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Report To

A Review of the State's Financial Statements, Fiscal Controls,
and Statewide Automated Accounting System

November 30, 1992
Required by the Budget Reform Act of 1992 (House Bill 505, 1992 Regular Session)

The state’s current financial statements and fiscal controls are not completely effective in
their purpose of aiding the Legislature and the Governor to employ and be accountable for the
state's limited resources. Current state financial reports contain dissimilar and incomplete
information which must be reviewed piecemeal. The state's fiscal control system places too
much emphasis on detailed control of expenditures and overlooks other methods of more effective
control and direction of the state's financial resources.

The Department of Finance and Administration’s statewide automated accounting system
(SAAS) has specific benefits, but the system has not reached its full potential and has not been a
high state priority.

The dominant influence over the state's fiscal controls is the budgeting system. The
current budgeting system contributes to the following weaknesses: control by line-item
expenditures (salaries, travel, etc.) rather than more effective controls by agencies’ activities (the
services and results delivered with the funds provided); focus on State Treasury accounts (source
of resources) rather than the more appropriate focus on generally accepted accounting principles
funds (use of resources); and, the lack of determined fiscal priorities and evaluation of agencies’
performance toward objectives.

- The PECER Committee




PEER: THE MISSISSIPPI LEGISLATURE'S OVERSIGHT AGENCY

The Mississippi Legislature created the Joint Legislative Commitiee on
Performance Evaluation and Expenditure Review (PEER Committee) by
statute in 1973. A standing joint committee, the PEER Committee is
composed of five members of the House of Representatives appointed by the
Speaker and five members of the Senate appointed by the Lieutenant
Governor. Appointments are made for four-year terms with one Senator
and one Representative appointed from each of the U. S. Congressional
Districts, Committee officers are elected by the membership with officers
alternating annually between the two houses, All Committee actions by
statute require a majority vote of three Representatives and three Senators
voting in the affirmative.

An extension of the Migsissippi Legislature's constitutional prerogative
to conduct examinations and investigations, PEER is authorized by law to
review any entity, including contractors supported in whole or in part by
public funds, and to address any issues which may require legislative
action. PEER has statutory access to all state and local records and has
subpoena power to compel testimony or the production of documents,

As an integral part of the Legislature, PEER provides a variety of -
services, including program evaluations, economy and efficiency reviews,
financial audits, limited scope evaluations, fiscal notes, special
investigations, briefings to individual legislators, testimony, and other
governmental research and assistance, The Committee identifies
inefficiency or ineffectiveness or a failure to accomplish legislative
objectives, and makes recommendations for redefinition, redirection,
redistribution and/or restructuring of Mississippi government. As directed
by and subject to the prior approval of the PEER Committee, the
Committee's professional staff executes audit and evaluation projects
obtaining information and developing options for consideration by the
Committee. The PEER Committee releases reports to the Legislature,
Governor, Lieutenant Governor, and agency examined.

The Committee assigns top priority to written requests from individual
legislators and legislative committees. The Committee also considers
PEER staff proposals and written requests from state officials and others.
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A Review of the State's Financial Statements, Fiscal Controls,
and Statewide Automated Accounting System

Executive Summary

November 30, 1992

Introduction

PEER performed this review as directed by
House Bill 505, the Budget Reform Act of 1992,
enacted by the Mississippi Legislature during the
1992 Regular Session, Section § (subsection 3)
states:

The Joint Legislative Committee on Perfor-
mance Evaluation and Expenditure Review
shall review the adequacy of financial state-
ments of state government and fiscal con-
trol systems including legal authority and
methodology of the agencies that prepare
public financial statements and exercise
control over state expenditures, The review
shall focus on the SAAS accounting system
and its development, implementation and
benefits. A report by the committee on its
findings shall be provided to the Legisla-
ture and the Governor by December 15,
1992,

Background

The State of Mississippi’s fiseal processis cyelic
and may be viewed as a wheel consisting of six
components or “spokes” (see Exhibit A, page viii).
Though each component of the state’s fiscal cycle
may be thought of as diserete, all have direct effects
on and relations to each other. They are interde-
pendent and the strength of the state’s overall fiscal
process is dependent on the strength and compat-
ibility of each component.

Overview

Mississippi, like other states, has found itself
struggling to meet the citizens’ demands for the
state’s services, while working with limited and
declining revenues. The direct representatives of
the citizens, the Legislature and the Governor,
utilizing the state’s financial statements/reports
and fiscal system, mustbe able to take those limited

vil

resources and provide for a successful employment
and accountability to meet the needs of the citizens,
The state's accounting, budgeting, and reporting
systems should provide the Legislature and the
Governor with complete and understandablefinan-
cial statements and effective fiscal controls to assist
their direction and allocation of the state’s re-
sources toward specific state goals and priorities,

The state’s current financial statements and
fiscal controls do not completely satisfy the
Legislature’s and the Governor’s needs toward ad-
equate management of and accountability for the
state’s activities.

Adequacy of Financial Statements

PEER found that the state’s financial state-
ments and reports are not completely adequate.
The primary reason is because some of the current
reports contain dissimilar and incomplete informa-
tion which must be reviewed piecemeal by decision
makers, For instance:

* Dissimilar Fiscal Year 1991 general treasury
account fund balances exist between the
Treasurer’s Annual Report and the Compre-
hensive Annual Financial Report (CAFR)bud-
getary financial statement becanse of timing
differences in the cut-off of data. Also special
treasury account funds 1991 year-end bal-
ances, revenues, and expenditures differ be-
tween the CAFR budgetary financial state-
ment and the University Research Center's
Mississippi - A Fiscal Summary and the
Treasurer’'s Annual Report. Also, the Pro-
posed Budget report produced by the Legisla-
tive Budget Office does not provide any actual
amounts for special treasury account funds.

* The Comprehensive Annual Financial Report
(CAFR), a meaningful and necessary finan-
cial document, appropriately uses the gener-
ally accepted accounting principles (GAAP)
basis, which is different from the budgetary/
cash basis used for budgeting.




Exhibit A
Fiscal Cycle and Processes

Budgeting

MANDATES MONIES
TOWARD THE, DIRECTION
OF PLANS

sJdentifying sources of funding
sProposing expenditures to achieve
programs/activities of governmont

ALLOWS

FooUs *Setting control levels on
i expenditures at specified levels. USE/MANAGEMENT
DIRECTION

OF MONIES

+Establishing/revising state

*Revenue collections and oé‘
missions/goals administration
*Setting agencies' objectives to +Cash management
meet the state goals

+Purchasing of goods and
services

+Personnel administration

sFixed asset management

*Debt management

sRevenue forecasting
sLong-term debt and capital
project planning

*Directing state's attainment
and use of federal monies

EVALUATION AND ATTESTATION
(External and Internal)

DOCUMENTATION
O TRANSACTIONS

sFinancial:
Fair presentation of finanecial statements
in all material respects

s*Compliance:

Compliance with state and federal

laws/regulations

sPerformance:

Efficiency and economy of

resource use and operations;

Effectiveness in

achieving desired

*Recording and proper classification
of all valid fransactions

*Proper measurement

*Determination of period

* Accounting records/ ledgers

sBudgetary and accounting
controls

(External and Internal)

*GAAP or budget basis

*Proposed or actual data

*Balance sheets, statements of
revenue/ expenditure, equity,
cash flows

+Special reports - performance,
trends, statisties, projections, ete.

Reporting

SOURCE: PEER compilation.
\.




* The Annual Report of Budgetary Basis Ex-
penditures is the only source of detailed au-
dited budgetary amounts, but this report is
not, distributed to the Legislature,

+ Legislators are also not provided complete
interim reports on the state’s financial sta-
tus, cash flows and effects on current and
subsequent years.

* The Treasurer’s Annual Report is prepared
using a different cut-off date than the budget-
ary period, diminishing the usefulness of the
report,

* The State Tax Commission’s Annual Report,
presenting general revenue collections, does
not provide sufficient detail for legislators to
determine revenue amounts diverted outside
state government, transferred within state
government for earmarked purposes, or held
for tax refunds.

The widely dispersed and incomplete informa-
tion weakens the Legislature’s ability to evaluate
the allocation of general revenues, Finally, legisla-
tors do not receive an adequate financial report
which presents in cne document complete financial
and policy information, trend and statistical data,
graphs, and narrative with which to make informed
decisions concerning the allocation of state re-
sources,

Adequacy of Fiscal Controls

Thestate’sfiscal control system places too much
emphasis on detailed control of expenditures and
overlooks other methods of more effective control
and direction of the state's financial resources.
Effective control methods could inelude:

* receiving genersl tax revenues through elec-
tronic funds transfers to speed up deposits
and increase interest income;

* placing total control with the Treasurer in
managing state funds by allowing the Trea-
surer to make all disbursements from trea-
sury clearing accounts, instead of allowing
some disbursements by the State Tax Com-
mission;

* evaluating the placement of general tax rev-
enues under control of the appropriations
process, including revenues earmarked and

ix

transferred to agencies before appropriation
and the fees collected by agencies that may be
considered general revenues;

o using electronic processing for paying obliga-
tions instead of issuing paper warrants;

+ strengtheningagencies’internal auditingand
relying on internal controls instead of over-
controlling state dishursements through ex-
tensive pre-auditing by the Department of
Finance and Administration (DFA); and,

¢ changing the year-end expenditures cut-off
from the lapse period, August 31, to June 30
to create comparability in financial reports
and discourage over-spending at year-end by
state agencies.

Development, Implementation and Benefits of the
Statewide Automated Accounting System (SAAS)

SAAS, which was first envisioned by state offi-
cials at least seven years ago, serves as the state-
level accounting system administered by DFA and
as the internal accounting system for seven on-line
agencies. DFA, which has spent $3.3 million to
implement SAAS and $5.6 million to operate the
system over a six-year period, is still in the process
of modifying the system to meet state needs.

Benefits have included facilitating the mainte-
nance of a statutorily-required GAAP accounting
system and preparation of each year's Comprehen-
sive Annual Financial Report, eliminating the rec-
onciliation of two set of hooks for the on-line agen-
cies, improving accuracy of financial records, allow-
ing on-line agencies to control spending on a de-
tailed level, improving timeliness of financial infor-
mation, and consolidating statewide information to
ease federal reporting.

However, DFA’s lack of comprehensive plan-
ning has affected SAAS’s current operation and the
future of the system, DFA has not properly planned
for the total costs of implementing SAAS or for
organizing internally to ensure that agency needs
are met. In addition, DFA has not placed a high
priority on state agency reporting to enhance agen-
cies’ internal financial management, on training
which would allow more effective use of the compli-
cated SAAS system by state employees, on commu-
nicating with agencies, or on improving efficiency
which could be achieved through SAAS by paper-
work reduction and other methods.




Effects of Budgeting on Fiscal Controls

In studying the state’s fiscal controls, PEER
determined that the state’s budgeting system pro-
vides the dominant influence over fiscal controls of
the state’s resources, Because the budgeting sys-
tem requires use of major objects of expenditure,
the more effective fiscal control of budgeting by
agency activities (concentrating on the services and
results the agency is delivering with the funds
provided) is overlooked.

Thebudgeting system alsofocuses on the sources
of statefunds by general or special treasury account
funds, rather than the use of the state funds as
recorded by generally accepted accounting prin-
ciples (GAAP). The treasury accounts represent
the cash or appropriations held at the State Trea-
sury for the state agencies’ use. They are not funds;
the state’s funds are the GAAP funds.

With the use of budgeting by agency activity,
the Legislature could set. priorities on agency fund-
ing based on most beneficial activities. During
times of budget deficits, the Legislature would then
have more control over allocation of state resourcos
by setting activity priorities to direct DFA’s budget
reductions in the area of least benefit {up to five
percent).

Recommendations
Financial Statements

1.  Toenable the Comprehensive Annual Finan-
cial Report (CAFR) to be a more usable docu-
ment and present significantly more budget-
ary detail, the Legislature should change the
classification of budgetary funds to the same
as GAAP by amending MISS. CODE ANN,
Sections 27-103-1, et. al. The treasury ac-
counts (general and special funds) would eon-
tinue to represent the means of financing, but
not be the focus for budgeting,

2.  The Department of Finance and Administra-
tion (DFA) should distribute The Annual Re-
port of Budgetary Basis Expenditures to the
Legislature along with the CAFR,

3. The Legislature should require the formal-
ization of a revenue advisory group to prepare
and submit formal interim financial reports,
at least quarterly, to the Lepislature,

4,  The State Tax Commission should combine
its two monthly reports (Cash Report and
Monthly Report of Tax Commission Trans-
fers) into one report and discontinue auto-
matic mailings, purging mailing lists annu-
ally, These reports would be replaced with
more meaningful analyzed interim data from
the formal group mentioned in recommenda-
tion 3.

5,  TheLegislature should provide statutorylan-
guage to interpret the MISS, CONSTITUTION
requirement at Article 4, Section 115, for the
State Treasurer's compilation of fiscal year
transactions.

6.  The State Tax Commission should revise the
information concerning general receipts in
its Annual Report to include more detail and
explanations of transfers, diversions, refunds,
and nonrevenue type collections,

7.  The Legislative Budget Office (LBQ) should
expand the joint state Proposed Budget to
provide the Legislature a comprehensive docu-
ment to assist in budgeting and the allocation
of resources. The report should include de-
tails and narratives as recommended by the
Government Finance Officers Association to
provide a policy tool, financial plan, opera-
tions guide, and communications medium,
and thus become a more complete report of
the state’s finances.

8.  Toprovide this expanded LBO budget report,
the contents of the University Research
Center’s annual Mississippi - A Fiscal Sum-
mary and The Annual Tax Expenditure Re-
port should be included and University Re-

-search Center's publication of these reports
should be discontinued.

9.  Also, to provide a more complete budget re-
port, the Legislature should consider enact-
ing only one appropriation bill, as allowed by
Section 69 of the MISSISSIPPI CONSTITU-
TION. The enactment of only one general
appropriation bill would mean that legisla-
tors could avoid handling multiple bills and
perhaps better understand the state budget
as a whole,

Fiscal Controls

1.  To provide the state a more efficient method
of receiving state general revenues, the State




Tax Commission should immediately initiaie
a process to allow for electronic funds trans-
fers,

In addition, the Legislature should require
that the State Treasurer make all transfers
from that office’s clearing account where the
general revenues are deposited, rather than
the State Tax Commission,

The Legislature should carefully evaluate
the use of special treasury account funds for
the earmarking of general tax revenues and
the loss of control of those earmarked funds
through the appropriations process. The Leg-
islature should require LBO to study these
distributions outside the appropriations pro-
cess and determine whether they meet the
goals of the state effectively.

The Legislature should also require LBO to
study resources collecied by state agencies
through the special treasury account funds
that are not transferred to the general trea-
sury account funds. The LBO study should
determine the nature of the receipts and by
what authority the agencies maintain the
revenues.

DFA should consider the utilization of special
treasury account funds subaccounts to allow
segregation of federal from other types of
resources, This should be performed with the
subaccounts combined into one GAAT report-
ing fund.

After the state’s implementation of electronic
funds transfers for receipts, the State Trea-
surer should work with DFA toward theimple-
mentation of Automated Clearing House dis-
bursements rather than paper warrants.

