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Transmittal Letter

February 5, 2010

TO: David Sundstrom, Auditor-Controller

SHAUN M. SKELLY
SENIOR DIRECTOR
ACCOUNTING & TECHNOLOGY

JAN E. GRIMES
DIRECTOR
CENTRAL ACCOUNTING OPERATIONS

WILLIAM A. CASTRO
DIRECTOR
SATELLITE ACCOUNTING OPERATIONS

PHILLIP T. DAIGNEAU

DIRECTOR
INFORMATION TECHNOLOGY

Job No. 1043

SUBJECT:  Internal Audit Report on Internal Control Finding from the Review of the
Statement of Assets Held by the County Treasury as of September 30, 2009

We have completed our Review of the Statement of Assets held by the County Treasury as of
September 30, 2009 and have issued our report dated December 10, 2009. Attached is our Internal
Audit Report on Internal Control Finding related to a control deficiency noted during the Review of
the Statement of Assets Held by the County Treasury as of September 30, 2009 for your review.
Since this control deficiency is related to work performed by the Auditor-Controller’s Office rather
than the Treasurer-Tax Collector’s Office, a separate internal audit report is being issued to the
Auditor-Controller’s Office. We will perform a follow-up audit approximately six months from the

date of this report.

Please let me know if you have any questions regarding the audit report or if we can be of further

assistance. %7 7/ /«é/ If_;Z

ancy ‘N. Ishida, CPA
Audit Manager

Other recipients of this report:
Members, Board of Supervisors
Members, Audit Oversight Committee
Thomas G. Mauk, County Executive Officer
Darlene J. Bloom, Clerk of the Board of Supervisors
Chriss W. Street, Treasurer-Tax Collector
Paul C. Gorman, Chief Assistant Treasurer-Tax Collector
Jan Grimes, Director, Central Accounting Operations
Auditor-Controller
Foreperson, Grand Jury
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TO: David Sundstrom, Auditor-Controller

SUBJECT: Internal Audit Report on Internal Control Finding from the Review of the Statement
of Assets Held by the County Treasury as of September 30, 2009

Pursuant to Government Code 826920(a), we reviewed the Statement of Assets Held by the County
Treasury as of September 30, 2009, and have issued our report dated December 10, 2009.

We conducted our review in accordance with Government Auditing Standards issued by the
Comptroller General of the United States. Government Code 826920(a) requires the review to
include:

(1) Counting cash in the County Treasury and confirming cash and investments held on behalf
of the Treasurer.

(2) Verifying that the records of the County Treasury and Auditor-Controller are reconciled for
cash and investment accounts pursuant to Government Code §26905.

Background

Government Code §26905 requires that no later than the last day of each month, the Auditor-
Controller reconcile the cash and investment accounts as stated on the Auditor's books with the
cash and investment accounts as stated on the Treasurer's books as of the close of business of the
preceding month.

In July 2009, the Auditor-Controller implemented a new countywide financial and purchasing
system, CAPS+ Finance/Purchasing System. The Auditor-Controller’s accounting records are
maintained on the CAPS+ Finance/Purchasing System.

The Treasurer-Tax Collector’s Office maintains records of daily cash account and investment
transactions on two financial systems. The Quantum Investment and Cash Management System is
used to record and monitor investment transactions by individual investment and to monitor cash
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activity. The Fund Accounting System (FAS) is used to record and monitor investments and cash
transactions by fund, which corresponds to the manner in which transactions are recorded in the
Auditor-Controller’s cash and investment accounts.

The Treasurer-Tax Collector’s Office maintains its own accounting staff which is responsible for
the recordation and reconciliation of the Treasury’s cash and investments. The Treasurer’s
accounting staff’s reconciliation of the Treasurer’s FAS financial information to the Treasurer’s
Quantum System financial information is one of the controls over the detection of errors or
misstatements.

Conclusion

Based on our review of the Treasurer’s Statement of Assets, we identified one control deficiency
noted below. The control deficiency is related to the Auditor-Controller’s responsibility for the
reconciliation of the Auditor-Controller’s cash and investment accounts to the Treasurer’s cash and
investment accounts. See Attachment A, Report Item Classifications, for a description of deficiency
classifications.

FINDING #1: Untimely Auditor-Controller Reconciliations (Control Deficiency)

We found that the Auditor-Controller had not completed the September 2009 reconciliation of the
Auditor-Controller’s Fund 807 Accounts Payable Clearing balance to the Treasurer’s Fund
Accounting System (FAS) balance as required by government code.

