfer of five pecple
f-cm Demand & Machine Audit Secti
of Taxation.

5. "oréer" returns from central files
for backlog Rbstracts & Transcripts.

4. Send returns to Comptometexr Unit
accuracy verification.

S. Combine verified returns with
applicaeble Abstracts & Transcripts.
Sort by degree of difficulty-

6. =Raview and coordinate production
sc°°cu7 and procedure with paxrti

involved.

7. Train “"transfexr” personnel in aud
rechnigues (0OJT).

§. ©Prrepare normal monthly rep cf
activity.

9. Inspect tax oxder preparation to
prevent bulld up-

10. ©Prepvare final report.
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1. There is a critical need for additional revenuce in the State
during the current biennium.

2. Other processing activities of the Office Audit Section are
at a “"seasonal” low, thus increasing the availability of
Max examiners to audit the existing inventory of Abstracts
and Transcripts.

None.

IMPROVEMENTS

PSRRI

metimated Revenue Generated

An estimated four million dollars in revenue will be generated fox
+he State of Minnesota (Exhibit III).

Tmproved Responsiveness

It is unfair to the taxpayers in question to delay the processing
of their returns causing them to pay more in interest charges o
R I S B N = T o B s e s e ey il y Ty v devn s 30 Masxr~d g~ s 1T amdede e
CEUILL L L\ Jeee 3 L0 D DT D WD 2 e s —

BRSO IR P SV L X TR PR W [,

cerve the residents of the State of Minnesota through elimination
of the backlog of audits to be perrormed and lplenentatlion or
scheduling technigues to ensure speedy processing in the future.

~
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Central Management Task IPorce - Financial Control
October 9, 1972
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Based on present stafl and (cchniques, the annual backlog is growing dramatically .
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Elimination of present backlog could generate in excess of four million dollars in revenue
for the Statc of hMinnesota . .

Net Tax Assessed- F.Y. 1972

1
it

- Additional Tax Per Return
‘ Total Returns Processed A

$2,460,200

ARt = $362.00
6,800 | g

(July 31, 1972 Backlog) [Additional Tax Per Return)
(11,275) ($362.00)

1l

Added Revenue .
$4,081,550

it

.
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Sumary

Conelusion
The present systoem of preparing Tnheritance Tax filcecs roequires
tax examiners perform clerical duties. There is no review of
files presently held to oxpoedite closing and check on Statute
of Limitations. There is a nced for additional productivity
“data to be used by the director in managing the division.

Solution

We recommend a revision of the present system to complete tax
files in the clerical and initial examination arceas. The
gencral files should be reviewed cvery three months to

initiate action on dormant files, and check on files approaching
the Statute of. Limitations. We recommend weekly reports, from
examiners within the division, to provide current productivity
data for the division.

Estimated Dollar Savings

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

Improved Regponsiveness

The result will be more productive tax examiners, increased
service to the tawpayers, and improved division management and
control. '

Official Responsible for Overall Implémentation

John Jewell, Director of Inheritance and Gift Tax Division

pate of Implementation Completion

March 20, 1973 ’ ‘ ’

Central Management Task Porce - Financial Control
Noveaber 13, 1972



Introduction
A review of the State of Minnesota, Inheritonce and Gail Yax
Division was conducted by the BEAD Contral Monagement Task

Yorce - Financial Control momber Robort C. PFinke, comnencing
Septembeyr 22, 1972, The roeview waas conductoed in the Inheritanco
and Gift Tax Dbivision officce, socond floor of the Centennial
Building. Interviews with key personncels within the division
included John Jewaell, Dircctor, Royer Beuhler, Byaminey, Richard
Gonsrud, PBxaminer, Bvelyn Block, Comptometer Operator, and Blla
Boldt, File Unit Supervisor. Thore were no limitations placed
on LEAP in its review of the department and its function. The
recomunendations contained herein arce results of this review.

Description of the Situation

THE PRESENT SYSTEM OF PREPARING INHERITANCE TAX FILES REQUIRES
TAX EXAMINERS PERFORM CLERICAL DUTIES (Exhibit I). Currently,

The owaminer receives tax files that require additional documents
to complete his evamination and issuc a tax order. The tax
examiner reviews these documents and separates conplete and
incomplete files. He must initiate correspondence on incomplete
files (a clerical function). The correspondence is sent to the
representative of the estate requesting ommitted documents. Upon
receipt of omitted documents, the ewaminer reviews the file again.
These additional clerical duties prohibit the tax examiner from
devoting his expertise toward generating tax revenue and lengthens
the process of releasing estates to taxpayers.

THE GENERAL FILES ARE HOT REVIEWED, ACCORDING TO A SPECIFIC
SCHEDULE, TO IDENTIFY THOSE FILES FIH1CH HAVE BECQIAE DORMANT,

AND THOSE WHICH ARE MEARIRNG THE STATUTE OF LIMITATIONS. The

nunber of files hceld in the general filing area was ovel 8,000

as of Junc 30, 1972, These files are not reviewed periodically

to initiate tax compliance and additional revenue. John Jewell,
Director of Inhcoritance and Gift Tax Division, said, "To confirn
our discussion of November 3, 1972, we review our general file

arca whenever it is possible to free a tax examiner for this
purpose. We try to do this every six months oxr so, if our workload
permits."” During the LEAD study, a review of the general files was
made. This review is expected to close in excess of 500 files this
year. This is a significant number when compared to the total
closings of 8,100 files for all of last year.

THE PRESENT REPORT SYSTEM 15 HOT GEARED TO MANAGERTAL DECTSION

MAKING, The increase in returns filed averosges about 350 files

per ycar for the last five years. Curxently, the director Knows

how many files each arcea (clerical, cxaminavion, file) has

available and how close the total system is. to the 90 day Statute

of TLimitations. If the systen is not approaching the 90 day limit,

there is no problem. As volume increases, the limit will becowe

gignificant. under current audit procoedures. At this point the

dircctor will necd current data on iilings, closings, and audit

rovenuea to decide what action must be taken.  Presently, none

of this data is coupdled, weekly or rontihly, dwrding tha yeas

only total filings and total closings arce computoed at year ond.
contral Managoewment Task Force - Financial Contyrel

Novonber 13, 1972
D



Informal i 0N Sources and 1§a\r;c\(11fgj) ”P}<f(i1\§]g1gi

The major sources of information fow . the Tnheritance and Gift
Tas project were: intervioews, porsonal observations, and a study
entitled "Reporlt of Inheritance Tax Study" by Dave Clince of the
Rescarch and Dlanning Division, bepartment of Yaxation, State of
Minncsota.

Definition of Special Terms Used

1

Tax File - folder containing required documents, includes
gself~asscesed tax return.

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

Group I Estates -~ Taxable estates under $75,000.00.

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

SO0L -~ Statute of Limitations.

Recommendations

OUR RECOMMEMDATION 1S TO REVISE THE PRESENT SYSTEM TO COMPLETE
INHERITAMCE TAX FILES ITH THE CLERICAL ARD INITIAL EXAMIRATION
ARFEAS BEFORE THEY ARE PROCESSED IH THE TAX EXAMINATION SECTION,
The present system of file preparvation channels files, lacking all
the required documents, to the tax examniners from both the compto-
meter and paper examination arcas. There is no definite procedurec
for completing the file beforc audit. All files with returns are
sent to the tax examincrs.