The Office of the State Treasurer and DFA
should implement direct deposit of state em-
ployee payroll,

The Office of the State Treasurer and DFA
should work toward using Automated Clear-
ing House disbursements for vendor pay-
ments (all other payees).

The state should execute contracts between
the Office of the State Treasurer and vendors
that would obligate vendors to make all re-
lated tax deposits to the state via electronic
funds transfers,

1.

X1

10.

11,

12.

13.

The Legislature should amend MISS. CODE
ANN. 7-7-33(1972) to allow DFA’s reliance on
the internal control systems at the agency
level,

The Legislature should give DFA the author-
ity to set the levels of preauditing or subse-
gquentreviews of expenditures that an agency
should receive based on its analysis of the
levels of controls at the agency.

TheLegislatureshould strengthen stateagen-
cies’ internal auditing activities by requiring
DFA to direct these functions. DFA should
establish policies and regulations to require
that the standards of the Institute of Internal
Auditors are satisfied.

The Legislature should amend the statute to
change the fiscal year cut-off for the recogni-
tion of expenditures to be in accordance with
generally accepted accounting principles
(GAAP), wherein expenditures are only re-
corded for goods/services actually received.

Statewide Automated Accounting System

DFA should develop training manuals which
include step-by-step procedures outlined in a
concise fashion and separate sections tai-
lored for different personnel functions (e.g.,
purchasing, payment vouchers, manage-
ment).

DFA should produce the above-described
training manuals in “electronic” format and
distribute them to state agencies via various
forms of computer-readable media so that
agencies can access and modify these formats
to fit their particular in-house procedures.

DFA shouldinclude the above-described SAAS
training manuals as appendices to the Mis-
sissippi Agency Accounting Policies and Pro-
cedures manual,

DFA should offer brief training sessions free
of charge every three to six months for specific
targeted groups, such as basic and advanced
training for purchasing clerks and payables
clerks and training for managers who place
security approvals on documents and manag-
ers who need scanning and inquiry capability
only.




DFA should better utilize its training time by
allowing trainees to choose to attend short
training modules directed specifically toward
different types of employees.

The SAAS team and DIFA Management Infor-
mation Systems should immediately develop
procedures to use the SAAS message screen
asadaily means of communication with SAAS
on-line agencies, -

The Director of Fiscal Management and the
Director of Management Information Sys-
tems should give authority to SAAS and DFA
Management Information Systems person-
nel to communicate readily to agencies appro-
priate information regarding operation of the
SAAS system.

SAAS and Management Information Systems
personnel should develop strong communica-
tions with on-line agencies. As soon as infor-
mation about the system is known, agencies
should be contacted immediately.

DFA should:

—implement a long-term planning mecha-
nism to determine the most efficient way to
derive the most benefitfrom SAASbased on
both agency and state needs;

—idevelop standards for determining which
agencies should be on-line, which agencies
need to be SAAS personal computer users,
and which can be off-line;

—send a questionnaire to all off-line agencies
whichisdesigned to determine ageneyneeds
for accounting systems;

—project costs to implement SAAS in various
agencies, to modify the system asneeded to
address agencies’ concerns, to develop fully
ad hoe reporting for on-line and off-line
agencies, and to complete implementation
in agencies which may need to use addi-
tional subsystems;

—set a five-year goal, detailed by year, for
implementing SAAS in agencies and follow
the plan as funding allows; and,

—work to understand and address agency
needs fully when planning for implementa-
tion of SAAS.

xii

10.

11,

12,

13.

14,

15.

DFA has indicated it will seek a funding
mechanism for SAAS implementation. Be-
fore finglizing implementation cost estimates,
DFA should project the number and types of
state workers needed in the long term to
service the accounting system and utilize
these workers in the implementation process
when appropriate.

If DFA determines that additional persennel
and consultants are needed to accomplish
tasks to implement plans, then DFA should
outline the funding needed to perform spe-
cific tasks by number of personnel, consult-
ant hours and other costs, The Legislature
and the Governor should review those plans
and objectives yearly in conjunction with the
amount of money spent to determine if objec-
tives are being met.

DFA should develop an implementation
manual to help agencies structure their agen-
cies and plan to come on-line SAAS, with the
goal of reducing dependency on outside con-
sultants,

DFA should redesignate one of its vacant
management positions as manager of all
SAAS-related implementation and daily op-
erationalfunctions. Themanager, whoshould
oversee the planning function, should meet
with agencies to determine whether all basic
computerized accounting and reporting needs
of each agency are being met. Information
learned from responding to agency needs
should be used as a basis for future imple-
mentations of SAAS,

DFA should require agencies to perform cost/
benefit analyses prior to coming on-line to
determine whether agency procedures can be
streamlined by using SAAS, how SAAS can
produce cost savings for the agency, and
whether any circumstances of additional cost
for the agency could prohibit going on-line
with SAAS,

DFA should require agencies which plan to
come on-line in the future to keep records of
their costs oceurring prior to SAAS imple-
mentation and should analyze agencies’ ex-
penditures in implementing SAAS, This in-
formation can be used to determine the cost
benefits of additional agencies coming on-
line.




i6.

17.

18.

19.

20,

21.

22,

23.

The DFA Executive Director should immedi-
ately instruct DFA managers atthe appropri-
ate levels to plan for implementing SAAS as
the internal accounting system at DFA. The
SAAS team should instruct DFA mansagers
on the decisions and organizational planning
which must occur.

DFA should place top priority on developing
ad hoc reporting to allow agencies to down-
load accounting data at their own conve-
nience and easily develop their own reports
using appropriate reporting software,

DFA should immediately develop grant re-
ports for Disability Determination Services
which are complete and usable for federal
reporting purposes.

DFA should place top priority on creating
SAAS system files to capture the system’s
capability to catalog the identification of us-
ers who have approved SAAS transactions.

DFA should develop a short- and long-term
plan toimplement paperwork reductionideas.
Immediate plans could include eliminating
the extra copy of the purchase order sent to
DFA by on-line agencies,

DFA and the Office of the State Auditor
should work together pro-actively, moving
the state forward to reduce paper and in-
crease efficiency made possible with internal
control capabilities gained in the June 1992
SAAS operating software upgrade.

Inconjunction with understanding automated
internal control possible with SAAS, the Of-

fice of the State Auditor should immediately

conduct a cost/benefit analysis of becoming
an on-line SAAS agency. The Office of the
State Auditor could better understand agen-
cies’ use of the SAAS system as an internal
control, accounting and budgeting tool by
having first-hand knowledge of the system as
an internal accounting system for the Office
of the State Auditor.

D¥A shouldnot wait.for the purchase ofanew
imaging system before implementing paper-
work reduction ideas now possible. DFA
should study the costs and benefits of alterna-
tive methods of paperwork reductionin detail
before making any additional purchases of
software.

xiil

Effects of Budgeting

To achieve optimum fiscal controls for the state,
the Legislature should amend the budgetary stat-
utes to mandate specific elements of reform (in
chronological order):

discontinue using treasury accounts as the
budgetary “funds” and enact GAAP funds as
the budgetary funds with the treasury ac-
counts remaining the method of financing
only,

require state agencies (Fiscal Year 1994) to
identify all organizational activities and de-
termine specific measurable objectives neces-
sary to achieve the Legislature’s and
Governor's state goals, as established as policy
during the 1993 legislative session,

require state agencies to report these ele-
ments to LBO, which will perform initial
evaluation and set specific standards for the
evaluation to assure that the activities are
representative of the state programs and con-
tain measurable targets toward the state
goals,

require DFA to establish all the necessary
SAAS activity level codes and other adminis-
trative duties to implement the pilot of activ-
ity budgeting.

on-line SAAS agencies should prepare their
FY 1995 budget requests (due to LBO/Gover-
nor by August 1994) in an agency activity
format (the statutory budget level would be
the lump-sum by activity categorized by the
GAAP fund level),

require DFA to determine and report to LBO
annually other state agencies that may enter
into activity level budgeting (either on- or off-
line SAAS),

mandate that sufficient level of information
be provided in budget requests to allow for
full justification of activities,

assign priority levels to each state agency
activity for the purpose of mandating budget
reductions by DFA,

require LBO to perform evaluations/analyses
of agencies’ activity performance measures,
and_report those performance measures to




the Legislature in an understandable man-
ner for implementation in the budgeting pro-

Ce8s,
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A Review of the State’s Financial Statements, Fiscal Controls, and
Statewide Automated Accounting System

Introduction

Authority

PEER performed this review as directed by House Bill 505, the Budget
Reform Act of 1992, enacted by the Mississippi Legislature during the 1992
Regular Session. Section 5 (subsection 3) states:

The Joint Legislative Commitiee on Performance Evaluation
and Expenditure Review shall review the adequacy of financial
statements of state government and fiscal control systems
including legal authority and methodology of the agencies that
prepare public financial statements and exercise control over
state expenditures. The review shall focus on the SAAS
accounting system and its development, implementation and
benefits. A report by the committee on its findings shall be
provided to the Legislature and the Governor by December 15,
1992,

Scope
In compliance with HB 505, PEER sought to:

* provide background information on the state's current financial
statements (reports), fiscal processes and controls, and
Statewide Automated Accounting System (SAAS);

e determine the sufficiency of the state's current financial
statements (interim and annual) in providing appropriate and
usable data for the Legislature and the Governor;,

*  appraise the state's present fiscal controls and practices evident
in the cash receipts and disbursements procedures, accounting
system and effects of budgeting on the fiscal controls; and,

» review the state's implementation of SAAS and assess the
benefits, costs and future of SAAS.

PEER did not review in depth all aspects of the state's fiscal system,
such as debt, fixed assets, cash, and personnel management, but instead
focused on the mandate of House Bill 505.




Methodology
In conducting this review, PEER performed the following tasks:
* reviewed the MISS, CONSTITUTION and applicable state statutes;
* interviewed appropriate staff and obtained information from:
--Department of Finance and Administration (DFA);
--Office of the State Treasurer;
--State Tax Commission;
--Central Data Processing Authority (CDPA);
--Office of the State Auditor;
-~-SAAS on-line user agencies; and,
--other states' financial representatives;
¢  obtained and analyzed appropriate records and documents; and,

* reviewed articles, reports, and other published information
related to public financial management, fiscal controls,
accounting systems, budgeting, and interim and annual
financial reporting,

Overview

Mississippi, like other states, has found itself struggling to meet the
citizens' demands for the state's services, while working with limited and
declining revenues. The direct representatives of the citizens, the
Legislature and the Governor, utilizing the state's financial
statements/reports and fiscal system, must be able to take those limited
resources and provide for a successful employment and accountability to
meet the needs of the citizens. The state’s accounting, budgeting and
reporting systems should provide the Legislature and the Governor with
complete and understandable financial statements and effective fiscal
controls to assist their direction and allocation of the state's resources
toward specific state goals and priorities,

The state's current financial statements and fiscal confrols do not
completely satisfy the Legislature's and the Governor's needs toward
adequate management of and accountability for the state's activities.




Financial Statemenis

PEER found that the state's financial statements and reports are not
completely adequate. The primary reason is because some of the current
reports contain dissimilar and incomplete information which must be
reviewed piecemeal by decisionmakers.

For instance, the Comprehensive Annual Financial Report (CAFR),
a meaningful and necessary financial document, uses the generally
accepted accounting principles (GAAP) basis, which is different from the
budgetary/cash basis used for budgeting. The Annual Report of Budgetary
Basis Expenditures is the only source of detailed audited budgetary
amounts, but this report is not distributed to the full Legislature.
Legislators are also not provided with complete interim reports on the
state's financial status, cash flows and effects on current and subsequent
years. The Treasurer’s Annual Report is prepared using a different cut-off
date than the budgetary period, diminishing the usefulness of the report,
and the State Tax Commission Annual Report, presenting general revenue
collections, does not provide sufficient detail for legislators to determine
revenue amounts diverted to other governmental entities, transferred
within state government for earmarked purposes, or held for tax refunds.

The widely dispersed and incomplete information weakens the
Legislature's ability to evaluate the allocation of general revenues. Finally,
legislators do not receive an adequate financial report which presents in
one document complete financial and policy information, trend and
statistical data, graphs, and narrative with which to make informed
decisions concerning the allocation of state resources.

Fiscal Control System

The state's fiscal control system places too much emphasis on
detailed control of expenditures and overlocks other methods of more
effective control and direction of the state's financial resources. Effective
control methods could include:

*  Receiving general tax revenues through electronic funds transfers to
speed up deposits and increase interest income;

*  Placing total control with the Treasurer in managing state funds by
allowing the Treasurer to make all disbursements from treasury
clearing accounts, instead of allowing some disbursements by the State
Tax Commission;

*  Evaluating the placement of general tax revenues under control of the
appropriations process, including revenues earmarked and
transferred to agencies before appropriation and the fees collected by
agencies that may be considered general revenues;




* Using electronic processing for paying obligations instead of issuing
paper warrants;

* Strengthening agencies' internal auditing and relying on internal
controls instead of over-controlling state disbursements through
extensive pre-auditing by DFA; and

¢ Changing the year-end expenditures cut-off from the lapse period,
August 31, to June 30 to create comparability in financial reports and
discourage over-spending at year-end by state agencies.

Statewide Automated Accounting System (SAAS )
Development, Benefits and Implementation

PEER found that SAAS, which was first envisioned by state officials
at least seven years ago, serves as the state-level accounting system
administered by DFA and as the internal accounting system for seven on-
line agencies. DFA, which has spent $3.3 million to implement SAAS and
$5.6 million to operate the system over a six-year period, is still in the
process of modifying the system to meet state needs.

Benefits have included facilitating the maintenance of a statutorily-
required GAAP accounting system and preparation of Comprehensive
Annual Financial Reports, eliminating the reconciliation of two set of books
for the on-line agencies, improving accuracy of financial records, allowing
on-line agencies to control spending on a detailed level, improving
timeliness of financial information, and consolidating statewide
information to ease federal reporting.

However, DFA's lack of comprehensive planning has affected
SAAS's current operation and the future of the system. DFA has not
properly planned for the total costs of implementing SAAS or for organizing
internally to ensure that agency needs are met. In addition, DFA has not
placed a high priority on state agency reporting to enhance agencies'
internal financial management, on training which would allow more
effective use of the complicated SAAS system by state employees, on
communicating with agencies, or on improving efficiency which could be
achieved through SAAS by paperwork reduction and other methods.

Effects of Budgeting on Fiscal Controls

In studying the state's fiscal controls, PEER determined that the
state's budgeting system provides the dominant influence over fiscal
controls of the state's resources. Because the budgeting system requires
use of major objects of expenditure, the more effective fiscal control of
budgeting by agency activities (concentrating on the services and results the
agency is delivering with the funds provided) is overlooked.




The budgeting system also focuses on the sources of state funds by
general or special treasury account funds, rather than the use of the state
funds as recorded by generally accepted accounting principles (GAAP.)
With the use of budgeting by agency activity, the Legislature could set
priorities on agency funding based on most beneficial activities. During
times of budget deficits, the Legislature would then have more control over
allocation of state resources by setting activity priorities to direct DFA's
budget reductions in the area of least benefit (up to five percent.)