On a monthly basis the Auditor-Controller General Ledger Unit’s procedures call for the General
Ledger to utilize the cash balance reconciliation report from the CAPS+ system to reconcile the
Auditor-Controller’s cash and investment accounts to the Treasurer’s cash and investment accounts.
General Ledger staff is expected to prepare a reconciliation for each fund where a difference exists
between the Auditor-Controller’s records and the Treasurer’s records.

Reporting and interface complications related to the recent implementation of the new CAPS+
financial system caused multiple funds to not be in balance between the Auditor-Controller’s
records and the Treasurer’s records. In September 2009, the Auditor-Controller’s General Ledger
Unit had to reconcile 59 funds, which was significantly higher than the usual 7 funds requiring
reconciliation. Multiple factors caused the funds to be unbalanced including the Treasurer’s error in
posting to funds, incorrect conversion transition inputs, CAPS+ duplicate and missing files sent to
the Treasurer’s FAS, duplicate postings in CAPS+ downloaded in FAS, and erroneous CAPS+
reports. This combination of errors caused the reconciliations of the various funds to become more
extensive and time consuming than prior to the new system implementation. As a result, the
reconciliation for Fund 807 was not completed in time for our review as required by Government
Code 8§26920(a). The Auditor-Controller’s General Ledger Unit was still in the process of
reconciling Fund 807 for the month of July 2009 when audit fieldwork for September 2009 was
concluded.
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Since the reconciliation for Fund 807 had not been completed timely, we are unable to review the
Auditor-Controller’s reconciliation of cash and investment accounts as stated on the Auditor's
books with the cash and investment accounts as stated on the Treasurer's books as required by the
government code. The Auditor-Controller’s fund reconciliations are a key control used to help
ensure consistency between the County general ledger and the Treasurer’s subsidiary ledger
maintained on the Treasurer’s FAS. The Auditor-Controller’s reconciliation is an important control
in reducing the likelihood that errors or misstatements in the Treasurer’s accounting records could
go undetected.

RECOMMENDATION:

We recommend that the Auditor-Controller complete timely reconciliations of the cash and
investment accounts in accordance with Government Code §26905.

Auditor-Controller Management Response

Concur. Additional resources have been directed toward identifying and resolving outstanding
cash reconciliation issues. Significant progress has been made, and we anticipate completing all
reconciliations by the end of February.

We appreciate the courtesy and cooperation extended to us by the personnel of the Auditor-
Controller’s Office. If we can be of further assistance, please contact me at (714) 796-8067.

Néc yk/ /ﬂ/wl_

[shida, CPA
Audit Manager

Other recipients of this report:
Members, Board of Supervisors
Members, Audit Oversight Committee
Thomas G. Mauk, County Executive Officer
Darlene J. Bloom, Clerk of the Board of Supervisors
Chriss W. Street, Treasurer-Tax Collector
Paul C. Gorman, Chief Assistant Treasurer-Tax Collector
Jan Grimes, Director, Central Accounting Operations
Auditor-Controller
Foreperson, Grand Jury



ATTACHMENT A

REPORT ITEM CLASSFICATIONS
Control Deficiency

A control deficiency exists when the design or operation of a control does not allow management
or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis.

Significant Deficiency

A significant deficiency is a control deficiency, or combination of control deficiencies, that
adversely affects the entity's ability to initiate, authorize, record, process, or report financial data
reliably in accordance with generally accepted accounting principles such that there is more than
a remote likelihood that a misstatement of the entity's financial statements that is more than
inconsequential will not be prevented or detected by the entity's internal control.

Material Weakness
A material weakness is a significant deficiency, or combination of significant deficiencies, that

results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity's internal control.



ATTACHMENT B

Auditor-Controller Management Response
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DAVID E. SUNDSTROM, CPA
AUDITOR-CONTROLLER

February 4, 2010

TO: Nancy N. Ishida, Audit Manager
Auditor-Controller Internal Audit Unit

SUBJECT:  Draft Internal Audit Report on Internal Control Finding from the Review of the
Statement of Assets Held by the County Treasury as of September 30, 2009

[ reviewed your draft audit report (No. 1043) that included a finding and recommendation regarding
a control deficiency related to the Auditor-Controller. Following is my response:

Recommendation:
We recommend that the Auditor-Controller complete timely reconciliations of the cash
and investment accounts in accordance with Government Code Section 26905.

Response:

Concur.  Additional resources have been directed toward identifying and resolving
outstanding cash reconciliation issues. Significant progress has been made, and we
anticipate completing all outstanding reconciliations by the end of February.

David E. Sundslronﬁ

Auditor-Controller
DES:Ir

cc: Shaun Skelly, Senior Director, Accounting & Technology
Jan Grimes, Director, Central Accounting Operations
Colin Hoffmaster, Senior Manager, General Accounting
Megan Nguyen, Manager, General Ledger