Tn the revised file preparation system, the paper examination
secltion would examine all incomplete files and initiate correspond-
ence requesting documents needed to complete files. The incomplete
files would be kept in the general filing area until they contain
cufficient documentation for a complete audit. Complete files

would be sent to the tax examiner for audit and closing (Exhibit II).

Revised individual duties, by area, are shown on exhibits IIT, IV,
Vv, and VI. : '

The revised system would reguire an cmployce now sharing his

tine between Group I examinations, and paper examinations, be
assigned, full time, to the paper examination area.

Central Management Task Force - Financial Control
November 13, 1972
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Individual noltices sent to attorneys reprosenting eotatons, that
do not have completo -docuwments, Wwill lict the omiltted itoems and
contain a statement that. Lhe file will nob boe processed until
such documents have haen received., A copy of this corrcspondence
will be kept with the file. Thig procedure would roleasoe tax
examiners to audit revenuc gencrating relurns and improve scuvice
to thosc citizens providing all required documents.

ME RECOMIEND A REVIEW OF THE GENERAL FILE BE UNDERTAKEN EVERY
THREE MONTIHS TO INITIATE ACTIVITY OH DORMAMT FILES AHD CHECK FILES
NEARTHG THE STATUTE OF LIMITATIONS, During the course of our
examination one tay examiner was assigned to review the general
file in an attempt to "stir up" some activity on files that have
had little action for a period of time. Tt is cstimated that at
least 500 files will be closed this year due to his work. The
Tax Division must issue any objections to gself-assessed returns
within 90 days of the date they are received. Thus, a review
every three months would also scrve to uncover returns that may
be approaching this limit.

WE RECOMMEND WEEKLY REPORTS BY EXAMINERS (Exhibit VII), GROUPS
(Exhibit VIII) AND FILE OPENERS (Exhibit IX) TO PROVIDE ADEQUATE
DATA AND ASSIST THE DIVISION DIRECTOR MAKING MANAGEMENT DECISIONS,
While examining the Inheritance and Gift Tax Division we found
the director does not have current information rcgarding work
volume and audit productivity. Up to date productivity records
of his department will enable him to make fact-based decisions
concerning manpower resouvces and other management decisions

for present use and future projections.,

fhese figurcs will also be available for any decisions to change
the present system as tax return volume increascs. The avail-
ability of complete;, actual data is necded to make confident,
future decisions in such areas as: increased personnel, -~ randon
sample audits, or law changes to meet the demand of increasing
returns., '

Pros

The revised system would allow examiners to fully utilize theirx
expertise in the inheritance Tax area. This would increase their
most challenging workload while possibly providing additional

tax revenue to the State ' :

A periodic review of the general file would decrcase the volume
of files pending action within the division, speed up service to
the public, and possibly generate additional revenuce by providing
an additional opportunity for objecticen before the Statute of
Iinitations, 90 day limit, expires. i

Bettcr productivity data will assist in wmaking better management
decisions in Lhe division. Algo, it will provide the dircctor with
data requirad to receive additional resources or system changes.
contral Management Tashk Vorce - Financial Control
Novcombey 13, 1972
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Cons
Phe paper examination station will be forced to take on a styrongeyr,
morce productive role in file preparvation that may require additional
on-the-job lecarning cxpericnce at the ¢xpensc of advancing into
Group I tax cxaminations.

One cxaminer would have to be taken from the examination function
for a few days every three months to carry out the review of the
general file.

Weekly reporting may jncrease examiner competition to a point
where individual files may be picked out because of relative
ease of audit or tax revenue generated.

Rejected Recommendations

A rejected recommendation is to continue the present system of
preparing Inheritance and Gift tax files. This alternative has
been rejected because the tax examiner's are not using maximum
available time to audit tax retuins.

Rejected recommendations regarding review of the general filing
area include continuing the present system, or reviewing every
six months. Both of these recommendations were rejected because
the goal of such review, keeping files from becoming dormant and
checking on files nearing the Statute of Limitations (90 days),
would not be satisfied.

Statement of Dollar Savings

There are no immediate dollar savings anticipated. By increasing
exwaminer's actuval audit time, and providing a check on returns
nearing the Statute of Limitations, additional tax revenue should
result.

Improved Responsiveness

The result will be more productive tax examiners, increased service
to the taxpayers, and improved divisdion management and control.

Central Managemrent Tash Force - Financial Conty
November 13,
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Department: Taxation
Commissioner: Arthur C. Roemer
Tasx Force
Chairman: Donald A. Christiansen
Responsibility
Action Steps Primary Assisting
Revise File Preparation
1. Separate new documents from documents Jonhn Jewell Ella Boldt
with existing file. Director
2. Sand nctices recuesting omitted Jonhn Jewell
Sdocuments and record on docket. Director
3. Separate complete from incomplete John Jewell Evelyn Block
files &t comptometer’'s area and send Director
incomplete files to paper examiner.
4. Audit complete files before incomplete John Jewell Sherman Crane
files. Directox
General File Review
1. Establish procedures for review to - John Jewell
include Statute of Limitations check. Director
2. Select personnel to do reviews. ' John Jewell
Director
3. S=2t schedule of three montias. John Jev 11
Directo
4. Complete first review. Jchn Jewell

Directox
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Action Steps

Division Reporting

Prevare reports to be used.

Instruct personnel

review information received.

Bob Finke
1LEAP

John Jewell

Director

John Jewell

Director
John Jewell
Directox
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EXHBET H

Our recommendation is to revise the present system to complete inheritance tax files in the
clevical and initinl examination arcas before they are processed in the tax examination

section
Complete
Files
Examiner }
Audits
Files
Prepare File Initiates ‘ Obiectio “‘
For Closing ' Objection | jection
Audited Files Typist Mail Room
To Be Closed ‘ L —

File With
File Unit ‘\ — For Closing Objection Copy

General File

CLNTRAL MANAGEMENT TASI FORCE
.0 .




EXAHETT

N

J2evised individual duties ...

FILE UNIT

Souices of Correspondence

Deposits {Cashier) . [, Mail {(Mailroom)

Attach existing material; or set up 1. Sort mail received:
new file if there is not previous material. A. New Papers

B. Papers with existing files
Direct preparation of index cards.
' 2. Attach papers to existing file;
Set aside for transfer 1o bookkeeping or clip new papers together.
section, : '
, 3. Transfer files and papers to
File incomplete files set aside by paper examiners,
paper examiner. '
4. File “No Tax'' documents received
{rorn paper examiner,

5. Prepare index cards on files
with tax lability.
6.. Transfer complete files to

comptometer operator after
opaning and preparing index cards.

7. File incomplete files set aside
by paper examiner.

8.  Transfer incomplete files with
fiability 1o tax cexaminers.

GENERAL: (1) Complete closing process on files completed by tax examiners and send to storage.

(2} File those files returned from tax examiners that are not prepared for closing.

CONTRAL MANACEMENT TASK FORCE
- 10 -




TEXEHBIT 1V

Revised individual dutics .. .

COMPTOMETER OPERATOR

Deposits
Received from bookkeeping.
Verify accuracy.

Check entries on file jacket
cover.

Separate complete files from
incomplete files on basis of all
documents neccded to close a file
{not including order allowing
{inal account).

Move complete files to tax examiners.

Return incomplete files to paper
examiner.

1. Files without Deposits

-

Receive completed files only from
paper examiner.