Background

The State of Mississippi's fiscal process is cyclic and may be viewed
as a wheel consisting of six components or “spokes.” Though each
component may be thought of as discrete, all have direct effects on and
relations to each other. They are interdependent and the strength of the
state's overall fiscal process is dependent on the strength and compatibility
of each component. The six fiscal components representing the spokes of
the wheel are as follows:

¢ Planning;

¢ Budgetfing;

* Resource flow and management;
* Accounting;

¢ Reporting; and,

* Post auditing.

(See Exhibit 1, page 7.) The hub of the wheel represents the state's
fiscal controls: the policies, procedures, laws and regulations established
to provide reasonable assurance that the fiscal processes are satisfactorily
performed and that specific objectives of state government will be achieved.

Exhibit 2, page 8, presents the major fiscal duties and responsibilities
currently associated with each of the six components of the state fiscal
cycle, the entities given responsibility, and the statutory and/or
constitutional references underlying the assignments. Presented below is a
brief description of each of the six components of the state's fiscal process.
Additional technical detail regarding each fiscal component may be
obtained by referring to Appendices A through H, pages 95 through 116.
The body of the report focuses only on those components of the fiscal process
where review was requested by House Bill 505, 1992 Session.

Planning

Planning as defined by Webster is "...the act or process of making or
carrying out an orderly arrangement of parts of an overall design
specifically through the establishment of goals, policies, and procedures.”
Currently, the statutory elements of state planning are limited. General
guidelines placed in separate sections of the statutes relate to studies of
state agencies and general revenue forecasting, but no specific laws direct
or require planning.

Planning is primarily handled at the state agency level, as the
agencies prepare their annual budget requests. State agencies determine
6




Exhibit 1
Fiscal Cycle and Processes

Budgeting

MANDATES MONIES
TOWARD THE DIRECTION
OF PLANS

*Identifying sources of funding
*Proposing expenditures to achieve
programs/activities of government

e
*+Setting control levels on &
FOCUS e . Q
§ AND expenditures at specified levels. USE AGEMENT %
,4'2‘5? DIRECTION OF MONIES %

+Establishing/revising state
missions/goals

*Setting agencies' obhjectives to
meet the state goals

*Revenue forecasting
sLong-term debt and capital
project planning

¢Directing state's attainment
and use of federal monies

*Revenue collections and
administration

*Cash management

sPurchasing of goods and
services

*Personnel administration

*Fixed asset management

sDebt management

FISCAL

EVALUATION AND ATTESTATION
(External and Internal)

CONTROLS

DOCUMENTATION
OF TRANSACTIONS

*Financial:

Fair presentation of financial statements
in all material respeocts

sRecording and proper classification
of all valid tranzactions
*Proper measurement

. Co;np]_iauce; - COMMUNICATE sDetermination of period A
Compliance with state and federal FINANCIAL sAccounting record«/ ledgers A
2 laws/regulations INFORMATION *Budgetary and accounting o
_g ePorformance: (External and Internal) controls o
‘5 Efficiency and economy of §
& resource use and operations; ~
2, Effectiveness in *GAAP or budget basis b",-v.
(15} achieving desired *Proposed or actual data az?
& results *Balance sheets, statements of

revenue/ expenditure, equity,
cash flows
*Special reports - performance,
trends, statistics, projections, ete.

Reporting

SOURCE: PEER compilation.
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EXHIBIT 2

MAJOR CURRENT STATE FISCAL DUTIES AND RESPONSIBILITIES

LEGISLATIVE BOTH HOUSES DEPARTMENT OF OFFICE OF THE
GOVERNOR BUDGET OF LEGISLATURE FINANCE AND STATE TREASURER
COMMITTEE/ ADMINISTRATION {OST)
OFFICE (LBO) (DFA)
Tonabling Article 5 Constitution Article 4, Constitution 7-7-1 ot. al, 7-9-1 et al.
Legislation 7-1-1 ot. &l 27-103-101, et. al, 5-1-1, et. al, 27-104-1 o, al, 27-105-1 through 37
- Supreme chief executive |~ Continuous study of - Enacts laws for operation off- Continuous study of agencies {- Parlicipates in revenue
Planning (Article b, Bection 116; agoncies for abolition, the state unless restricted | for abolition, consolidation and] forecasting process
4-1-5 [a}) consolidation and creation | by tho state constitution, creation (27-104-1) {Nonatatutory)
- (Give the legislature . (27-103-115} - Plan and develop revenue
information and ~ Participates in revenua forecasts (27-104-5 {21 (b))
recommoend measures for forecasling process . Coordinate planning functions
considerntion (Articlo 5, of executive agencies (27-104-
Bection 122) 103 (13 gD
~ Utilization of Budget — Prepare overall state -~ Appropriation (budgeting) |- Develop and manage executive
Budgeting Officer for executive budget| balanced budget in ageney | of state treasury account budget process and prepars
preparation {27-103-139) program format monies (Article 5, Sections | execulive budget
- May veto parts of {27-103-113) 64, 68-74) retommendation (27-104-103)
appropriation bills (Article |- Adoption of general fund
B, Section 73) ravenue estimate (31-17-
123)
~ Acts s State Bond - Pre-audii and issua - Cash management:
Resource Commission Chairman (31- disbursement warrants (7-7- Receipts monies (7-8-21)
Tlow/ 17-101 et. al.} 33; 1-71-35) Disburses monies (7-9-13)
~ Conirol over dishursements Manages deposits and
Management through alloiments/operating | investments (27-105-33)
budget (7-7-39; 27-104-5 {2f;
27-104-9; 27-104-17)
- Escalate special fund budgoets
(7-7-40)
~ Issue receipl warrants, - Debt management {7-9-29 (o
tranafer to Treasury (7-7-15) )
- Prescribe all velated forms (7- |- State Treasurer serves on
7.3 [BY; 1-1-23; 7-7-20) State Bond Commission(31-
~ Reduce agencies’ allocations to] 17-11 et.al.)
mest state revenuo shertfalla
(31-17-123)
— Rogulate purchasing, travel,
leases {7-7-25; 25-3-41; 31-7-
10)
~ Public Procuroment Review
Board (27-104-T)
- Superintendent of Office of - Maintain compleie statewide }- Keep acceunts in bocks
Accounting Stata Treasurer & GAAP accounting system (7-7- | (7-9-9)
Department of Finance and 3,9 - Maintain records of OST
Administration - Have available daily activities (7-9-53)
(7-1-41) accounting reporis (ledgers) (7-]- Verify records with DFA
7-45{d]) (7-2-45)
= Provide {raining manuals of
system (27-104-5(2))
Financial |- Executive budget - Legistative budget — Prepare CAFR (27-104-4) — Repart of collections &
Statements/ | recommandation Nov. 16 recommendaiion compleled - Fiscal affairs of the state as of | disbursements of monies
Reporting {27-103-139) * prior to Dee. 15 (27-103- January 1({7-745 (b)) managed by OST (Article 4,
113y Section 116; 7-9-47)
(Annual) - Appropriations Bulletin
(Budget) after session
(Nonstatutory)
Finaneial |- May reguire information 1n - Monthly aecounting reporls to {~ Reporls to Governor, as
writlen reports from LBO and Goveraor required (7-9-49)
Sﬁ‘;te::_f;tsl officers in the execulive {7-7-3 {B]1[b]}
B 1 g departmenis on any related
(Interim) | subject. (Articla 5,
Section 120)
- May appoint & special
: oxaminor of state records
Post Audit (T148)

NOTES: +This summary represents major duties related directly to the general fiscal process of the state and is not intended
to be inclusive of all agencies. It excludes agencies' general annual reports to the Legislature.

sArticle and section references relate to the MISSISSIPPI CONSTITUTION; other references are to the
MISSISSIPPI CODE ANNOTATED, 1972.

* Documents joined as one report for January submittal to the Legislature.
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STATE TAX OFFICE OF THE LEGISLATIVE PEER UNIVERSITY
COMDMISSION (STC) STATE AUDITOR COMMITTEE (PEER) | RESEARCH CENTER OTHER STATE
(0SA) (URC) AGENCIES
37-141-1 et. al.
27-3-1 ot, al. 7-7-201 et al, §-3-51 et. al. 57-13-45 et. al.

~ Working with Universily - Btudy agencies, upon request, ~Working wilh State Tax ~Agency direciors have iherent
Research Conter, develop for elimination, improvement, Commission develop revenus | responsibility to plan use of
revenue estimates combination, simplification eslimates (31-17-123) resources praperly for budgeting.
(31-17-123) (7-7-21 {c]) (Nonstatutory)

- Prepare budgets and compile
detailed support for submittal in
the formal budget process.
(27-103-129)

- 8PB: provides persennel
projections (number and coats) to
LBO and DFA for budgeting
purpoges. (25-9-133)

— Kecelves general tax - CDPA: approves compuler- and
revennes, deposits te State telecommunications- related
Treasury, and makes purchases, (25-53-1 to 5; 31-7-
appropriate calculations for 201 to 225)
diversions and fransfers - BPB: approves personal service
(27-3-57) contracls and maintaing control

ovar state employes-related
parsonne! matlers (25-9-101
et.al))

- AG: approves alforneys'
paraonal servics contracts (27-
104-105}

~AG: Acts as State Bond
Commission Becretary (31-17-
101, ef. al.)

- Mainlains records of acts {27- |- Fixed asset inventory
3.61) rYecords/control (29-9-13 to 29-

921)

— Report of STC collections {0 |~ Lepislalive cxpenses and =" Tax Bxpenditure Annual - File budget requests with LBO i

DFA {27-3-48) appropriations per session to Report® (57-1345 et. al} agency program format
Legislature and other officials - "Mississippi - A Piseal (27-103-129, 131)
(7-7-45 [a]; Article 4, Bection Summary” (Nonstatutory) - Submit GAAP financial
113) statements to DFA (27-104-4 {1])

— 3PB: report LBO/DFA on
employee cosls (25-9-133 (1))

- Monthly report of 8STC ~ “Mississippi Economic Review|- Bubmit financial reports to LEC
{iransfors and Qutlook” - Semiannual as required (27-103-107,109)
{MNonstalutory) state econometric model

- Monthiy cash reports (37-141-7 [m])

(Nonstatulory)
- Annual post audit of CAFR (7-]- Performs program and - Infernal auditing at agency level
7211 [8h performance evaluations, (7-7-3(81 (41}
~ Audit reporis on CAFR, audils, investigations, and
internal controls, compliance | fact finding projecis - report &«
systems (7-7-215 1o 219; Governor, Lagislature,
27-104-4) Agoenciea, Publie (5-3-51)

- Pupil accounting and auditing]
of average daily attendance
(37-37-8 to 13)

- Appoints an auditor of the
correctional system (47-5-35)




their funding needs to continue or improve current activities as established
by state law, federal mandates, and agency policies. In effect, these "budget
requests” taken as a whole represent the most direct guide currently
available to the goals of the state and how they are to be reached. The final
expressions of these "planning” efforts are contained in the executive and
legislative budget recommendations, as discussed below.

Budgeting

Exhibit 3, page 11, illustrates the flow of the current state budgeting
system. MISS. CODE ANN. Sections 27-103-129 and 131 (1972) require that
state agencies file annual budget requests with the Legislative Budget Office
(LBO) by early August each year. The submission, based on instructions
and forms provided by LBO in May, is also provided to the Governor's
budget officer (Department of Finance and Administration) for his review.

An agency’s budget request is by major objects of expenditures for
each appropriation unit (budget) designated by LLBO, and agency "program”
data is provided for information purposes. The appropriation unit is
comprised of one or more budgeted treasury accounts (see Technical
Appendix A, pages 95 through 103), with budgetary expenditures accounted
for on a primarily cash basis. This system utilizes an encumbrance
accounting procedure which includes executed but unperformed purchase
orders and a sixty-day year-end lapse period. The state's major objects of
expenditure categories are as follows:

*Personal Services:
Salaries, Wages and Fringe Benefits
Travel & Subsistence
*Contractual Services
¢ Commodities
¢ Capital Outlay:
Other than Equipment
Equipment
¢Subsidies, Loans & Grants
LBO holds budget hearings in September for agency heads to discuss
their budget proposals and agency needs. These budget hearings are open
and may be attended by the Governor's staff. The proposed general revenue
estimate is made in October and the Legislative Budget Committee and the

Governor jointly adopt the general tax revenue estimate. It is after this
formal adoption of the estimate that both LBO and the Governor's
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Exhibit 3
Cwrrent State Budgeting Process

LBO Budgne:’
instrnctio
May forms to state
agenoics
Agencles make nppt]o“\};a
d:‘;ﬁgﬁ 311 apprapriation
prepare budget bille
requests
pencles q DFA
budgotvequest | —gu overnor- | Governor elgns
" documents ?&:%\?;Ob[&ggzt T ’ nppt%i_:lxlviation
\'_ﬂ’\ requesta o
18O receives + |
August bud opr
get requests N appropriation
April-May bills sont 1o
1
LBO Budget
September Hw;‘n gg: L — —_ —_ —
specific
I sppropriation
hille to each
Rovenue RZONCY
estimate for 1
burdget period
is forecasted S!atiu ?gg,:\f'l,? DFAsendsZ-1
T May-June oo mp” ¢ °|. B 10 (budget) forms t
Governorf oll:):;;é‘ag cach ugency
Octobeyr LBO adopt e =]
rm;enuo *
estimato Compiotod 7.1
1 and cop_[cs‘of
} 1RO preparation appropriation
October of legiilative bills sent fo D)
November budget
recommendatiory DFA approves Z-1s
and enicrs Into
statowide
Novemher - Co’-";gl:l:fgdand June accounifng eystem tof
December leglslative I;udgel sct::,‘:,‘:f;’;t: i
recommendation _—
*x
Joint State
December 15 }J:mposﬁd
Budgel

LI3O prepares draft
appropriation bille
based on legislative
budget
recommendation

Dralt Dralt
appropriaiion appropriation
bills bills

Sonate House
Approprlations Appropriations
Coramittee Commiitee
Legislative process

NOTE: The L.BO staff and DFA budget staff analysis oceurs throughout the process after receipt of ngenoles' hudget requests.
*Excopt at st rogular sesslon after Governor's election, may submit by Janusry 81

SOURCE: PEER analysis,
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representative complete their analyses of the state agencies’ budget
requests to prepare their individual budget recommendations. '

As presented in Exhibit 3, page 11, the Legislature's and the
Governor's recommendations are published as the Joint State Proposed
Budget for final dissemination to the Legislature and the state agencies by
December 15 each year.

Not all state resources are required to be budgeted. Certain special
treasury accounts and separate bank accounts do not go through the
appropriations process, such as capital projects, debt service, trust and
agency activities.

The Executive Director of DFA has authority within the guidelines of
the statutes to amend certain budgets, as stated by the following sections of
Miss. CODE ANN. (1972):

7-7-40 Kscalate "special fund" (special accounts) budgets as
authorized in the appropriation bills.

31-17-123  Reduce appropriations of "general-fund and special fund”
state agencies and "administration/other expenses" of the
Department of Transportation (Highway Department) as
necessary to keep within sum of general tax revenue receipts;
any reductions past 5% of total must consist of a uniform
percentage reduction of “"general funds” and "state source
special funds."

Resource Flows

Exhibit 4, page 14, demonstrates the flow of the state's fiscal
resources. This flowchart gives an overview of the funding of Mississippi's
state government and provides the "big picture” of the sources and uses of
the state's resources. Most importantly, it highlights the distinctions and
relationships between the accounts where the monies flow and the
accounting funds where the monies are controlled. The specific elements
of the state's resource flow captured in the exhibit are as follows:

*Resources In:
—  Sources of receipts (all monies coming into the state)
— Accounts (Treasury or nonbudgeted bank accounts) where
the monies flow - - identified by source
*Resources Out:
—  GAAP (generally accepted accounting principles) funds

where the monies are accounted for - - identified by use
—  Use of all monies
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Exhibit 4

Resource Flow - Funding of State of Mississippi Government
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Appendix B, page 104, provides explanations of these elements of the
state's resource flow. :

The state's resources ultimately flow into either of two major types of
accounts--treasury accounts or nonbudgeted bank accounts. These
accounts represent liquid assets (pools of monies) identified by the source of
the resources. Treasury accounts denote monies held/managed by the State
Treasurer, some of which are budgeted and some are not budgeted through
the state's appropriations process. Nonbudgeted bank accounts represent
monies which are not required by law to be held in the State Treasury.
Miss. CODE ANN. Section 7-7-59 (1972) authorizes the establishment of bank
accounts to serve as the depository for self-generated and custodial funds.

Resources flow out for operation of state government with general
and specific uses set by the state constitution and statutes. These uses are
captured in accounting funds in accordance with generally accepted
accounting principles (GAAP). Appendix C, page 105, provides an
overview of the authoritative bodies promulgating government GAAP,

GAAP funds represent the actual distinct fiscal and accounting
entities that make up the use of Mississippi's resources, They are
identified by the use of the resources by being segregated for the purpose of
carrying on specific activities or attaining certain objectives in accordance
with special regulations, restrictions, or limitations, GAAP funds are
established to offer sound and expeditious financial administration.
(Exhibit 5, page 17, presents the state’s GAAP funds.) To complement the
GAAP funds, account groups are utilized to establish control over and
accountability for the state's General Fixed Assets and General Long Term
Debt.

Accounting

The statewide accounting system records all of the above-described
transactions related to resources received and used (disbursed). The
Department of Finance and Administration is charged by law with
maintaining the state’s accounting system.

As stated in MISS. CODE ANN, § 7-7-9, the Department of Finance and
Administration "shall maintain a complete system of general accounting to
comprehend the financial transactions” of state agencies. Also, MISS.
CODE ANN. § 7-7-3 (2) states that the Executive Director of DFA shall
prescribe and implement an adequate accrual accounting system in
conformity with generally accepted accounting principles and may install a
state centralized automated accounting system.

In accordance with this CODE Section, DFA has implemented the
Statewide Automated Accounting System (SAAS). Currently, seven
agencies use SAAS for their internal accounting system, A discussion of
the development, implementation, and benefits of SAAS is presented at
pages 49 through 76.
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Exhibit 5
State GAAP Funds and Account Groups
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SOURCE: PEER compilation; National Council on Governmental Accounting Statement 1 and
Governmental Accounting Standards Board Statement 6.




Agency financial statements must be maintained in accordance with
generally accepted accounting principles (GAAP). Mississippi agencies
use both the budgetary basis and the GAAP basis of accounting because of
the way the budgeting system is set up. The budgetary basis is a
combination of the cash basis of accounting and the encumbrance method
of accounting. The budgetary basis, discussed in Appendix D, page 106,
concerns only the actual cash receipts and disbursements during a given
period. :

GAAP accounting, including the accrual basis and modified accrual
basis, measures financial position and operating results. The accrual
basis uses a measurement focus which presents the long-term resources
available to pay long-term liabilities. The modified accrual basis focuses on
current resources available to pay current liabilities. In the accrual basis,
amounts paid by the state are referred to as expenses; in the budgetary
basis and modified accrual basis, amounts paid are known as
expenditures.

Appendix D, pages 106 through 107, contains a description of the
budgeting and accounting basis and methods which the state uses for
budgeting and for maintaining GAAP financial statements presenting the
financial position of the state.

Reporting

Financial reporting is the process of communicating information
concerning the state's financial position and activities for internal and/or
external purposes. The financial reports can embody formal or informal
presentations of financial data. The objectives of each type of report should
consider the needs of the users and the decisions they make. See Exhibit 6,
page 19, for explanation of reporting ocbjectives.

Exhibit 7, page 20, provides a listing of the state's current major
financial statements/reports and related documents. These reports are
classified as formal or informal. The focus of this report is on formal
financial statements.

Informal reports usually are reports for internal, control, and
management's use. They may represent compilations or copies of
administrative data or financial information from accounting records,
registers, journals and summaries. In addition, informal reports may be
prepared by one level of management to support a higher level of reporting
within the government.

Formal reports are prepared for internal or external purposes. They
are direct products of the fiscal system--accumulating, segregating, and
presenting financial and related data. Most of the state's formal financial
reports are produced annually.
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Exhibit 6
Objectives of Accounting and Financial Reporting

SOURCE: PEER adaptation of National Council on Governmental Accounting Concepts Statement 1
in HBJ Miller 1992 Comprehensive Governmental GAAP Guide




Exhibit 7
State of Mississippi Financial Statements/Reports

and Related Documents
Stntlsltoryf Budgat Basi GAAP Basi
. MISS. udget Basis asis
Produced SontTo | CONST. Scope and Frequency/
By Reforence |Unaudited|Audited |Unaudited| Audited Description of Report Due Date
‘w Tyeasury Account Fu
. and bank accounts}
FORDMAL: The official annual report of the
gtate which includes: .
Comprehen- |Depariment of | Office of the | 27-104-4 X f,};gﬁ;’:;f; ("c‘;;pﬁ?,feg“m“ﬂ Annual
si!.:e An{zual Finapc:: & . Slat? Article 4, statements and notes) Due January 1
Financial Administraticn Auditor_t‘or Section 116 {2) Combining statements by
Report postaudit by GAAP fund type and
(CAFR) ggptgmber supporting schedules
, then to (3) Statistical and economic
Governor/ of data of the state
I“-‘%;,slat“r {4} Extensive introductory
puulie transmitial letter from
record Executive Director, DFA
(Budgeied Stale Treasury
Account Punds only)
. Supplement to CAFR to support
Annual Department of | Available 27.104-4 X individual statement: Annual
Report of Finance & to support Combined Statement of Revenue, | Duc Janvary 1
Budgetary Administration | CAFR Expenditures, Other Financing
Basis Sources and Uses and Changes
Expendi- in Budgetary Fund Balances -
tures Budget and Actual (Non-GAAP
Basis) - All Budgelary Funds
udgeted State Treasu
Aeccount Funds oniy)
Overall balanced propoaed
budget of the expenses and
Proposed Governor, Legislature/ | 27.103-113 X income of the state to Annual
Budget Legislative state 27.103-199 encompass the operations of all | pue
Budget ngencies “general fund" and “special December 15
Office fund” agencies in
agency-program format as
compiled from the exeecutive and
legislature budget
recommendations required
vnder these same statutes
Budeet dge afe Treas
waget Legislative Legislature/ [ no specific
(Appropria- Bu%lgel; stagtla refell-):nces X Compilation of general and Annual
fions Office agencies spectal appropriations by
Bulletin) budgetary function (program)
and agency
; {(All Stale sury Accou Annual
Bpecial A
report on ger&a;gglgznt of | Legislature | 7-7-45(b) X Repor!l;r of the fiscal affairs of the &?[}ti:rls days
;l'f‘i?aﬁs;f:fl. Administration (Cash) stale as of January 1, current | commencement
the state year toupdate Legislature from }ofregular
e sta close of previous fiscal year session
Report of
collectiona/ Funds) . Annual
disburse- | Officcofthe | Legislature | 7-9-47 X Detailed report of receipta and | e
ments State Arlicle 4, (Cash) expenditures since last report commencement
(receipts/ Treasurer Section 115 and sugpested taxes tosupply | ofpegular
expendi- any deficlencies {called session
tures) Treasurer's Annual Report)
(Budgeted Stafe Treasury Annual
State Tax | State Tax Dept. of *no specific £ Due end of
f(')om;nission Commission |Finance & reference b Icg;t:g{icsgsc general revenue fiscal year
iscal year in. ’
colloctions Admin (vissued in STC Annual Reporty | 20° 5
Expenses (Budgeted State Treasury
and Office of the | Available | 7-7-45 (a) Account Funds) %ﬁgrggda
appropria- | State for Article 4, X Expenditures as compiled by after s
tions of Treasurer distribution | Section 113 DFA, under 7-7-45(g), and legislative
legislative amounts of all appropriations adjourament
session

SOURCE: PEER analysis of MISSISSIPPI CONSTITUTION, related statutes, and available reports.
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Exhibit 7 (Continued)

Statutory/
_ N A Budget Basla GAAP Basis
Pr oguccd SentTo | CONST. Scopo and Frequency/
Y Roference |Unaudited]|Audifed [Unaudited] Audited Desoription of Report Due Date
FORMAL Secretary of '
(Continued): g:itc‘::‘l(ic
legislative Annual
The Annual | University jcommittees/ g7 19 45 X Zreasury Account Funds) Due on or
Tax Rescarch | Dept. of Detail of approximate foregone | before
Expenditure | Center  |Finance & revenue because of specific tax | November 1
Report i\jgn:s:{la{'l vo code provisions
Budgat
Office/
available for
Legislature
Al State Treasury Accotin
Funds)
Mis.?issippi - University [ Governor/ | Nonstatutory X Summarizes various de_ila trends| Annual
A Fiscal Research | Legislature on _gnneral rovenue eatimates, January
Summary Center major general and special
Tevenue sources, general cash
balances and expenditures
Mississippi T ; .
Economic gcrgzgrmsltlty iﬁ?ﬁﬁﬁl&ﬁr 37-141-7 NA —| — _ | I{{elir:sert\at?e ec[?nome:ric ré)odel Semi annuat
Review and Center or the s {forecast an
Outlook hisforical values)
?gizli;?;‘:ef (Budgeted State Treasury
Montkly State Tax | Dept. of Fin. X Wumma
o i \ ry of tranafers by tax
IC?eport_of Tax Commission fﬂ%‘dﬁ:ﬂi‘g o Nonstatutory] (Cash) type {sales, individusl income, Monthly
SRHRISSEON Office/ ete.} for fiscal year cumulative
Transfers " d monthly gach dt
Treasurer/ and monthly each compared to
Attorney estimate prior fiscal year - same
Gen/Univ. period. Detail of transfers by tay
Research type for camulative and monthly
Cir./ others compared to prior fiecal year -
as requested same period
(Budgeled State Treasury,
Account Funds)
STC collections by fiscal year by
cumulative and monthly for
Cash Report {State Tax | Sameas Nonstatulo: X General Treasury account Monthl
Commission| above Ty {Cash) funds, collected for others Y
{transfers/ diversions),
Detail of gales tax collections by
municipality.

Number of tax returns received
for same poriod.

T P S S N BN

fAll State Treasury Account

21

Agoncy GAAP | Piannco & Funds Annual
gency tate nance _104.-. Compilation of financial and nua
ﬁ;&tmcial . agencics Admi_'l‘- {91' 27-1044 X relatgd data in accordance with BEX” setby
statemen compitation enerally accepted accountin,
(GAAP of CAFR Brinciples in ascordance with.
packages) DFA requirements
(Budgeted State Treasury
unt Funds onl
Fiscal year budget requests
roqwera | gonces | Bt [£103920 | x ot n fmand | Dugamsot
udge
# Ofﬁcge! detailed as required by LBO by LBO,
Governor usunllyincluding; usually
(Dept. of (1} annual unaudited expenses | August L
Finance & and budget com parisons
Admin.} including funding sources
(2) segregation of budget for
continuation, expansion, new
activities and narrative
explanations
(3) Support details for personncl
gervices, contractual services,
capital outlay, subsidies, loans
and granis
(continued on next page)




Exhibit 7 (Continued)

Independent

T e et A,
B iy

POST AUIDIL

Office of

With CAFR

Statutory/
Produced MISS, Budget Basis GAAT Basis
By SentTo | Const. Scope and Frequency/
Reforence [Unaudited|Audited |Unaudited ; Audited Deseription of Roport Due Date
INFORMAL
i . as
(Continued): L o gﬂg\gg aage
Legislative Dept, of | Office of 7745 (a) b'd Full statement of all monies after
sesslon Finance & | the State expended at the session, legislative
expenditures | Admin. | Auditor for specifying items, amounts, adjournment
compilation whom paid and for what
(Budgeted Stale Treasury
A tin Dept. of Aceount Funds) ,
Rnancial” | Pinanco & | Logmaeare | 773O® | X Hoomeiol oporatiosaand - | Moy
Reports Adnin, ﬁnan_c3a1 nperal-19n3 and .
conditions {certain accounting
ledgers/ records)
Recommend- | sta Legislative (Finanelal related)

X o )
ovomiats | Besonne | Bostch | 259999 | NA— |— — |— — - = | Nombarofemplomert |t apcitd
ems[i):;)glnn;ent Board of Finance department, agency or
po & Admin. institution

(Al State Treasury Account :
. Funds) :
Sittz‘ill:g:;n;?‘ of 8{53&2 Governor 7-7-49 (C;(sh) Full and complete statements As required
public Treasurer of the situation of public
finances finances, condition and
proceedings of office (cash
{Budgeted Stafe Treasury
Financial Al Legistative 103 Account Funds only) As reguired
related agency | budgeted] Budget gg_%gg_ig; X Report of agencies' recsipts, eq
reports agencies | Office disbursements, assets,

liabilities, encumbrances, and
fund balances as determined by
the Legislative Budget Office

B LGB

Auditor's opinion that the state's
general purpose financial
statements, combining and
individual fund financial

Annual

audit report of { the State | Goveraor/ 27-104-4(2) X statements and related Due January 1
CAFR Auditor Legislatore/ schedules present fairly in all
public material reapects the finandal
record position of the state as of and for
the end of a fiscal year
Independent Office of | Governor/ _104- Auditor'a opinions related to
audit reports the State {Legislature 21-104-4(3) X the 5‘-'}}36“]3? of federal 3221;1 months
retated to the ! Auditor public financial assistance and related after June 30
Single Audit record internal controla and close
Act of 1984 compliance requirements
. Publication of management
Compilation of Qffice of |Available for 27-104-4(3) NA— l— —|— — 4= - letters and stata agencies' Annual
management  |the State |distribution reaponses concerning findings [ u¢ 12 months
Tetters to state | Ayditor and recommendations related to |after June 30
agencies instances of noncompliance with | ¢lose
state laws and immaterial
weaknesses in interal control
Formal audit reporis that
present favorable or
Performance |PEER Governor/ unfavorable findings and
evaluation and | Committee| Legislature/ recommmendations related to
expenditure State 5.3.61 wa— |— —|— — b — specific commitiee approved By project as
review reports agency/ performance evalualions, required
public reviews and investigations of
record state agencies or political

subdivisions of the state and
agencies thereof.




For a comprehensive discussion of financial reporting standards and
the reports issued by state’s entities, refer to Appendix E, pages 108 through
111,

Post Auditing

Post auditing is the process of examining activities and transactions
that have been completed or are in various stages of completion. The audits
are performed by means of a systematic collection of sufficient, competent
evidential matter (through inspection, observation, inquiries and
confirmations with third parties). Post auditing for the state is currently
performed by:

* Office of the State Auditor

Attests to the fairness of management's assertions in the financial
statements (or elements thereof), these assertions being:

--  The fair presentation of the state's financial position, results
of operations, and cash flows in accordance with generally
accepted accounting principles;

--  State has complied with laws and regulations for those
transactions and events that may have a material effect on
the financial statements.