2. Verily accuracy.
3. Check entries on file jacket cover.

4.  Move completed files 1o tax
examiner files.

NOTE: If incomplete file is found in

10 paper examingr.

CENTRAL MANAGUEMENT TASK FORCLE
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EXHIBET V

Revised individual duties . . .

PAPER EXARMINER

Deposits

Receive incomplete files from comptometer
operator.

Examine file and send notice requesting
omitled documents.

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

Record correspondence sent in docket
provided and determine a set-up or SOL
date for {ile to be pulled if additional
documents have not been received.

Mail

Receive new papers and old files with new
-documents Trom file unit,

A.  NEW PAPERS

1. Decide if tax liability exists.

2. 1 no liability exists, and
information is complete for
“No Tax" file, set aside for
file unit.

If evidence is insufficient for
liability . decision, issue letter of
omitted items and return file
<to file unit.

1 liability exists and file is
complete, send file to file unit
{or movement to comptometcer
operator. Indicate that {ile unit
should open file.

.1 tiability exists and file is
incomplete, indicate that file
unit should open file, and
moved 1o tax examiner {or
preliminary (2nd priority)
examination.

»

S

<

B. EXISTING FILES
1. Review for completencss, SOL,
and oxistihg tax liability for
file opening.
2. Send complete files to
comptometer oparator.
. Set aside “No Tax” files for
{ile unit.
4. Return incomplete files to file
unit after checking for issued
fetier of omitted items.

]

CENTRAL

CMANAGERMEMT TASK FORCE




XXt vi

Revised individual dutics .

TAX EXAMINER

First Priority —

.
l.

2,

w

All {iles received should be complete for examination,

If a {ile is not complete (not including order allowing final account) it should
be placed in second priority section of file.

Audit complete files.
[ssue objections i1 necessary (follow present procedures).

Send files prepared for closing to File Unit.

Second Priority —

1.

2.

3.

Files received from Paper Examiner that have a lax liability but not complete
documents.

Scrutinize to examine possible preliminary work that can be completed.

Return to File Unit.

CENTRAL MANAGELALHT TASK FORCE
R
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Weekly Report By Examiner

WEEK OF

GROUP NO. i

EXAMINER

Obijection

Amount of Tax Yes No

Obijection Tax
Revenue or Refund
{11 Possible)

CENTHAL FMAMAGEMENT TASK FORCE
Y
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Weekly Report By Group

WEEK OF

GROUP NO.

Total files

Amount of tax on closed files $

No. of objections

Objection additional tax . $

Objection refunds $

Number of files without objection
revenue availabie

Number of files in drawer to be audited

Date of oldest file in drawer

CENTRAL MANMAGUMENT TASK FORCE

RETHR




Weekly Report By File Openers

WEEK OF

AREA

Last File Number of Previous Week

EXHBEY EX

Last File Number - This Week
Total Files Opened
J
By .
© Supervisor

CENTRAL MANAGEMINT TASIC FORCE
- 16 -
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Conclusiop

The 1nq1u1atulf is withov‘ a roprogﬁntativc hody to provide an
independent review of appropriations spent, nor is there a true
varns length” CA&HlHdLlOA of its financial records. The clements
of financial control (budgeting, accounting, reporting and analysis)
arce divided between the Departments of AdnlnlﬂtxaLJon and Public

v aminer as well as the giate Auditor. There appears to bhe a lack
of urgency and concern about the financial affairs of the -State.

selution
our recommendation is to realign the functions of accounting,
budgeting and reporting, data proco?rluq, communications, and
treasury under a new Ccmmissioner Of Finance. Reporting to this
poQLL101 would be a ConLl 1cr responsible for accounting, budget-
ing and performance repol ng; a Yrea >vlmr reuponczole fotr casn
managenent, inves sting and borroulnj; and Director of Information
services responsible for systens analysw), data processing and
communications. Concurrent with this action the Public BExaminer!
reporting responsibility should be shifted to the legislature.

Lscjmakod (orL SﬁVLﬂGS

There will be no dixect 5avVings.
merOVﬂd Rosponsigggg;g

The ICdjlgnmenL of all fina lities underx one

commissioner will create an oroxnjzaLLo1 c&pable of being fully
responcive to the sta .te's financial need for full financial

control system. At the same time, the move O the Public

Exaniner from the Executive Branch to the Aﬁgl%JaulJ“ will provide

a full "arms length® review of the State's financl ial operations

and performance.

4

Officials Responsible for Implementation

The Legislature

covernor Wendell R. Andexson

R. Y. Brubachexr, Commissioner of Administration
Pate of Implcmenta ation Ce (omn]oi1on

e A e

April 1, 1973

Contral Hanagement Pack Yorce - Financial Contyol

CRovewbey 30, 1977
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Introduction
A reviecw of the State of Minnecsota accounting, reporting and
treasury and data processing activitics was conducted by the
Financial Control Task Force of the Central Managemant Group,

by members Jack Schuellex, Don Christiansen and William Bethhke
commencing June 23, 1972.  The review occurred in the Department
of Administration and Public Examiner as well as 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.

Description of the Situation

THe LEGISLATURE 18 WITHOUT A REPRESEHTATIVE BODY TO PROVIDE AN
JUDEPENDENT REVIEW OF EXPENDITURES AGATHST ITS APPROFPRIATIONS OR
TO REPORT O PERFORMAICE AGATHST APPROPRIATICH OBJECTIVES
(Bxhibit I). The legislature must rely upcn either elected
officials or officials appoinied by the Governor for reporting,
control and audit of expenditures by appropriation.

The allotment system operation that releases the appropriations
to the devartment involved is assigned to the Department oi

Administration which is directed by an appointed official. The
pre audit and encumbrance systems are operated by the State auditor,

an clected official. The post audit function is performed by the
public Examiner, another appointed official. Without change, the
legislature must continue to rely on accounting and periormance
information generated by depvartment oOr agencies in the Executive
Branch which are responsible to the Governor by appointment or

to the public by election.

THE STATE DOES NOT HAVE
FINAHCIAL RECORDS (Bxhib
o f

~
w

A TRUE "ARMS LENGTH" EXAMINATION OF 1
Exnibit 11). The only true audit of the
financial overations of the State is the responsibility of the
public Examiner. It is generally accepted practice to have
accounting activities audited by an independent "arms length”
organization to verify and artify that the records of account
are properly respresentative oi actual conditions and that proper
internal controls are in place and operating. In industry this
activity is usually performed by an outside public accounting
firm that, based upon its audit and review of the recoxrds,
certifies to the accuracy of the financial statements. It is
also the practice in 42 of the 50 states and the Federal Govern-
ment to have the post audit function report to cither the
legislative branch ox the public., As long as the post audit
function is appointed by the Executive Branch there is always
suspect as to the true independence of this activity.