* Joint Legislative Performance Evaluation and Expenditure
Committee (PEER)

Evaluates whether management has efficiently and effectively
carried out its responsibilities concerning:

-- Economy and efficiency in the use of resources:

- Whether the entity is acquiring, protecting, and
using its resources economically and efficiently;

- Causes of inefficiencies or uneconomical practices;
and,

- Whether the entity has complied with laws and
regulations concerning matters of economy and
efficiency.

- Effectiveness of program results:
- Extent to which the desired results or benefits

established by the Legislature or other authorizing
body are being achieved;
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- Effectiveness of organizations, programs, activities,
or tasks/strategies; and,

- Whether the entity has complied with laws and
regulations applicable to the program.

Financial and compliance auditing are considered a minimum level
of auditing for a government entity, - The focuses (thrusts) of post auditing
flow into increased degrees of examinations through economy and
efficiency to effectiveness auditing.

The United States General Accounting Office (GAQ) and the federal
Single Audit Act of 1984 also require the Office of the State Auditor to
perform additional audit procedures and issue additional audit reports
concerning the state’s use of federal financial assistance. These audits are
concerned with the state's compliance with federal requirements applicable
to financial assistance programs, including related federal laws and
regulations and the internal control structure used in administering
federal financial assistance programs.




Adequacy of Financial Statements

Because the state's financial statements and reports are dissimilar and, in
some cases, incomplete, their use by legislators to monitor and evaluate
effectively the state's financial condition is diminished.

The state’s financial reports are confusing to use, not only because of
differences in the stafe’s budgetary basis and accounting basis (see
Appendix D, page 106), but because of timing and other differences in the
reports as explained in the following findings. To guide these discussions,
Exhibit 8, page 26, presents examples of the types of dissimilar and
incomplete data present in some of the state’s financial statements.

Comprehensive Annual Financial Report (CAFR)

* The CAFR is a beneficial and necessary financial document for the
state. However, because of the differences between the CAFR
funds/basts, generally accepted accounting principles (GAAP), and
state's budgeting funds/basis, the report is confusing for the Legislature
to use for management and control of state resources.

As described in Appendix E, page 108, the CAFR provides timely
state financial, statistical, and economic data to the Legislature and the
Governor by January 1 each year. It is useful in assessing many aspects of
the state's finances, including: the overall financial position, the assets
held, the short- and long-term obligations and how they will be funded, and
the internal and external restrictions upon the state's equity and balances.

Appendix F, page 112, details contents of the CAFR. The CAFR also
discloses details through individual financial statements and explanations
ag to other operations, such as activities from special revenues, for debt
service, capital projects, enterprise, internal service, trusts and agency,
and universities. All of these are included in the state's financial
statements.

The notes to the financial statements provide for a concise
explanation of the basis used in valuing the data in the statements, The
statistical and economic data of the CAFR provide the Legislature and the
Governor with an excellent source to view the state's trends that could
affect their decisions related to the direction of the state's government.

Notwithstanding, the CAFR has not been a completely
understandable document for the Legislature and the Governor because of
the inconsistent method by which the state budgets its resources. As
described on page 85, the state's budgetary "funds" are not properly
identified.

This inconsistency between the classifications for budgetary and
GAAP funds causes a considerable obstruction in the state's financial
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EXHIBIT 8
FINANCIAL REPORTS
EXAMPLES OF DISSIMILAR FISCAL YEAR 1991 DATA

Comprehensive Legislative University
Annual State Budget Office Research Center State
Financial Treasurer's FY93 Mississippi - A Tax Commission,
Report Arnnual Report Proposed Budget Fiscal Summary | Annual Report
Gemneral Treasury Acconnt Funds
FY 1991 Year-End Balances $3,581,998 $24,928,460 $3,581,997 $3,581,997
Revenues $1,900,885,586 | $2,062,050,927 $1,948,750,374 $1,943,750,374 $1,854,246,403 (a)
Other Financing Sources $42,864,787
Expenditures ($1,945,109,526) | ($2,093,195,612) ($1,945,320,912) ($1,945,109,526) :
Speaianl Treasury Acscount Fonds
FY1991 Year-End Balances $1.33,062,027 $177,625,208 Not Presented (b) $160,683,591
Bevenues $2,219,900,018 | $4,391,781,492 (c) Not Presented (b) $2,947,383,200
Other Financing Uses {$46,059,876)
Expenditures ($2,150,696,963) 1($4,441,843,304) (c) Not Presented (b) ($2,905,770,716)
Notes:

{a) State Tax Commission collections only; report does not explain relationship to total state general revenues.
{b) MISS. CODE ANN. 27-103-1 et. al. requires the budget report format; no recap of actual Special Treasury Account Funds is provided.
(c) Includes all budgeted/nonbudgeted Special Treasury Account Funds.

SOURCE: PEER analysis of Fiscal Year 1991 actual budgetary/cash basis amounts.




reporting. The Legislature is unable to identify easily the relatlons between
budgeted activities and GAAP financial activities.

The GAAP basis is the preferred method for accounting and
financial reporting, GAAP provides for the accepted standards of the
accurate measurement and presentation of the state's financial position
and results of operations. As described at page 16, Mi1SS. CODE ANN,
Section 7-7-9 requires the state's accounting system to provide adequate
GAAP accounting,

Government GAAP authorities (Appendix C, page 105) recognize
that some differences may exist between a government entity's budgetary
and GAAP accounting basis. However, the best financial reporting
situation is to have the most comparability between the two.

¢ The supplement to the CAFR, "Annual Report of Budgetary Basis
Expenditures,” even though not widely disseminated, provides the only
source for detailed budgetary audited amounts.

DFA prepares a supplement to the CAFR which provides detail of
state agency budgeted and audited actual expenditures by budgetary
function (program) for each enacted budget. Even though this is the only
detailed source of audited budgetary data, the supplement is not dispersed
along with the main CAFR document. Note 2 to the Fiscal Year 1991 CAFR
financial statements explains that the supplement is available at DFA.

This CAFR supplement should be a frequently utilized and valuable
tool for the Legislature and the Governor in the state's budgeting process.
It provides an instrument for analysis of audited prior year actual budget
expenditures by agency budget. The supplement recaps expenditure totals
that agree to the CAFR financial statement: Combined Statement of
Revenues, Expenditures, Other Financing Sources and Uses, and Changes
in Budgetary Fund Balances - Budget and Actual (Non-GAAP Basis.)

Lack of Complete Interim Financial Reports

¢  Public officials’' control over the state's financial condition is impaired by
the absence of formal interim reports which provide complete
information and analysis regarding the state's current financial status,
cash flows, and effects on projected year-end balances and subsequent
year's budgets,

The Legislature and the Governor receive no current communication
of any conclusions, analysis, concerns, or actual or expected trends that
affect the state's resource flow,

This lack of reports of conclusions on analyzed state financial data
requires legislators and the Governor to either remain uninformed or piece
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together and then decipher raw data themselves from other reports, as
discussed below.

Currently, the only formal interim financial reports that are
available come from the State Tax Commission. The State Tax Commission
prepares two reports each month that list its collections and
transfers/diversions:

* Cash Report, and,
*  Monthly Report of Tax Commission Transfers.

These reports are mailed to each member of the Legislature and a
myriad of other persons. These two reports are described at Exhibit 7, page
20,

The Legislature should receive information on cash receipts and
transfers to the extent that it will help legislators fulfill their roles as state
representatives. The Legislature could be provided more meaningful data
on a periodic basis including formal analysis and conclusions.

Constitutionally Required Report--
State Treasurer’s Annual Transactions

* The Office of the State Treasurer's annual report is prepared based on
cash flows through all state treasury account funds for the fiscal period
(July 1 through June 30), rather than through the lapse period
budgetary cut-off, which causes the reported cash balances of the Office
of the State Treasurer to differ from budgetary basis cash.

The State Treasurer's current method of preparing financial data
causes confusion when one attempts to use the information in comparison
with other state budgetary basis financial reports. As stated in the Office of
the State Treasurer's Annual Report for the fiscal year ended June 30, 1991:

The Treasurer's policy is to record receipts when deposited
with the Treasurer's Office and disbursements when State
warrants are presented to the Treasurer's Qffice for
redemption.

The cash basis is the proper basis for these reports. However, the
differences between the June 30 cut-off represented in the Office of the State
Treasurer’s report and the lapse period cut-off of August 31 in other
reports, such as the CAFR budgetary statement and LBO Proposed Budget,
represent a significant barrier to using the information.




State Tax Commission’s Annual Report

* The State Tax Commission’s annual presentation of general revenue
collections (included in its Annual Report) does not provide sufficient
detail for legislators to determine revenue amounts diverted outside
stale governmeni, transferred within state government for earmarked
purposes, or held for tax refunds, which weakens a legzslator s ability to
evaluate the allocation of general revenues.

The State Tax Commission’s annual report does not provide adequate
information to allow the Legislature to easily determine the amount of
general revenue collections used for other purposes and which are not
available for its control through the appropriations process.

Presently, the information provided is a listing of State Tax
Commission collections, with one column grouping all types of cash flow
away from the general treasury account funds. There is no subdivision or
details for:

*Earmarked general revenues within state government,
*Diversions to outside state government;
* Amounts held for tax refunds; or,

*(Collected amounts that are not revenue to the state.

Lack of Consolidated State Financial Data to Assist Evaluation
of Allocation of State Resources

¢ Elected public officials do not receive an adequate financial report which
presents in one document financial and policy information, critical
trend/statistical data, graphs, and narrative with which to make
informed decisions concerning the allocation and control of the state's
resources.

Currently, the Legislature and the Governor receive several different
related financial documents at the beginning of each regular session (see
Exhibit 7, page 20). These documents should assist them with the critical
decisions related to state budgeting and the allocation of state resources.
However, currently no expansive report is available that allows easy access
to very important financial, trend, statistical and historical budgetary
information to aid in decisionmaking,

A prime source of general information should be available for the
Legislature's and Governor's analysis and assessments for budgeting the
state's resources, This report should be the "one place" that they may turn
to obtain the information necessary to gain an understanding of the many
aspects and considerations in the state's budgeting process.
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The Government Finance Officers Association (GFOA) has
established specific guidelines for the accumulation of data toward making
effective budgeting decisions. GFOA recommends that specific information
be included in one budget document and that the report be a(n):

¢ Policy Tool;

¢  Financial Plan;

*  QOperations Guide; and,

*  Communications Medium,

The need for each of these elements in one document is discussed
below.

Policy Tool

No single document contains an adequate explanation of the policies
of the state, At a minimum, the ideal consolidated report should describe
the state's revenue, general debt, spending or other guidelines adopted by
LBO, any changes from the prior year, and the rationale behind the
policies. Also, no current document provides a complete explanation of the
budgetary (and planning) processes, including specific budgeting phases,
timing, responsibilities, and legal requirements governing the preparation,
adoption, and execution of the budget.

Financial Plan

Presently, no single document communicates thoroughly the state's
financial framework, such as the relationship between the budgeting and
accounting systems, the level of revenues and expenditures detail presented
(line-item versus agency "program"), and the association to the legal level
of control.

A complete and consolidated picture of revenues and expenditures
for all budgeted funds is not available through the presentation of data and
the use of graphs and trend analysis. This lack of a historical view of total
budgeted activities weakens the ability to see "where the state has been" to
assist in the projecting of "where it needs to go."

No single document discusses elements of the state's government
that are not budgeted. Therefore, a complete illustration of the state's
resources and uses is not provided.

No information is provided on the state's debt management issues or
capital financing elements. Fven though these are budgeted separately, the
Legislature should have information to describe current debt obligations,
debt levels and legal debt limits. Any obligations of general revenue sources
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for debt service should be discussed. Also, legislators should have at least a
brief summary of the state's capital projects.

Operations Guide

Agencies (budgets) by budgetary function (programs) should be listed
in a consolidated document along with explanations of the relationships
and activities performed. The state's organization chart and summaries of
the personnel counts should be included for comparison with the detailed
agency information.

The Legislature and the Governor should receive performance
indicators or measures in this report, as submitted by agencies, for use in
evaluating budget data. (See page 89.)

Communications Device

The consolidated report should include a transmittal letter which
provides a summary of all the state's projected revenue (general and
special) and all expenditures funded by those revenues. This summary
should be suitable for the media’s and the public's understanding. All
items in the document should be sufficiently explained.

The report should contain sufficient charts and graphs to portray
clearly the messages for all projections and budgets. In particular,
sufficient data should be included on the assumptions made and the trend
data used in the revenue estimating process.

Recommendations

Exhibit 9, page 32, presents a summary of the following
recommendations related to the state’s financial statements and reports.

Comprehensive Annual Financial Report (CAFR)

1. The CAFR would be easier to use and interpret if the Legislature
changed the classification of budgetary funds to the same as GAAP by
amending MISS. CODE ANN. Sections 27-103-1, et.al. The "general
fund" and "special fund" classifications should be eliminated and
language added to require the classification of funds for budgetary
purposes to be the same as GAAP. The treasury account (general and
special funds) would continue to be the means of financing, but would
not be the focus. The budgetary basis should the cash basis with a
recommended change in year-end lapse period cut-off, as discussed on
page 45.
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IComprehensive

Exhibit 9
PEER Recommendations Affecting Financial Statements/Reports
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Making these changes to the budgetary fund structure would allow for
the CAFR budgetary financial statements to be presented in more
detail as a part of the individual and combining statements, thus
providing the Legislature, the Governor, and the public a befter
understanding of the uses of state funds as they were budgeted. Also,
the CAFR would become a more useful document for the state's
management decisions. '

The Department of Finance and Administration should continue to
prepare the Annual Report of Budgetary Basis Expenditures at the
level of detail necessary to explain the state's legal level of budgetary
controls. However, DFA should distribute this report along with the
CAFR to the Legislature and the Governor,

Lack of Complete Interim Financial Reports
The Legislature should require formal interim reports (at least
quarterly) be provided to them. These reports should provide
summarized and analyzed state data:
» gstate's current financial status,
. complete cash flows (in and out),

¢ information on transfers/diversions from general revenues,

¢ comparisons with historical data through trend graphs and
statistical data,

s  offects of state's economic data,

*  conclusions of the effects on projected year-end balances and the
subsequent year, and

* any other significant information that would assist in evaluation
of the state's current and projected financial condition.

The publication of better interim reports could be accomplished
through the formalization of the group that currently projects and
informally monitors revenue estimates. MISS, CODE ANN. Section 31-
17-123 (1972) requires the University Research Center and State Tax
Commission to work together toward revenue forecasting. However,
the process has been informal and has included the following
participants:

*Department of Finance and Administration
*Legislative Budget Office

¢ University Research Center
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*State Tax Commission
*State Treasurer

The Legislature should create a statutory revenue advisory group to
include these current informal participants. The group should meet
quarterly and produce formal quarterly reports to the Legislature and
the Governor based on its analysis and conclusions as documented in
the minutes of the meetings.

The State Tax Commission should discontinue the automatic mailing
of the monthly Cash Reports and Monthly Report of Tax Commission
Transfers, and should send formal notices, allowing recipients to
request continued mailing, if desired. Improved interim reports
should substitute for the State Tax Commission nonstatutory reports
not specifically requested by legislators and others. The State Tax
Commission should purge the mailing lists annually. Also, these two
State Tax Commission reports should be combined into one report.

Constitutionally Required Report--
State Treasurer’s Annual Transactions

The Legislature should provide statutory language to interpret the
MIiss. CONSTITUTION requirement at Article 4, Section 115, for the
State Treasurer's compilation of that office's fiscal year transactions.
The statute should provide that the cut-off for the fiscal year
transactions coincide with the state's budgetary cut-off. (See page 48
for recommendation concerning year-end cut-off.)

State Tax Commission’s Annual Report

The State Tax Commission should revise the information concerning
general receipts in its Annual Report to make it more meaningful,
Separate columns should be provided to segregate transfers from
diversions, refunds, and nonrevenue type collections. Transfers that
stay within state government should be distinguished from diversions
of general revenues to local governments and should be easily
recognizable as to what agency they are transferred. The report
should include any explanations and information that will make the
data easier to understand and evaluate, such as statutory references
for the collections and transfers/diversions. Exhibit 11, page 38,
presents PEER’s compilation of fiscal year 1992 amounts, based on the
State Tax Commission’s categorization.




Lack of Consolidated State Financial Data
to Assist Evaluation of Allocation of State Resources

The Legislative Budget Office should provide the Legislature and the
Governor with a comprehensive document by January 1 of each year
that would assist with budgeting and provide a policy tool, financial
plan, operations guide, and communications medium as
recommended by Government Finance Officers Association (GFOA),

To achieve this, the Proposed Budget, published by the Legislative
Budget Office (LBO) could be expanded to include graphs, trend data,
narratives, and financial and other information on all budgeted and
nonbudgeted state resources to provide a more complete report of the
state's finances. (Appendix G, page 113, lists the contents of the
Proposed Budget.)

The report should provide extensive detail on each agency’s proposed
measurable objectives to be achieved by activity detailed at the
requested and proposed funding levels. See discussion at page 89.

The University Research Center should discontinue publishing the
annual Mississippi - A Fiscal Summary (nonstatutory). LBO should
accumulate this data and narrative as a part of the expanded Proposed
Budget report. In addition, the information in the University Research
Center's The Annual Tax Expenditure Report on foregone revenues
related to tax codes should be statutorily required to be included in the
expanded report produced by the University Research Center.

In order to provide a more complete expanded Proposed Budget, the
Legislature should consider enacting only one appropriation bill for
the funding of the general operation of state government as allowed by
Section 62 of the MISSISSIPPI CONSTITUTION.

Currently, the Legislature enacts over 100 appropriation bills
annually., The enactment of only one general appropriation bill would
mean that legislators could avoid handling multiple bills and perhaps
better understand the state budget as a whole.

The Legislature should consider using the single appropriation bill,
including references to the proposed agency objectives to be achieved at
the enacted level of appropriation. The bill (including any subsequent
deficit appropriations) should be used along with the LBO report as the
state's budget. The name of the report could be called the State of
Mississippi Budget.

LBO should compile an appropriate reconciliation between proposed
budget data and the enacted appropriation to reconcile differences.




Adequacy of Fiscal Conirols

Fiscal controls consist of all the policies, procedures, laws and
regulations established to provide reasonable assurance that the specific
goals and objectives of state government will be achieved. The components
of fiscal controls go far beyond the accounting controls necessary to only
assure an effective accounting system:.

Fiscal controls also consist of aspects within a structure that relate to
the control environment and the control procedures. Control environment
consists of the overall attitude, awareness and actions of the Legislature
and the Governor, as the state's governing bodies, and management
controls. The control procedures are represented by the specific policies
and procedures to control and safeguard assets and manage resources
toward objectives.

The management and fiscal control of the state's resources are very
important responsibilities of state government. As noted in the Background
section, resources flow into the state through various sources of general
revenues and through special collections at the state agency level.

Most general revenues are collected by the State Tax Commission,
some of which are transferred for specific (earmarked) use within the
state's government and some of which are diverted outside of state's
government. The general revenues that are not transferred or diverted are
utilized within the general treasury account funds for appropriation to state
agencies. Exhibit 10, page 37, provides a summary of the total Fiscal Year
1992 general revenue collections that were available for appropriation from
the general treasury account funds.

Exhibit 11, page 38, provides a summary of the Fiscal Year 1992
diversions of general revenues outside state government and the transfers
made to special treasury account funds for use within state operations.

The State Tax Commission collected 96% of the general revenues for
the state during Fiscal Year 1992. The State Tax Commission deposits
these revenues into the State Treasury’'s clearing account. The State Tax
Commission prepares monthly calculations of the statutory transfers and
diversions, and the funds are transferred from the clearing account for
disbursement for the diversions or transfers.

The general treasury account funds maintain the appropriation
balances, as enacted by the Legislature, for use by the state agencies. The
Office of the State Treasurer manages these funds and the special treasury
account funds (which represent collections at the various state agencies)
until the cash is needed for the expenditures of state government. See
Exhibit 4, page 14, for flow of resources into the treasury accounts.

During Fiscal Year 1992, the Department of Finance and
Administration (DFA) issued a total of 1,561,419 warrants against the state
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Exhibit 10

Fiscal Year 1992 Collections
General Treasury Account Funds
State Tax Commission general collections $1,892,977,806
Other collections:
Interest on investments $16,339,527
Highway Safety Patrol fees 16,523,698
Rental of state office space 5,392,352
Insurance Department 3,298,545
Crime tax 3,663,670
Criminal law assessment 2,224,128
Miscellaneous 1,878.154
$49,319,974
Transfers of special
treasury account funds 7,671,019
Unbudgeted transfers:
ABC bailment 2,000,000
1992 SB 2707 _4.584.199
$68,5675,192
63,575,192
TOTAL before Department of Transportation $1,956,552,998
*Department of
Transportation 12,000.000
TOTAL general treasury account funds : $1,968,552,998

* Under SB 2707, $12,000,000 was obligated to be transferred from the
Department of Transportation’s special treasury account funds to
be paid back during Fiscal Year 1993. However, there has been
no appropriation of general treasury account funds for the
repayment of the loan,

SOURCE: Department of Finance and Administration unaudited Fiscal
Year 1992 amounts.
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EXHIBIT 11
TRANSFERS/DIVERSIONS OF STATE GENERAL REVENUE
FISCAL YEAR ENDING JUNE 30, 1992

Transfers Diversions Held for Colecoted for

Within State toLocal ‘Tax Refunds’  Others
Governmont Governmenis Other {1} (Nonrevenue) TOTAL

Sales Tax:
Allocated to Municipalities $178,351,390 5178,351,300
Public School Building Fund $9,999,996 0,890,096
4-Lane Construction Project 3,128,625 3,128,625
{1) Motor Vehicle Rental Sales Tax 1,102,764 1,102,764
Special Refund Account $2,088435 2,088,436
Tatal Sales Tax 15,128,621 _ 170451,164 2,088,435 0 194,671,210
Individual Income Tax 125,165,723 125,185,723
Corporate Tax 17,206,334 17,206,334
Usoe Tax 419,659 419,859
Insurance Promium Tax:
Municlpalities 5A56,156 5,456,156
County Fire Protection 5458,157 5,458,167
State Fire Academy Fund 1,727,010 1,727,010
{1} City of Jackson 99,146 89,148
Special Refund Account 118,774 119,774
Totsl Insurance Premium Tax 1,727,010 11,011,459 119,774 1] 12,858,243
Tobacco Tax 83 83
ABC Taxes 3,975,271 3,075,271
Qll Severance Tax 6,106,121 6,106,121
Gas Severance 8,791,659 3,791,659
Estate Tax 250,008 250,008
Instaliment Loan Tax 11,418 11,418
Title Fees - 13 13
{1}Gaming Fees and Taxes 148,780 148,780
fl} NuclearPlant In Lieu 18,800,000 18,800,000
Potroloum Tax:
Highway Dept. & Highway Bonds 220,567,802 220,587,502
State Aid Road Fund 45,000,000 45,000,000
Counties (5/14ths;Seawall; Rd, Prot.) 35,742,166 35,742,166
Missisaippt Groundwater Truat 3,838,515 3,838,516
Fire Marshal's Office 414,481 414 481
Municipal Aid 1,400,585 1,400,885
Acronautics Commission 901,440 901,440
Department of Wildlife Conservation 4,000,000 4,000,000
Refund Account 8,710,852 8,710,852
Patroleum 1}ecal Fees Escrow 4,447 231 4,447,281
Total Petroleum Tax 274,722,239 37,143,061 11,157,933 0 323,023,223
Auto Privilege Tax:
Highway Department 32,374,660 32,374,660
Highway 4-Lane Project 9,784,000 9,794,000
Counties 4,395,654 4,395,654
Public Service Commission 4,297,773 4,297,778
{1} Apportioned Tags 11,870,819 11,870,819
Refund Account 138,318 138,518
Mailing Fees 145,450 145,450
Total Privilege Tax 46,611,553 4,355,664 138,818 11,870,819 63,016,674
{i} Miscollaneous Taxes 3,955,812 3,055,812
Railroad Regulation Tax 344,841 344,641
City Ulility Tax 530,422 530,422
Municlpal Gas Utitity Regulation 4B ALT 48,417
Trafler Regisiratlon Fees 75,536 76,536
Speclal County Taxes 9,878,613 9,878,613
Collection Fees 261,648 261,648
Special Agent Warrant Fees 161,082 101,082
{1} Railear In Liou Tax ’ 1,390,125 1,390,125
Rice Promotion 681,043 681,043
Public Utility Regulatory Tax 2,955,134 2,956,134
Soybean Assessmont Foes 1,303,331 1,303,331
Sales and Services 216,712 218,713
Dept. of Agricitlture (Rice & Soybean) 7,200 7,200

TOTAL FY 52 TRANSFERS/DIVERSIONS  $844,316,975 $2064,657,810 $156,557,698 $25,001,553 $701,194,036

{1] State Tax Commission makes the dishursements from the State Treasurer's olearing account
(includes portion of Miscellaneous Taxes only,) All others made by State Treasurer.

SOURCE: PEER presentation of State Tax Commission FY92 unaudited amounts transferred
/diverted from total STC collections of $2,686,171,839,
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treasury accounts. The following presents a summary of these warrants by
type:

State employee payroll 442485
Regular disbursements (vendors) 568,586
Income tax refunds 550,348

The state's fiscal control system places too much emphasis on detailed
control of expenditures and does not concentrate on methods for more
effective control and direction of the state's financial resources.

Cash Receipts

¢ The State Tax Commission receives all the state's general tax revenue
through checks, rather than electronic funds transfers, which delays
deposits and results in lost interest revenue to the state.

The State Tax Commission receives all forms of general tax revenues
in the form of checks accompanied by tax return forms. Because of
unavoidable mail time, the State Tax Commission may not receive the
deposits until one to five days after the due date, (The tax returns must be
postmarked only by the due date.)

Most of the State Tax Commission’s collections are received at the
end of each month, generally between the fifteenth and twenty-fifth day.
The largest State Tax Commission collection is represented by state sales
taxes and use taxes (51% of State Tax Commission collections for general
treasury account funds in 1992), The following summarizes the Fiscal
Year 1992 collections that were maintained by the general treasury account
funds:

Sales Tax $854,716,557
Use Tax 106,557,356
$961,273,913

State Tax Commission receives the majority of the sales and use tax
collections (due on the twentieth) usually between the twenty-first and
twenty-fifth days, which represents a delay in deposits.

The next largest State Tax Commission collection is for income tax
deposits: individual income tax withholdings and corporate income tax
deposits., These taxes are collected quarterly. Individual income taxes are
collected in April, July, October, and January; corporate income taxes are
collected in March, June, September, and December. The State Tax
Commission 1992 collections for these income taxes represented 36% of
general treasury account funds collections. The total collection for taxes
within these two categories (net of refunds) for 1992 was:
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Individual $490,305,604

Corporate 191,007,844
$681,313,448

The total of these two revenue sources, $1,642,587,361, represents 87%
of the State Tax Commission’s collections for the general treasury account
funds.

Assuming an average delay of two days' mail time for these taxes
and utilizing the Office of the State Treasurer's average investment yield as
of June 30, 1992, of 3.9%, lost "general fund” interest could be as much as
$877,000 on Fiscal Year 1992 sales, use, and income taxes alone.

Even though MISS. CODE ANN. Section 27-3-57 (1972) requires the
State Tax Commission to make daily deposits to the Office of the State
Treasurer for its collections, the loss of interest from the delays of receiving
the monies presents a cash management and control problem that should
be remedied.

¢ Presently, the State Treasurer does not have control over all
disbursements from that office's clearing account. The State Tax
Commission actually makes tax transfers and diversions from this
clearing account as required by separate statutes. This prevents the
Treasurer from efficiently managing state funds.

MIss. CODE ANN. Section 27-3-57 (1972) states:

All funds collected by the chairman of the state tax
commission and by the state tax commission under the
provisions of any law are designated as public funds of the
state of Mississippi. All such funds shall be deposited in the
state treasury on the same day in which said funds are
collected in accordance with section 7-9-21 [State Treasurer
Code Section], The state treasurer shall transfer such
monies to municipalities, counties and other special
accounts, as provided by law.

This provision is to satisfy the Office of the State Treasurer's
obligation to manage and invest the state's funds in accordance with
Section 27-105-33. These monies are deposited into the state's demand
accounts as accounted for by the Office of the State Treasurer, clearing
accou}rllt 9171, until the settlement of the monies is made at the end of the
month.

However, the Office of the State Treasurer does not have the statutory
authority to make certain transfers from its own clearing account to make
the required monthly settlement of transfers and diversions. This has
come about since 1984 with the passages of specific separate tax codes
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directing the State Tax Commission to make the transfers. This practice is
inconsistent with the intent of the statute concerning the State Treasurer as
the "State Depository,” Chapter 105 of the MISS. CODE ANN, (1972), and the
statutory requirement for the State Treasurer's management of the state
treasury accounts.

Exhibit 11, page 38, presents a summary of the subdivision of
transfers and dlversmns and which amounts the State Tax Commission
transfers.

Special Treasury Account Funds

* The Legislature's control over the state's general revenues is
diminished by the use of special treasury account funds, earmarking
and transferring general revenues outside the appropriation process
and state agencies' collection of fees which could be considered general
revenues.

As presented at Exhibit 11, page 38, over $344 million of the Fiscal
Year 1992 general revenues was transferred to special treasury account
funds outside the appropriations process for use within state government.
This represents eighteen percent of the total net transferred by the State Tax
Commission of $1,894,977,803 for use by general treasury account funds.

Because of the general law’s mandating of the transfers of these
funds, the Legislature's control over resources through the appropriations
process is diminished. Earmarking of revenues makes it more difficult for
the Legislature to evaluate and allocate the state's resources toward the
state's immediate and long-term needs.

Also, some fees collected at the state agencies could, because of the
nature of the receipts, possibly be considered general revenues of the state.
Permitting state agencies to maintain fees (whether statutory or
nonstatutory) that could be classified as general revenues restricts the
Legislature's access to all available sources for its allocation. The
Legislature loses control and the ability to manage the use of the resources
toward the priorities of the state.