Central Management Task Force ~ PFinancial Control
November 30, 1972
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JENTS OF FINAMCIAL CONTROL (BUDGETING, ACCOUNTI)G, REPORTI
Y51S) ARE DIVIDED BET

HE[N THE DEPARTHENTS OF ADMINISTRAT
JJC EXAMINER AS WELL AS THE STATE AUDITCR'S OFFICE #xhibi
‘e four basic elements of a financial control program. T
poare (1) budgeting or pnlanning by operating activities (

[0 e

o

ng or the recording of what has actually happened (3) revorting

ring what has happcned (actual) or what it is currently antic-
.11 happen (forecast) to the budgect ox plan and (4) analvsis
ifying variances from the budget or plan which leads to cor-
action where necessary. These elenents are performed unier
diverse department heads that the reocurring comparison of

to the budget have not been performed on a monthlv basis and .

range forccast has never becen formalized. The most significanc

a financial control program is represented by the compariscon
orecast 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
sre split between so many different areas of responsibility
less chance of the full control SYQme being implemented.
'TO GEMERALLY ACCEPTED PRACTICE IN INDUSTRY AND OTHER STATE
TS THZ ELEMENTS OF FINANCIAL CONTROL IHN fHKIEZSCTA ARE ST
(D TO EMSURE CENTRAL COORDIHATION NOR MANAGEMENT COF THE
(Exhibit IV). It is common in .both industry and Govcriﬁent
the accounting budgeting, repvorting and data vrocessing
‘inancial controller bmcau e of the close relati Oﬁonlap of
xr functions. It is also generally-accented, part:
ry, to combine the other financial functions ot
audit to tbe highest level of financial responsi Y
ndustry 1is 16 Vice President of Finance. In o*h Tat
ts, this position does not generally exist, and as a resul
s of the Treasurer varies from being elected to being

- by the CGovernor. To ensure an "arms length" relationship
post audit funcition, it has been a recent t“ena in indu%try
he public accountant's appointment approved by the share

The trend in government is to have the post audit function
the Jegislature.

[

PI{F
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v o

SARS TO BE A LACK OF URGENCY AND CONCER!N ABOUT THE FINAKCIAL
D THE STATE (Bxhibit V -~ VI). It has been identifiea that
1ire below expectations by approximately 93 million dollars.

100 formal report that comvares actual and ewpected or forecasty

‘es to budget to determine how serious the financial problen
There are no actions being taken to obtain such a re-

report to keep the State management aware of its true,

nancial status. Despite the apparent significant shortage

Central Management Task Force -~ Financial Control
November 30, 1972



of revenues there still remain encumbered funds for wages
appropriated for prior budget years. As of September 30, 1972,

there still remaing in excess of 2.6 million do!iars of unpaid
put cncuchered wages for the year cnding June 3 1972 and
approximately .4 million dollars still unpaid }  encumboered

for fiscal years before June 30, 1971. It woulu appear that the
encunbered funds to cover wages that have not been paid a minimu
of thrce months after the end of the 'fiscal ycar do not represent
true obligations of the State.

The cash balances maintained in banks by the State range from

8% to 11 days of cash expenditure flow at the end of each quarter
of the 1972 fiscal vear (Exhibit VI). At the end of the last 3
gquarters the balances excceded the outstanding warrants by over 2
days Each 10 million dollars of excess cash held in demand
deposits for one vear 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 lac? of formal
reoccu1r1ng revenue and expense forecasts increase the aifficulty
of maximizing the earning power of the State's ava11ab]e cash.

Despite a 93 million dollar revenue shortage, there is no extra
effort belng put forth to clear the encumbrances of amounts no
longer reqguired ox to establish a forecast system to accurately
forecast the current short term financial outlook.

Rejected Alternatives

RANS
ADM]N TRATION AHD PLACE THE STATE AUUITO& IN CHARGE Q[ POST AU2
ACTIVITIES REPORTING WO THE LEGISLATURE COFBIME THE STATE AUDI
ACCOUNTING ACTIVITIES WITH THE'FINANFIAL ACTIVITIES OF THE D&P/
MENT OF ADMINISTRATION UMDER A NEW STATE CONTROLLER REPORTING 710

THE ComMIQQLO ER OF ADMINISTRATION (Exhibit VII).

FER ALL PRESEMT STATE Aun ITOR ACTIVITIES TO THE DEPARTHENT OF
I ]
| i

L
S
.
T

Pros

This alternative accomplishes the creation of a State Controller's
position which includes the minimum financial control function oOf
accounting, budgeting and reporting but does not include the

data processing or treasury cash activities that make up the
balance of a full flﬂdnclal operation. This proposal also creates

a true "arms length" post audit function under the direction of
the State Auditor reportlng to the legislature and elected %v the
clectorate. Placing the post audit function under the presen '

State Auditor eliminates thc nemd for the presently executive
appointed Public Examiner.

Central Management Task Force - Financial Control
Novoumber 30, 1972
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Under this proposal the State Controller would not have stature
of reporting directly to the Governor nor would he have responsi-
bility for all financial functions. 7This would tend to decrease
the cmphasis that should be placed upon the financial control
program.

[HE SEcoMD REJECTED ALTERNATIVE WOULD TRANSFER_ALL THE ACCOUNTING
AND BUDGETING ACTIVITIES NOW PERFORMED BY THE DEPARTMENT OF
ADMINJSTRATION 10 THE bTATE AUDITOR AHD THE STATE AUDTT R OWOULD
THEN BE _APPOINTED STATE CONTROLLER, [HE REPORTING RESPOHSIBILITY
OF THE PunLic CXAMINER WOULD BE TRAMSFERRED TO THE LEGISLATURE
(Exhibit VIII). : :

Pros

This would create the office of the State Controller with minimum
financial responsibilities reporting directly to the Governor.

At the sane time the change of reporting for the Public Examiner
from the Executive Branch to the Legislature would significantly
improve the "arns length" relationship of the post audit function.

Cons

This alternative does not combine the data processing and treasury
activities under chief financial offiter. Further the next
election could bring a newly elected State Auditor unacceptable

to the Governor for appointment as the Sate Controller or even
ungualified for the position.

THE THIRD REJECTED ALTERNATIVE WOULD BE TO TRAMSFER ALL OF THE

PRESENT FIHAHCIAL FUNCTIONS OF BOTH THE STATE AUDITOR AND THQ

DEPARTMENT OF _ADMINISTRATION TO A NEWLY CREATED POSITION OF OTATE .

CONTROLLER, THE POST AUDIT ACTIVITIES WOULD BE TRANSFERRED TO

?Vﬁh$JATE QyDITOR AND HE COULD THEN REPORT TO THE LEGISLATURE
sxhibit IX). .

Prog

This would create the position of State Controller with a direct
reporting relationship to the Governor with adequate financial
control responsibilities. The post audit function would become
a true "arms length" activity elected by the electorate and
reporting to the legislaturac, :

Cons

e

The data processing and treasury activities are not under the
direction of a single chief financial officer.

Central Management Task Force - Financial Control
Novoembery 30, 1972
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[HE RECOMMEMDED ALTERHATIVE, TO ESTABLISH A FULLY RESPONSTVE
FINANCIAL ORGAMIZATION, 1S TO CREATE A NEW COMMISSIOM, HEADED BY
AN APPOINTED COMMISSIONER OF FINANCE, IN THE EXECUTIVE BRAHCH

OF THE STATE GOVERNMENT. To accomplish this it is neccessary

o transfer financial functions from the Department of Administyra-
tion and the offices of the State Auditor and Treasurer to a new
Department of Finance. The reporting relationship of the post-
audit function would be moved to the Legislature (Exhibit X).