PEER was unable to determine within the time available the extent
and total amount of these fees and the legal restrictions for specified
purposes. However, several categories of collections are noted that are not
statutorily required to transfer their year-end balances to the general
treasury account funds, as follows:

* Ieed, fertilizer, meat and other fees and permits--Department of
Agriculture and Commerce

* Driver’s license report, reinstatement and other fees--
Department of Public Safety
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*  License, fees, and permits--Department of Wildlife, Fisheries &
Parks (those not restricted by federal law)

These types of fees should be considered for transfer to the general
treasury account funds, and the Legislature should require the
appropriation of general revenues for the agency activities.

¢ The state's current classification of special treasury account funds does
not provide a subdivision to discern and control federal revenues from
other agencies' speciul collections.

The special treasury account funds are established for the cash
received by state agencies. These accounts are not subdivided to allow for
easy identification of federal revenues from other agency receipts.

Since these treasury accounts represent cash accounts held by the
State Treasurer, it should be possible to amend the current numbering of
accounts to establish subaccounts. This would allow for the segregation of
cash use (federal versus other) without the necessary dual reporting of two
distinct treasury accounts.

Cash Disbursements

* Methods used by DFA and the Office of the State Treasurer to process
and pay disbursements are inefficient because they are paperwork-
intensive and do not fully utilize available electronic and computer
processing.

-- DFA issues paper warrants for almost all disbursements of state
treasury account funds, rather than relying on electronic processing,
which represents a more efficient means.

Over 1.5 million State Treasury warrants were issued during Fiscal
Year 1992. The Office of the State Treasurer has estimated that the state
currently pays approximately 14 cents per warrant for bank charges alone.
This cost does not include employees’ processing time or mailing costs.
Applying this per-warrant cost to these FY 1992 warrants, the approximate
costs per type of warrants were:

State employee payroll $ 61,948
Regular dishursements . 79,602
Income tax refunds 77,049

$218,599

In addition to the bank charges and $324,491 (at 29 cents each) to mail
warrants in FY 1992, the following elements should be considered:
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*Transaction time--period from approved payment vouchers through
the mailing of warrants.

*Employee lost time to deposit/cash payroll warrants.
*State Treasury sort time, computer processing, microfilming.
*DFA printing of warrants and related costs.

The Office of the State Treasurer currently utilizes Automated
Clearing House, rather than warrants, for certain recurring
disbursements and for established amounts: the State Department of
Education’s minimum program monthly payments to public schools;
Medicaid weekly disbursements for claims; and Education Enhancement
(1992 SB 3120) transfers to IHL, community colleges, and the State
Department of Education.

The Automated Clearing House represents the utilization of a
commercial bank that operates under a National Automatic Clearing
House Association for the exchange of electronic payments., The
Automated Clearing House is different than wire bank transfers, which
are used for one transaction rather than several disbursements.
Automated Clearing House payments are actually direct entries into the
payees' bank accounts performed under agreement/authority by the
respective payees. The Automated Clearing House may also be used to
withdraw funds, such as recurring revenue receipts, monthly tax
deposits.)

The effects of utilizing Automated Clearing House are the savings of
the above-mentioned costs, net of any interest earnings lost because the
monies move out of the Treasury faster (the float is lost). This currently
represents a problem with the disbursement of federal dollars as a result of
the "Cash Management Act,” which requires the state's rebate of these
interest earnings.

Careful planning for Automated Clearing House utilization would be
needed to accompany the enactment of electronic funds transfer or
Automated Clearing House procedures for the state's revenue receipts.

-- As required by state law, DFA performs extensive preaudit of agency
expenditures, resulting in extensive paperwork and over-controlling
of state disbursements which could be more effectively handled
through standardization of agencies’ internal auditing and reliance
on internal controls.

M1SS. CODE ANN. Section 7-7-33 (1972) requires DFA to issue
warrants only upon satisfactory preaudit of claims by standards established
by that office in consultation with Office of the State Auditor. This system
usually has been a random selection of payment vouchers (such as every
third voucher.)
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This preaudit function has been in effect, in some form, since 1962,
However, the state now has a statewide accounting system that can provide
significant controls (see SAAS section, page 49). Also, DFA has in place
standard procedures for agencies to follow concerning the financial
transactions. As discussed in Appendix A, page 95, the state also utilizes
specific procurement procedures.

The statute also requires preaudit functions at the state agency level.
CODE Section 7-7-3(5)(d) states that one of the duties of DFA is:

To require of each state agency, through its governing board
or executive head, the maintaining of continuous internal
audit covering the activities of such agency affecting its
revenue and expenditures, and an adequate internal system
of preauditing claims, demands and accounts against such
agency as to adequately ensure that only valid claims,
demands and accounts be paid.

DFA is required under this section to monitor state agencies' compliance,
and if agencies fail to comply, may require the state agencies to furnish
competent and adequate personnel to carry out the provisions of that
section,

Some of the internal audit functions at the state agencies are
performed by personnel actually in "Internal Auditor” positions; others
achieve these requirements by having cross-checks within the accounting
system. Nevertheless, the state agencies' internal auditing activities
presently do not receive any oversight or controls. This lack of oversight
weakens the reliability of the internal audit reviews and processes. There
is no assurance that the internal reviews and appraisals:

*  are guided by objectivity;

¢ are led by qualified and trained personnel;

¢  provide complete and proper evaluations;

* are performed by a complete and standard process; and,

¢ are properly managed.

Also, there is no assurance that state agencies, because of
significance of resources and operations, have "Internal Auditor”
personnel to achieve the responsibilities satisfactorily.

To be effective, internal auditing needs to be directed by standards
and specific guidelines. The Institute of Internal Auditors represents the
authoritative body in the development and maintenance of the practice of

internal auditing., The Institute of Internal Auditors has promulgated
professional standards which address the basic principles of conduct, roles
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and responsibilities and specific standards for the practice of internal
auditing.

Statutorily Allowed Year-End Disbursements Cut-Off

¢ The state's fiscal controls are weakened by the statutorily allowed year-
end lapse period cut-off of August 31, rather than June 30. Also, this
cut-off method causes confusion in understanding and using the state's
financial statements.

Mi1Ss. CODE ANN. Section 7-7-23 (1972), states:

All purchase orders covering purchases to be paid for out of
funds appropriated for any fiscal year shall be executed by
June 30 of the fiscal year and shall be filed with and received
for recording by the State Fiscal Officer within five (5)
working days thereafter, and for electronically submitted
purchase orders, the State Fiscal Officer shall issue
regulations as to the last filing date required for purchase
orders; otherwise the same shall not be deemed to constitute
valid obligations against the state within the meaning of
Section 64 of the Constitution. . .. [Emphasis added]

However, Section 64 of the MISSISSIPPI CONSTITUTION does not
require the method of fiscal year cut-off, but only restricts the continuance
of an appropriation bill for longer than sixty days after fiscal year-end. It
does not require that amounts be paid against the appropriations after the
June 30 year-end. Section 64 states:

No bill passed after the adoption of this Constitution to make
appropriations of money out of the state treasury shall
continue in force more than two months after the expiration
of the fiscal year ending after the meeting of the legislature at
its next regular session; nor shall such bill be passed except
by the votes of & majority of all members elected to each house
of the legislature.

The effect of allowing these uncompleted year-end orders to become
current year budgetary expenditures cripples the state's management and
proper measurement of the actual obligations for goods and services
actually received. In accordance with generally accepted accounting
principles, an open obligation to purchase does not become an indebtedness
until the good or services are received (incurred).

For enhanced fiscal controls, budgetary expenditures for a fiscal
period should be recognized only for true obligations for that period (not
orders.) Any amounts that represent open purchase orders
(encumbrances) should be considered obligations (when the goods and
gervices are received) for the subsequent fiscal year and reappropriations of
the monies should be budgeted.
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Recommendations
Cash Receipts

The State Tax Commission, working with the Office of the State
Treasurer, should immediately initiate a process to allow for electronic
funds transfers of general tax revenues. The process should begin as
soon as possible--Fiscal Year 1994, with the largest tax depositors being
required to perform electronic funds transfers first. Once the State
Tax Commission and the Office of the State Treasurer implement a
system, optional use of electronic funds transfer should be available to
all taxpayers.

The State Tax Commission should not perform transfers or diversions
of general revenues collected. The Legislature should require that the
State Treasurer make all transfers of general revenues from the Office
of the State Treasurer’s clearing account into the appropriate special
treasury account funds, and subsequent diversions of those funds
outside of state government. The applicable statutes that require
amending include MiSS. CODE ANN. Sections 27-65-231, 27-35-309, and
27-3-57 (to affect all current and future creation, expansion, or
amendment of general tax revenues.)

Special Treasury Account Funds

The Legislature should carefully evaluate the effect of earmarking
general tax revenues on the Legislature's ability to appropriate
resources toward the state's priorities.

LBO should study these earmarked general revenue transfers outside
the appropriation process. This study should determine if the
distributions meet the goals of the state. LBO should provide a formal
report with recommendations and draft legislation to the Legislature.

LBO should also study all state agencies' collections to determine
proper restriction of the collections for their exclusive use. The LBO
study should determine the nature of the receipts and by what
authority the agency maintains the revenues, rather than transferring
them to the general treasury account funds and receiving an allocation
of those funds for the operation of activities.

LBO’s study should produce a formal report to the Legislature, with
proposed changes and recommendations, and draft legislation as
appropriate.

DFA should examine the feasibility and possibility of establishing a
further subdivision of special treasury account funds into subaccounts
to allow for the segregation of those accounts for federal funds. It
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10.

should consider utilizing these subaccounts combined into one
reporting "fund" for GAAP reporting purposes.

Cash Disbursements

After the state's implementation of electronic funds transfers for the
general revenue system, the Office of the State Treasurer should work
with DFA toward the implementation of the use of Automated
Clearing House for state disbursements.

The Office of the State Treasurer and DFA should first consider and
implement direct deposit of state employee payroll. These agencies
have been working toward that objective the last several years and have
performed some preliminary work.

DFA should consider implementing the Automated Clearing House on
a volunteer basis for current employees, and on a mandatory basis for
all new hires after a specified date. DFA and the Office of the State
Treasurer should initiate an extensive education program for state
employees to make them aware of the service and the benefits derived
from the direct deposit of the funds.

DFA and the Office of the State Treasurer should work toward using
Automated Clearing House for vendor payments (all other payees.)
DFA, utilizing the SAAS vendor information, should provide a system
of disbursements issuing only one weekly Automated Clearing House
payment to each vendor. This should be performed by accumulating
the weekly payment voucher data for all funds and distributing one
Automated Clearing House payment to each vendor's bank account.
DFA would send each vendor one payment advice, through the mail,
that would summarize all applicable order, invoice, and agency
accounting data. The agency would be notified of the issuance of the
Automated Clearing House through a register (similar to the current
warrant register.)

In conjunction with the above Automated Clearing House payments to
vendors, the state should execute contracts between the Office of the
State Treasurer and vendors that would obligate vendors to make all
related tax deposits to the state via electronic funds transfers (e.g.,
sales, withholding, corporate, beer and wine)

The Legislature should amend MISS. CODE ANN. 7-7-33 (1972) to allow
DFA's reliance on the internal control systems at the agency level.

Effective February 1, 1992, DFA set standards for agencies in
evaluation of internal controls and provided guidance on the aspects of
internal auditing. The Legislature should amend MISS, CODE ANN,
Section 7-7-3(5)(d) in conjunction with the "Internal Audit" portion of
proposed legislation, as discussed below, to require a formally
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12,

13.

established monitoring system and reliance on the Office of the State
Auditor's audit procedures and opinions.

The Legislature should give DFA the authority to set the levels of
preauditing or subsequent reviews of expenditures (per sampling--post
auditing) that an agency should receive based on its analysis of the
levels of controls at the agency.

The Legislature should strengthen state agencies' internal auditing
activities by requiring DFA to direct these functions in addition to the
responsibilities as established at Section 7-7-3(5)(d.) DFA should
establish policies and regulations to require that the standards of the
Institute of Internal Auditors are satisfied.

Specifically, DFA should be statutorily required to develop and
maintain internal audit programs, assuring appropriate internal
management controls to assist in safeguarding assets, accurate
accounting and reporting of financial transactions, and providing
effective and efficient management in accordance with applicable state
and federal laws.

DFA should assign these oversight duties fo either a certified public
accountant or a certified internal auditor within its staff. The
Legislature should provided DFA with the necessary powers to carry
out the purposes and direction of the Institute of Internal Auditors.

DFA should also establish guidelines and present considerations for
state agencies' needs for internal audit personnel.

Statutorily Allowed Year-End Disbursements Cut-Off

The Legislature should amend CODE Section 7-7-23 to eliminate the
reference to Section 64 of the MISSISSIPPI CONSTITUTION. Additional
language should be added to set the fiscal year cut-off for the
recognition of expenditures to be in accordance with GAAP, wherein
expenditures are only recorded for goods and/or services actually
received.

The statutes should be amended to reflect that encumbrances at year-
end, represented by open purchase orders, are obligations of the state,
but will be funded and budgeted to the year in which the indebtedness
occurs as a result of an obligation of payment for actual goods and/or
services delivered.




Development, Implementation and Benefits of SAAS

In accordance with House Bill 505, PEER reviewed the development,
implementation and benefits of the Statewide Automated Accounting
System (SAAS). PEER also presents the problems associated with the
implementation of SAAS and makes recommendations to address those
problems. '

Background

The Department of Finance and Administration is charged by law
with maintaining the state’s accounting system. As stated in MiSS. CODE
ANN, Section 7-7-9, the Department of Finance and Administration “shall
maintain a complete system of general accounting to comprehend the
financial transactions” of state agencies. MISS. CODE ANN. Section 7-7-3 (2)
states that the Executive Director of DFA (known previously as the State
Fiscal Officer):

shall prescribe and implement in the office of each state
agency an adequate accrual accounting system, in conformity
with generally accepted accounting principles, and a system
for keeping other essential financial records or, in lieu thereof,
may install a state centralized automated accounting system
which facilitates reporiing the financial position and
operations of the state as a whole, in conformity with generally
accepted accounting principles. All such accounting systems
so prescribed or installed shall be as uniform as may be
practicable for agencies and offices of the same class and
character. Each state agency shall adopt and use the system
prescribed and approved for it by the State Fiscal Officer, and
the State Fiscal Officer shall have the authority and power to
impound all funds of such agency until it complies with the
provisions of this section. .

This CODE section states that agencies must either use agency-specific
manual or automated computer accounting systems, or a state centralized
automated accounting system. As computer systems became a practical
alternative to manual systems, larger state agencies began to use
automated accounting systems to record their transactions.

Because the Division of Public Accounts in the Office of the State
Auditor (prior to DFA) was responsible for preauditing agencies’
purchasing transactions, it developed a computer system in the 1960’s to
enter agency t{ransactions which it approved. That computer system kept
track of the cash receipts and disbursements of agencies but did not record
agency liabilities, and therefore did not present the true financial position of
agencies. In 1988, the state purchased SAAS to be used as the internal
accounting system by all agencies, as well as a state-level accounting
system for DFA (see Development of SAAS, page 50). DFA planned
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eventually to require most agencies, depending on size, to use SAAS as
their internal accounting systems. SAAS would then replace agencies’
manual systems or their non-SAAS automated systems. As shown in
Exhibit 12, page 51, only seven agencies (known as on-line agencies)
currently use SAAS as their internal accounting system. The remaining
"off-line" agencies still maintain separate manual or computerized
accounting systems.