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

Pros

This proposal consolidates all the financial functions under a
chief financial officer that can be appointed by the Governor
based upon his professional competence. The gualifications for
the Commissicner of Finance position should consist of the
following: a MBA degree or the egquivalent; a minimum of 10

years experience with a billion dollar sales level company;

5 years experience in a managing position in the area of financial
controls: a thorough knowledge of planning, budgeting, reporting
financial analysis and financing; an aggressive and politically
astute character. The salary range for the Commissioner of
Finance is from $50 to $80,000. The chief financial oificer
reports directly to the Governor and this combined with the full
financial responsibilities will give the function suificient
prestige and clout to perform adequate financial control functions.
Also provided is a truer "arms length" post audit function
reporting to and appointed by the legislature. Since the functions
of the post.audit and treasury departments 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 ‘

This proposal requires legislative action to determine digposition
of the constitutional offices of the State Auditor and Treasurer.

Central Management Task Force - Financial Contryol
Novemboer 30, 1972



rnproved Responsiveness

financial executive would create an atmospherce of uvrgency about

the States financial affairs. He would have all the responsibilitics
necessary to implement an offective financial control system that
will assist the State's managers in providing the citizens with the
desired services at the lowest possible cost. Through the financial

A position of Commissioner of Fipance filled by a profaessional

3

control system he would be able to recp the State's management
appraisecd of the true financial conaition with short range projection
on a timely pasis. Improved casi management would be possible
permitting nawimun earnings from the States available cash.

Psiimated CQ§E~§§XEQQE

fhere will be no direct savings.

Central Managoement Tack Force - Financial Control
' November 30, 1472
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Legislature . . . receives no independent review of performance or appropriaticns spent . . .

LEGISLATURE ELECTORATE EXECUTIVE
) DEPT. OF © STATE DEPT. CF PUBLIC
QOrganization » ADMIN. AUDITOR ADMIN. EXAMINER
w L il kg A
1
Approprizgtion Budgeting Accounting Peporting Auditing .
Elements of : ‘ . / £DP or

At
Centrol manual

systems

I LEaHIXe




Company or State

Multifoods
Dayton-Hudson

Whirlpool Corp.

EXHNBET

Reporting Relationship of the Post
Audit Function

peova

Audit Committee - Board of Directors
Vice-President - Control - Board of Directors

Vice-President - Finance

Minnesota

Governor {Executive Branch)

U.S. Govornrnelﬂ
Colorado

Maine

Michigan

All States

Congress

Legistature
legislature
Legislature

Legislature (25 States)
Elected

Governor

(17 States)
(8 States)

Compated to the U.5. Government, other states, and industry Minnesota’s post audit organiza-
tion is nol structured to ensure an independent “arms length” examination of financial
transactions and operations . . .

CENTRAL MANAGERMERT TASK FORCE




EXPHDIT

Glements of financial control are divided belween at least four organizations .

Elements of Financial Control

/ Budgeting / -
N

/ o oy ég)
Q / @ § ;\é))(' -;G
. %] S S o5 >
Departments or Agencies QQ‘,‘ / § § ég\f’ :1 a
N @ ¢y r
3 < )
gl &S )T )b
Dept. of Administration X : X X X
Dept. of Taxation l X X
State Auditor l X X
Public Examiner : X X

Note {a) Responsibility for prescribing the accounting system is divided between the Public Cxaminer, the

State Auditor and the Dept. of Administration. The accounting system is maintained by the
State Auditor.

CENTRAL IMANAGEMENT TASK FORCE
-1 -




EXHIBIT IV

Compared to generally accepted practice ...
to ensure central coordination nor management of these controls . ..

clements of financial control ave not siructured

Reporting Relationship of Units Providing the

Elements of Financial Control

& &
5 5 L a 3 3
- . ) Iq
Example Companies é’ § a ,?, 35’ <
st
and States o < @ ~ &
oy
. /P
Multifoods s GoONVrON QY e ——e3e- | Controbler .V.V,'P' VP
- Finance Finance
V.P V.p*
/ - 3 et emeee—ees CON O] [NV N 01 e § . ‘ :
Dayton-Hudson ontroller Controlier Treasurer Controller
. . > v.p
A ’ l SorD. O SUMEUEIEE Y % [ N _‘V'} * Lo
\\/hi‘rlpoo Corp Controller ‘ w1 Controfler Finance Finance
V.P. V.P. V.P
o . s
e GoOntroller —— -y . . .
SM ntrotier ; Finance Finance Finance
. Admin,. . Admin. . oy
Nimnesot Aud 1 ) .
Mirnnesota & Tax Auditor & Auditar Achinin Elected Govérnor
“Colorado g Controller —————————3| Controller Elected Legislature
Maine e CoOntrolier ——— —p-|  Controller Legislature Legistature
Michigan <t Dept. of Administration ———3=}  Admin, Governor Legislature
fowa e CoOntrotler —- | Controlier Elected Elected

“ Also reports to audit committee of Board of Dircctors,

CENTRAL MANAGEMENT TASK FTORCE
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Despite the apparent, sienificant shorfage
WagEes appropriated for prior budget years . ..

State of Minnesota
Unliquidated Salary Encumbrances
as of September 30, 1972

1971 AND PRIOR FISCAL YEARS

Faribault State Hospital

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

Corrections - Administration

.......................

Corrections - Minn. Residential Treatment Center .......

Education - Administration
Others over $1,000.00

........................

............................

1072 FISCAL YEAR

Department of Taxation

..........................

Grain Inspection Division

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

Department of Public Safety - Administration

Board of Health - Administration

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

Public Welfare - Administration . ... vviv e

Education - Administration
“Others over $1,000.00

........................

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

EXIBIT V

. $ 68,835.30
. 94,968.39
. 112,246.93
. 68,464.12
. 40,625.98

$385,140,72

$ 503,554.49
276,847.84
333,801.50
170,656.92
109,447.58
190,443.86

1,019,603.37

[o———

$2,604,355.56

CENTRAL MANACEMENT TASK FORCE

T : .13

of revenuces, encumbered funds still remain for




EXIBIT Vi

The. cash balance maintained in banks by the Stale ranges from 8% to 11 days of cash
expenditures at the end of cach quarter of the 1972 fiscal year . .

Cash on Hand
Auditor's Totals
Warrants Outstanding

Total Cash in Banks

Quarterly Disbursements
Less Investments

Net Spending Rate
Daily Spending Rate
{63 days per Quarter)

Days Cash on Hand

Days Outstanding Warrant {loat

SOURCE:

State of Minnesota
Cash Balances
(000 Omitted)

September 30,  December 31,

March 31,

June 30,

1971 1871 1972 1972
$ {(4.032) § 32,834 $§ 25,867 S 25,147
94,064 48,235 57,008 ‘53,609
$ 90,032 $ 81,069 § 82,875 $ 78,766
$826,464 $699,442 $928,028 $1,2560,232
236,237 240,114 351,066 666,851
$589,227 $459,328 5576,962 S 683,431
$9,035 $7,291 £9,158 $9,2061
10.0 “11.1 9.0 8.5
10.4 6.6 6.2 5.8

State Auditor’s Quartesly Report

.14 -

CENTRAL MANAGEMENT TASK FORCE
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activitics of the De
" Administration.

At
+

present State Auditor activities to the Department of Administr
1 Post-Audit activities rq,omr to the Lcgislature. Combine St
partment of Administration under new State Controlle

GOVERNGOR .

z
1

Commissioner of
Administration

1

tate

Information Services ner Administration

O
=

Controiler Division Activities
i
- . Budgeting & ‘M mt. Crganization
Accounting d i ”_9 Og C tic
) Reporting & Systcm Anaiysis
Pros: 1. Creates State Controller position with minimum financial control functions.

Cons:

SJ\)N

P}
.

. Gives legislature

Eliminates the present eppointed office of the Public Examiner

Controller does not rep
2. Dossnotinclude full financial

elected o‘ﬁice of true “arms fength’ audit act

ort to Governor.
responsibilities.

LEGISLATURE &
ELECTORATE

State Auditor

Post-Audit

A LEHIXA
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ransfer thc reporting res pf\'lskomty cf the Public E:\amincr to the legisinture.

!
1
1]
GCVERNCR LEGISLATURE E
i
|
Cﬂntroﬂpr and Public {
tate Auditor : Examiner i
| |
S atate] n 7o Tn ‘
Accounting B&:r‘dgmn_g & Mgmt. O gamA. on Post-Audit ;
neporting & Systems Analvsis :
Pros: 1. Position reports to the ~ovemo" ,
' 2. Creates State Controller position with minimum financial control r esponsibiiities.
3. Improves the “arms length” post-audit relationship by appointment responsibility being moved to
legistature.
Cons: 1. Does not inciude full financial responsibilities.

2. A new election could bring an uncooperative or unqualified incumbent.
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iler's office. Transfer the post-audit activitics to the State Auditor and have

GOVERNOR

State
Centroller
H
Accounting 8udgetipg & l Mgmzt. Organizatk?n
Reporting ! & Systems Analysis
PROS: 1. State Controller reports directiy to the Governor.
2. State Controller has minimum financial responsibilities.
3. The post-audit function becomes a true “arms length’” activity reporting to t
electorate.
4. Eliminates the present Public Examiner position.

i. Does not inciude full financial responsibitities.

unctions of the Depariment of Administration and the State Auditors
t

Post-Audit

e
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SUMMARY

e b R )

Conclusion

An overall absence of useful financial reporxts exists within State

government., As a result, all levels of management are hindered in

their ability to respond, on a timely basis, to changing conditions
and needs. :

This financial reporting void has, to a great degree been caused
by the limitatione of C/iSLlﬂq accounting systems and a failure
to make adequate use of exisling budgetary data.

Solution

We recommend implementation of a monthly budget versus actual
reporting system using standard formats, This will be
accomplished by: (1) developing computer programs to retrieve
information contained in the new central accounting system and
(2) making better use of budgetary data as a basis for
performance evaluation. o

Estimated Cost Savings

There will be no direct cost savings. However, better decisions
through better information should produce non-guantifiable indirecct
ost savings. :

Tmproved Regvonsiveness

Improved financial reporting will increase the State's abj3i%y
to regpond on a leely basis to changing conditions and needs
while standardization of formats will perxrmit ease of dﬂ&lYSl“
and understanding at a central level (Governor, Legislaturc and
Depaxtment of Administ ration) .

Official Responsible for Overall Imnlementation

Res sponsibility for implementation lies with R. L. Brubacher and
R, ¥. Hatfield.

Pate of Implementation Completion

Installation of a standardized reporting vyotom can be accomplished
by July 1, 1973. This will coincide with the full implementation
of the new central accounting system and the availability of
approved appropriations for fiscal year 1974.

Central Management Task Yorce = Financial Control
December 1, 1972



Tntroduction

During the period June 17, 1972, to Degcember 1, 1972, the financial
reporting systems of the state of Minnecsota were examinced by LBEAD
Central Managenent Task llorce - Financial Control mewmber William J.
Bethke. As a part of this evanination, intecrviews were held with
central staff perconnel of State government, agency accounting
personnel, and members of line agency task foxces.

among those interviewed were John Lilja, Deputy State Auditor;
Robert Turnguist, State Accounting Pirector; Thomas LaVelle, State
Budget Officer; William Sicmers, Assistant State Budget Officer for
Management; and Duane Johnson, Director of Organization and Program
Analysis. The Financial Reporting Project is one result of this
examination.

Description of Present Situation

Top MANAGEMENT WITHIN STATE GOVERMNMENT 1S PRESENTLY OPERATIHG WITH
SUBSTANTIALLY LESS FINANCIAL DATA THAN IS AVATLABLE TO THEIR
COUNTERPARTS 1M THDUSTRY, Actual results (reczipts and dishburse-
ments) are presented to the State's central management cuarterly.
In industry, top management usually receives monthly repoxrts of
actual results. Management within the State must make decisions
based on actual data which may be as much as 90 days old while

top management within industry has actual data which is usually

no more than 30 days old. :

Actual results are not adequately compared to financial goals.
In industry, financial repoxrts presented to top management usually
compare actual results to the approved revenue forecasts and
spending budgets. The State's management receives no conparable
reports. Within the State, actual results are usually conpared
to last yeayx but seldom to approved forecasts and budgets, As
a result, top management in industry is informed of progress
toward financial goals 12 times per yeax, while top management
within State government is seldom, if evex, informed of proyress
towvard financial goals. o '
Actual results are not swamarized on the basis of organizational
units or responsibility centers. In industry, the reports
presented to top management are usually summarized by operating
division or responsibility centex. This permits top management
to easily identify those subordinates which may need help or whoere
top level decisions wmay be required. The State's managenent
receives reports summarized by type of rovenue or expense {(such
‘as income taxes or salaricg), but not by organizational unit or
regponsibility center. AS such, the State's top management
cannot dircctly identify the Commissioner, Agency, O Progyram
which may ncced help orxr top level decisions.

Central Management Task Force - Financial Control

t becanber 1, 1972
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As A RESULT OF THfC‘ THREE “AJOI DEFICI[FCILS, ALL LEVELS OF

'hANAbEMLHI ARE SEVERELY HINDERED IN THEIR ABILITY TO RESPOHD ON

A TIMELY, THFORNED VAS S T0 CHAXGIHG CONDITIONS AMND MEEDS,
Reports of pOﬂS\blO revenue shortralls are delayed while the

gitvation is revicwed more closcly., Responses Lo known recvenuc
ghortfalls are delayed while the current spending situation

is asscssced. Spending reductions arxce achieved by "across the
board" reductions rather than on the basis of known ability to
contribute or previously established prioxitics.

Rejected Alternative

The 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 mannex and then not provide them with the
necessary tools is an obvious contradiction.

Recommended Alternative

{E RECOMMEND THE STATE IMPLEMENT A SUBSTANTIALLY TMPROVED FINANCIAL
REPORTING SYSTEM, This system would have the following charac-
teristics: : :

1. Actual results (receipts and disbursements) to bhe reported
monthly.

2., Actual results to be compared to approved revenue forecasts
and gpending budgets,

3. Actual and budgeted results to be summarized by organizational
units. '

The new central accounting system, when fully inplemented, will
provide an excellent data base from which to cxtract actual results
on a monthly basis. ' :

We recommend three types of monthly reports be prepared: (1) spend-
ing xepoxts (2) revenue reports (3) combination spending and revenue
reports. These reports should compare budget and actual data

on both a current month and vear-to-date basis and use formats
similar to those shown in Exhibits I and II. The format shown in
Bxhibit I is to be used for both spending reports and revenue
reports while the format shown in Bxhibit II is to be used for
combination spending and revenue reports.

We recomnmend spending reports and revenue reports be prepared in
varying levels of summary and detail, while combination spending
and revenue reports be preparced only in varying levels of summary.
Ex thlL IXI presents the various types of reports.

Central Managewent Task Force - Financial Control
beeembery 1, 1972
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We have choscen the above rceconmendoed alternative becausce we

belicve the timely, availability of monthly financial data is a
noccv,dry tool for all levels of management if the State is to

act in a responsive, and fiscally responsible mannex. Because ‘
the benefits of improved financial reporting are usually indircct
and thus hard to onccwflc 11y identify with the costs of providing
the reports, it is possible to overspend on financial reporting.
However, because the CUILCHL level of financial reporting within
the State is minimal, and our recommendations would only bring

the State up to the most basic levels found in industxy, we do

not bhelieve that overspending need be a serious concern.

Estimated Cost Savinas

There are no direct cost savings anticipated. However,
gubstantial non-quantifiable indirect cost savings should result.

Inproved Responsiveness

A

We beliceve the implementation of a substantially improved financial
reporting system will result in an inproved financial respon-
sivencss on the part of the State's top managenent. We believe
the availability of better information will permit the State's

top management to make better decisions. We believe by limiting
the number of veporting formats to two, ease of analysis and
understanding at a central level (Governoxr, Legislature, and

Department of Administration) will be £Q0111La ed.

implementation

A July 1, 1973, implementation date for a substantially inproved
financial reporting system is reasonable.

Ultimate ro)ponslbLll:v for realization of thg implementation date
lies jointly with Commissioner R. L. Brubacher and State auditor

R, F. JHatfiecld. Necessary steps and specific responsibilities

are detailed in the LEAP Implementation Schedule,

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

Central Management Task Force - Financial Control
Decaaber L, 1972
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POSSIDLE REPORTS
I, Spending Reports - Format as shown in Exhibit 1.

A. Summary Reports - Totals lists.

d. By Budget Center within Appropriaibns.

2. By Budget Center within Department,

3. By Appropriation within Department.

4. By Deparﬂnont within State.
B. Detail Reports - Object of Expenditure Lists.

1. Budget Center within Appropriation.

2. Appropriation Totals.

3. Budget Center Totals,

4. Department Totals.

5. State Totals.

I, Revenue Reports Format as shown in Exhibit 1.
A, Summary Reports - Total lists.
(Same as I-A above)
B. Detail Reports - Source of Funds Lists

(Same as I-B above)

[1{. Combination Revenue and Spending Reports - Format as shown in
Exhibit 11,

A.  Summary Reports - Total lists,

(Same as |-A above)

CENTRAL MANACEMUENT TASK TORCE
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309 State Adminisfeation Muifding

i

60 Jdand, fHimesota, 35101

December 12, 1972

Mr, Richard L. Brubacher, Commissioner
Pepartment of Administration

208 Administration Building

St. Paul, Minnesota 55155

Dear Commissioner Brubacher:

1 am signing the attached recommendation relating to the
implementation of the central accounting system,.with the quali-
fication that I do not believe it 1s feasible to attempt to
convert prior vear (1973 end prior) accounts on July 1, 1973,

In addition, you may wish to qualify your acceptance of this recom-
mendation to the extent that its implementation wouid present an
overly bLurdensome workload on certain divisions of your cepartment.
Vdry truly yours,
' o
A R ’,' o

/ s\ Rolland F. Hatfidid N
] State Auditor / j
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summany.

pPrescent accounting systemns are unablce to mect the management
reporting and cost analysis nceds of the State. The State
auditor's present system has insufficient capacity. The linc
agency systems are too highly dependent on manual methods. In
addition, processing delays axe inherent in present systens.

The presently proposcd, and partially implemented new central
accounting system will provide the.State with a system of
gufficient size, flexibility, and responsiveness. lHowever,
previously established implementation plans should be changed

to provide sccelerated realization of one central financial

data base for use in financial reporting. Meeting the

financial information need of the State's upper management should
be given top priority. After this need has bcen melt, resources
should then be directed at the remaining tasks of modifying
accounting controls, modifying systen responsibilities, and
replacing existing agency systems where economically justifiable.

Esti@ated Cost Savings

Operating cost savings are anticipated but have not vet been
specifically identified and gquantified. Changeover costs will
be reduced by eliminating the State Auditor's present EDP system
(estimated annual savings of $50,000) and present line agcncy
warrant writing systems (estimated annual savings of $700,000)
two years carlier than previously planned. ’

Improved Resvonsiveness

adoption of the recommended implementation plan will result in
accelerated realization of improved financial data for upper
levels of management. The accelerated availabilicy of improved
financial data will permit the accelerated development of a
substantially improved financial reporting system.

Official Responsible for Overall Implementation

Responsibility for implementétion lies jointly with R. L. Brubacher
and R, ¥r. Hatficld.

Date of Img}ementation Completion

Complete realization of one central data base for use in financial
reporting can bc accomplished by July 1, 1973, This will permit
the implementation of a statewide upper management reporting systen
for all of fiscal yecar 1974 - assuming budget and reporting project
timetables are met.

Central Management Task Force - Pinancial contirol
Docomber 1y 1972
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Introductioh

puring the period June 17, 1972, to bDecomber 1, 1972, the prescent
and plamed central accounting systoms of the State of Minnesota
ywere cxamined by LIDAP Financial Controls Task JForce member

William J, Bethke. As a part of this examination, intervicws were
held with accounting personnel in various line agencices, members
of line agency task forces, and personncl on central staffs of
State government.

Anong those interviewed were John Lilja, Deputy State Auditor;
Robert Turnguist, State Accounting Director; Thomas LaVelle,
State Budget Officer; William Siemers, Assistant Budget Officer
for Management; Duane Johnson, Director of Organization and
Program Analvsis; James Stavsvick, Accounting System Coordinator;
and Allen Yozanp, Finance Supervisor, Devartment of Lducation.
The Central Accounting System Project is one result of this
examination.

. Description of the Situation

o

SERIOUS LIMITATIONS ARE INHERENT IN THE EXISTING CENTRAL ACCOUNTING
SYSTEM, Commonly known as the State Auditor'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,
activities, responsibility centers, or any other meaningful basis.

As such, it is unable to provide the financial information we beliecve

the central organization nceds to manage propoexrly.

THE STATE HAS EMBARKED UPGH AM EFFORT TO IMPLEMENT A MEW CEMNTRAL
ACCOUNTING SYSTEM, The primary purpose of ihis system is to
provide the central organiuzation (Goverror, Legislature, and
Department of Adnministraticn) with the financiel information
necessary to effectively manage the financial affairs of State
government. In addition, it is expected that, where economically
justifiable, the central accounting gystem will perform functicns
presently performed by agency accounting systens.

Our analysis indicates that the new central accounting system is
capable of providing the needed information (sce Exhibit I).

PRESENT 1MPLEMENTATION PLAN FOR THE STATE'S HEW CENTRAL ACCOUNTING
SYSTEM DOES NOT ANTICIPATE THE AVAILABILITY OF OHE CENTRAL FINANCIAL
DATA BASE UHTIL AT LEAST Jury 1, 1975, (Sece bxhibit TI). The
absence of this data basc efficctively precludes the developmment of
an improved financial reporting system for central management use.
The primary reason for this extended delay is the decision to
coincidentally alter ccrtain accounting procedures and responsi=
bilities within the line agencices. ns a result,. available manpower
resources arc spread over a wide range of tasks.

Central Management Task Force - MFinancial Control
becomber 1, 1972



Rejected Alternutivos

The possible alternatives of continuing as planned or adding more
nanpower have been rejected., The adverse effect on reporting
systems of continuing as planncd is neither desirable nor neccssary.
rhe alternative of adding personncl is rejected on the basis

of the training time associated with bringing additional

personnel on bhoaxd. '

Recommendations

We RECOMMEND THE CURRENT IPMPLEMENTATION PLAMN BE SUBDIVIDED
INTO FOUR SIMALLER, INDEPENDENT TASKS, W"he four tasks, as we
see them are:

1. Repldcement of the existing central accounting system
-~ with the new central accounting system.

N
®

Modification of spending controls.,

3. Modification of accounting system input and maintenance
regponsibilities.

4. FElimination of existing agency accounting systems.

We believe that by dividing the very large total project in more
manageable, relatively independent tasks the State is then in

a better position to more objectively evaluate the mexrits of and
progress in each task. For exanple, spending controls could

be modified within the existing system, but the State would still
be unable to properly.identify programmatic type costs. Also,
input responsibility could be modified without changing spending
controls.

WE RECOIMMEND THAT TOP PRIORITY BE GIVEM TO TASK OME ABOVE AWD THAT
ALL AVAILADLE MAMPOWER RESOURCES BE DEVOTED TO THIS SPECIFIC TASK,
TE£ ig our belicef that the esxtended fragmentation of central data
basces projected under the original implementation plan would place
an unnecessary obstacle in the path of developing an improved
financial reporting system. We believe that our proposal offers
the State central management the opportunity to boegin receiving
improved and complete financial reponting two ycars in advance of
the previously anticipated July 1, 1975, target date.

WE RECOMMEND THAT SPENDING COHTROLS BE CHANGED AS APPROPRIATIONS
ARE CHAMGED FROM A LINE ITCM BASIS TO A_PROGRAMMATIC BASIS, The
premature conversion of spending controls from a linc item basis
to an activity basis creates an unnecessary increase in the nunber
of control accounts.

Central Management Task Forxce - Financial Control
December 1, 1972
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WE RECOMMEND THAT RESPONMSIBILITY FOR SYSTEM THPUT AND MAINTENANCE
BE REVIEWED IMORE CLOSELY GIVING FULL CONSIDERATION TO ECOHNOMIC
FACTORS AND OFERATING REOUIREMENTS, At this time it is not cleav
the extent to which cathode ray tubes and the availahility of
direcct access arve either ccononically justifiable oxr operationally
pecessary at line agencics. To date, industyy has been unable to
rationalize such an approach. '

1

WE RECOMMEND THAT DECISIONS TO ELIMINATE LINE AGENCY ACCOUNTING
SYSTEMS BE MADE ON AN AGENCY BY AGENCY BASIS BASED PRIMARILY ON
ECONOIAIC FACTORS, The specific detailed accounting problems of
the State's many agencies are varied and conplex, The ability
to solve all of these problems with one "super" central system
is uncertain. Detailed studies in specific areas (such as
accounts receivable, inventory, capital assets, etc.) must be
performed hefore intelligent decisions can be made.

Estimate of Cost Savings

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).

“Tmproved Responsiveness

We belicve that accelerated development of one central data base
will permit accelerated development of an improved reporting
system. In addition, as a perxipheral benefit all warrants will
be written by the new central accounting system. This will
permit easier warrant weconciliation. '

We believe that subdividing the total project will facilitate the
econonic evaluation of the aindividual tasks. For example, the
econonmic cvaluation of cathode ray tubes can, and should, be made
independent of the decision to develop a new central system.

Implencentation

Our evaluation of the tasks to be accomplished indicates that a
July 1, 1973, target date for complcte development of one centyal
financial data base is rcasonable. Recognizing several implement-
ation methodologics are possible, we recommend a "time phased"
conversion over the last six months of fiscal year 1973, We
believe this approach presents a balanced logical conversion of
massive amounts of data. The use of computer programs to transter
this data should facilitate the cffort.

Central Management Task Force - Financial Control
Pecember 1, 1972
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‘Development of inplementation timetables for tasks to be
accompliched afitcr July L, 1973, (c.g. nodification of spuending
controls, modification of cystem »esponsibilitics, and celimination
of existing agency systomns), chould be developed at a later date,

Responsibility for achieving task once by July 1, 1973 and
developing timetables for further tashks lics jointly with Commige
gioner Richard L. Brubacher and Stale Auditor Rolland 1. Hatficld.
See the LEAP Tnplcrnentation Schedule for detailed responsibilitics,

Central Management Task Force « Financial Control
Deconber 1, 1972
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LEAP Implement .on Schedule

Department: Administration ’
Commissicner: R. L. Brubacher
State Auditor: R. F. Hatfield

Responsikility Timing
Action Steps Primary Assisting Initiate Compiste
1. Convert accounting systems R. Brubacherx 12/1/72 7/2/73
R. Hatfield
A. Fiscal Year 1974 - start up T. Lavelle/
J. Lilia :
1. Budgets T. LaVelle W. Siemers/ i/1/73 6/30/73
R. Turnguist
a. Design foxrms T. LavVelile
b. Cecnduct training T. LaVelle
c. Input data J. Lilja
2. Encumbrances : T. LaVelle/ © W. Siemers/ 4/1/73 §/30/73
J. Lilja R. Turnguist ’
a. Design forms T. LavVelle
b. Conduct training T. LavVelle
c. Input data ' J. Lilja
3. Receipts/Licguidations J. Lilja R. Turnguist 5/1/73 &/3C/73
a. Design receipt forms J. Lilja -
and design invoice
stamps
b. Conduct training J. Lilja
c. Input data J. Lilja

Central Management Task Force - ¢
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Responsibility Timing
ction Steps Primary Assisting Initiate C
B. Fiscal Year 1973 and Prior- J. Lilja 12/1/72 [
change over.
1. Developr change over D. Magraw J. Lennon 12/1/72 1/29/73
computer proegrams
2. Prepare new system R. Turnguist 12/1/72 1/25/73
3. Preparation of o0ld system C. Pierson - 1271772 1/2¢/73
data
4. Train agencies R. Turnguist/ 12/1/72 6/15/73
- W. Siemers
5. Change over reconciliation J. Lilja A : 1/1/73 £/15/73
control
2. Develcp Implementation Schedule R. 'Brubacher/ T. Lavelle 7/1/73 S 3
for modifying spending controls R. Hatfield
3. Develop Implementation Schedule R. Brukacher J. Lilja 7/1/73 2
for modlfyinj accounting sythm R. Hatfield ‘
input and alnuenance responsi blLl—
ties.
4. Develop Implementation Schedule R. Brubacher/ J. Lilia/ 7/1/73 9
for eliminating existing agencies R. Hatfield T. Lavelle
accounting systems.
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The new system is capable of providing needed information.

r

NEW

REPORTING OBJECTIVES SYSTEM
(1) To report line itern and

program account data

simultancously ' Yes
(2) To report consolidated department

tolals Yes
(3) To report actual data by period

(month, quarter, etc.) in comparison

to approved period budget Yes

BT

STATE AUDITOR
SYSTEM

No

- No

No

CENTRAL MANAGEMENT TASIK FORCE



Quote From Implementation Schedule Presented by Robert Turnquist:

B. Second Phase
1. All of the processing and records maintained by phase 1 of the system shall be
extende'd 10 additional groups of departments of state government on a schedule
that will include additional departments on July 1, 19.73, 1974, and 1975. The

July 1, 1975 group will complete the installation.

.
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