Development of SAAS

Planning for the System

In October 1985 state officials began planning for a statewide automated
accounting system, Seven years later, SAAS has provided various benefits
to the state, but the system's potential to meet all objectives has not
currently been met,

In 1985 state agencies began to consider the purchase of a
computerized accounting system which would meet generally accepted
accounting principles. On October 15, 1985, Ray Mabus, then State Auditor,
and Frank Stebbins, Executive Director of the Central Data Processing
Authority (CDPA), met with state agency heads interested in pooling
resources to develop a state agency computerized accounting system. The
rationale for cooperation among agencies was to spread the high cost of
such an accounting system across numerous agencies.

A state task force developed specifications for a Request for Proposal
(RFP), and CDPA accepted a proposal from Arthur Young and Company in
August 1986 for a cost of $710,000 plus expenses. During the period from
September 1986 to early 1988, problems arose with the implementation of the
contract. CDPA expressed concern with the amount of guidance and level
of knowledge of Arthur Young’s project management team. The Fiscal
Management Board (FMB) determined that additional enhancements and
modifications were necessary to meet the needs of the state. The additional
enhancements which had notl been included in the original contract would
cost the state $387,397, according to Arthur Young. FMB disputed that
changes to the contract would require approval of CDPA, After an Attorney
General's opinion in January 1988 declared that CDPA had jurisdiction
over the contract, representatives of CDPA, FMB and the State Department
of Audit held several meetings with Arthur Young. As a result of these
meetings, Arthur Young notified the state it was terminating the contract.

The state implementation team began in April 1988 to develop more
detailed specifications from the work that the state team had done in
preparing the system requirements for Arthur Young and Company.
Three vendors bid in response to RFP 1366 dated July 22, 1988:

. Peat Marwick Main and Company;
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Exhibit 12
SAAS On-Line And Off-Line Agency Accounting Systems

Attorney General's CDPA
. Office
771790 ’ ) ' T/1/89
o Department of Department of
ggeg:ﬁgsSAAS Wﬂdﬁfei(F isheries, Cofrections
* No reconciliation and Parks 771792 7/1/90
Eeeded
. Y
SAAS directly Education Determination
* Implementation date Services
is noted beside each 7/1/89 7/1/89
agency
PEER
7/1/90
State-Level .
Accounting Statewide Automated Accounting System
» Administered
by DFA
DFA Financial Control Department
inputs data into SAAS for off-line
agencies
f
]
I
Off-Line Agency
Accounting Off-Line agencies
Systems {72 excluding universities,
» Agency records junior colleges and water
reconciled to SAAS management districts)
monthly

NOTE: SAAS is the accounting system for the on-line agencies.

SOURCE: PEER analysis.
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. Arthur Andersen and Company/American Management
Systems (Government Financial System--GFS); and,

J Management Science America, Inc./Deloitte Haskins and
Sells.

Contract Procurement

Because a system was not available to meet all the state's needs, DFA
would have had to modify any system purchased.

The vendors which bid in response to Mississippi's RFP offered all
three of the basic commercial software packages available for statewide
accounting systems. Since states and other public entities requiring
software have various local laws and procedures which must be met, many
public entities buy basic systems which have to be customized to meet their
individual needs. Mississippi, like other states, had to purchase a basic
system to be modified to meet its needs. The alternative would have been to
develop a customized system from the ground up, potentially costing the
entity much more overall.

¢  According to a CDPA analysis of bids, DFA accepted the 'lowest and
best' of three bids for an accounting system, including modifications
by consultants.

In late 1988, the state evaluated the bids for acquisition and
implementation of an automated accounting system for state agencies. An
internal CDPA memo dated October 18, 1988, explained why the lowest bid
from Peat Marwick totaling $1,135,000 did not meet the requirements of the
state. Management Science of America submitted the highest bid at
$3,935,819. The second lowest bid from Arthur Andersen for installation of
the American Management Systems' Government Financial System (GFS)
at $2,148,600 was acceptable. The staffs of CDPA, FMB and the State
Evaluation Team recommended that Arthur Andersen be selected as the
lowest and best bidder., The actual contract which CDPA entered into with
Arthur Andersen on behalf of FMB on December 30, 1988, totaled $1,973,500.

*  The original SAAS contract did not require that all changes be made by
the consultant. Because DFA did not plan properly for an adequate
implementation period or budget enough state staff hours to complete
the modifications during the initial implementation period, DFA is
still working on modifications that are in the RFP.

Arthur Andersen's response to the RFP stated that Arthur Andersen
would not assume primary responsibility for the project tasks related to the:

--design of custom reports,

--interfaces of off-line agency accounting systems to the SAAS
system, and
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--design of conversion programs which would convert agencies'
historical accounting data into the new SAAS system.

DFA had limited personnel resources devoted to these tasks., In fact, in
fiscal years 1990 and 1991, a CDPA consultant to DFA repeatedly advised
DFA to hire additional personnel to facilitate implementation of SAAS.
(DFA had hired a CDPA Systems Policy and Planning employee to serve as
project coordinator and advisor from October 1989 to October 1990.) In
addition, the initial implementation period of six months was inadequate.
Other states have taken up to a year or more to implement statewide
accounting systems,

Lack of planning for the staff hours and appropriate time needed to
complete system modifications resulted in a system which has not yet met
all agency needs.

Costs of SAAS

SAAS has cost the state $3,268,486 to implement and approximately
$5,568,666 to operate over a six-year period.

Since fiscal year 1987 the state has spent $3,263,486 in implementing
SAAS, as shown in Exhibit 13, page 54. During that period SAAS operating
costs totaled $5,568,666. Exhibit 14, page 55, compares the trends in
devglé)pment and operating costs during the six-year implementation
period.

As shown in Exhibit 13, $641,793 of the $5,568,666 in SAAS operating
costs represents the amount which would have occurred regardless of
whether the state had developed SAAS. Of the $641,793, $431,493 was spent
on salaries and benefits of DFA Management Information Systems (MIS)
personnel during three fiscal years who were already on the state payroll
and would have been paid to operate the old accounting system. The
remaining $210,300 ($70,100 per year) represents the amount which would
have been paid to CDPA for computer time user charges if DFA had
continued to use the old accounting system. (The $70,100 is the actual cost
of computer time charges in fiscal year 1989, prior to SAAS
implementation.)

CDPA user charges represent the majority of SAAS operating costs,
as shown in Exhibit 15, page 56. Of the $5,568,666 in total operating costs
over a six-year period, $3,170,348, or 57%, was spent on CDPA user charges,

Since FY 1987 DFA has received $8,869,255 in general and special
treasury account funds to pay the total $8,832,152 in development and
operating costs incurred since inception. As shown in Exhibit 16, page 57,
the greatest source of revenues to fund SAAS costs has been DFA special
treasury account funds totalling $5,458,818, 62% of total revenues during
the six-year period.

63




FY8§7
SOURCES OF FUNDS
DFA General Treasury Account Funds
DFA Cost Allocation Fund
DFA Local Loan Disaster Fund
DFA PreSort Mail Fund
DFA Aireraft Fund
CDPA Computer Center Fund
DWFP Funds--Implementation Costs (a)
Agency Reimbursements fo DFA for:
CDPA Computer Time Charges
Implementation Costs (¢}
Training
Other

188,976

Exhibit 13

SAAS Funding
FY89 FY90
$245,000  $544,503
1,083,448 699,905

699,288
223,425
811,505

FYo1

$554,001
1,133,676
139,234

119,031
694
260

FY92

$533,437
873,594
160,800
200,000

320,876 a

174,100 b
78,220
2,510
25,220

TOTAL

$1,877,931
4,036,070
999,323
200,000
223,425
811,695
320,876

174,100
197,251
3,204
25,480

TOTAL SOURCES $188,978

$76,471 $1,308,448 52,978,806

$1,047,796 52,368,757 o $8,860,255

2

USES OF FUNDS
Development Costs
Initial SAAS Implementation:

Software 175,825 241,675 417 500
Consulting-outside vendor 179,946 821,336 892,961 1,969,003
Consulting-CDPA 48,705 266,273 63,430 378,408
Additional Consulting Fees:
System Modifications 95,300 95,300
Additional On-Line Agency
Implementations 82,400 320,876 a 403,278
Total Development Costs $179,946 $74,760 $1,045,866 $1,400,909 $145830 $416,176 $3,263,486
Operating Costs--SAAS-Specifie
DFA SAAS personnel 9,030 299,733 293,419 306,677 910,570
DFA MIS personnel 17,283 115,736 138,578 271,697
Consulting 76,692 134,380 211,072
CDPA computer time user charges 190,159 889,674 952,784 927,431b 2,960,048
Vendor Maintenance/License 46,740 98,154 d 144,894
Other 72,423 165,645 93,913 96,711 428,692
Subfotal $9,030 $262,582 $1,372,336 $1,579,284 $1,701,931 $4,926,873
Operating Costs--Not SAAS-Specific
(These costs would ocenr with
any accounting system.}
CDPA computer time user charges 70,100 70,100 70,100 210,300
DIFA MIS personnel 135,458 143,375 152,658 431,493
Subtolal $205,559 8213476  $222,758 $641,793
Total Operating Costs $9,030 $262,582 $1,577,804 $1,792,759 $1,924,600  $5,568,666
TOTAL USES $188,976 $76,471 $1,308,448 $2,078,802 $1,938,588 $2,340,866 $8,832,152

EXCESS SOURCES OVER USES %0

$0 $4

$9,208

(a) Fees paid directly by Department of Wildlife, Fisheries and Parks to outside consultants.
(b) Senate Bill 3119 authorized DF'A to escalate funds by charging agencies for operating SAAS and to use the funds to
defray expenses of any division of DFA. Accordingly DFA billed agencies for their pro rata portion of CDPA user
charges incurred for SAAS. During FY92 DFA received $791,995 in payments from agencies and applied $174,100
to pay SAAS costs and the remainder to pay for other DFA oporations. In FY93 the total amount of agency payments

received will be used to pay for SAAS operations.
(c) FY1991 fees were paid by the Attorney General's Office ($23,480); Department of Corrections {($46,300); PEER

$27,891

Committee ($12,620); and Department of Human Services ($36,631). FY1992 fees were paid by Department
of Wildlife, Fisheries and Parks ($62,680) and DHS ($15,540),

(d Includes 1991-92 fee of $46,740 and 1992-93 fee of $51,414.

SOURCE: PEER compilation of DFA and agency unaudited information,

M

s,

$37,103




Exhibit 14
Development and Operating Costs of the

Statewide Automated Accounting System

$2,978,802
$3,000,000 $2,340,866

$2,500,000 $1,938,588

$2,000,000

$1,308,448

$1,500,000

$1,000,000

i Development Costs

$76,471 g Operating Costs

/$188,976

$500,000

$0

SOURCE: PEER analysis of Department of Finance and Administration statements of cost.




Exhibit 15

Trend in SAAS Operating Costs--Fiscal Years 1987 to 1992

$2,000,000
$1,800,000
$1,600,000
$1,400,000
$1,200,000
$1,000,000
$800,000
$600,000
$400,000
$200,000

.0

SOURCE

$1,924,690

$1?

$1,577,894

792,759 2

$262,582 ¢

$9,030

$L,711000

SAAS personnel

g MIS personnel

Vendor maintenance/license

CDPA computer time
user charges

Consulting costs

Other costs

Recurring personnel and
computer time costs not
resulting from development
of new system

: PEER analysis of Department of Finance and Administration statements of cost.




Exhibit 16

Sources of Revenue for SAAS Development and Operation

$3,000,000

$2,500,000

$2,000,000

$1,500,000

$1,000,000

$500,000

$0

L

$188,976

$76,47

0000

DFA General Treasury
Account Funds

Dept. of Wildlife, Fisheries,
& Parks Special and General
Treasury Account Funds
Agency Fees

CDPA Computer Center Fund

D DFA Special Treasury
Account Fundsg

SOURCE: PEER analysis of Department of Finance and Administration statement of revenues.




PEER asked the on-line agencies and DFA's Department of Financial
Control to respond to a questionnaire regarding additional costs or savings
which may have occurred as a result of their using SAAS instead of
previous accounting systems. The agencies reported the implementation
costs and CDPA computer time user charges already included in Exhibit
13, page 54. The agencies also reported additional costs of $76,597 and
savings of $264,699, for a net cost savings of $188,102, The savings consisted
of efficiencies reported by agencies in the area of personnel. Some agencies
stated they had reduced personnel due to SAAS, other agencies eliminated
positions but utilized those positions to perform new or different functions,
and one agency eliminated a yearly personal services contract for part-time
work in preparing GAAP packages.

Benefits of SAAS

The state has realized several benefits from having a statewide
accounting system, Although SAAS has not been fully modified to meet all
agency needs for internal financial management, as explained in the
section entitled Problems with Implementation of SAAS, page 61, SAAS
has improved financial management in the state. Other benefits may be
derived from capabilities within the system that are available but not yet
utilized. SAAS can accumulate costs in the system by various methods,
providing flexibility to the state to make changes in policy, budgeting and
control.

Primary benefits of SAAS include facilitating maintenance of a statutorily
required GAAP accounting system and DFA's preparation of the CAFR,
eliminating reconciliation of two sets of books for the seven on-line
agencies, improving accuracy of financial records, allowing on-line
agencies to conirol spending on a detailed level, improving timeliness of
financial information, and consolidating statewide information to ease
federal reporting.

Facilitating Maintenance of a Statutorily Required GAAP Accounting
System and Preparation of the Comprehensive Annual Financial Report--
As explained on page 1, CODE Section 7-7-3 (2) requires DFA to implement
an accounting system in accordance with generally accepted accounting
principles (GAAP). Prior to the implementation of SAAS, the state's old
accounting system did not record the liabilities and fund balances of the
state. Before SAAS, DFA and the state agencies used a completely manual
process to generate GAAP financial statements. SAAS has increased the
automation of financial statement preparation. The resulting GAAP
financial statements are compiled into the Comprehensive Annual
Financial Report (CAFR) which presents the financial position of the state,
as required by CODE Section 27-104-4 (2),

In pre-SAAS years, agencies without automated systems had to
prepare manually the entire financial statement preparation package
submitted to DFA (GAAP package). Now SAAS generates an automatic
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Balance Sheet and Revenues and Expenditures Statement for all state
agencies, which the agencies can then adjust as needed. Another benefit of
the SAAS system is the automation of some transactions (reversing entries)
which occur under generally accepted accounting principles.

Eliminating Reconciliation of Two Sets of Books for On-line Agencies--The
seven state agencies which use SAAS as their internal accounting systems
no longer must reconcile their books to DFA's accounting records. On-line
SAAS agencies enter their fransactions directly into the SAAS system,
which generates their internal accounting records. Therefore, they do not
have to keep a second set of books. As an example of time savings,
Department of Corrections, an on-line agency, determined that half of an
accountant's time was no longer used in the reconciliation function since
coming on-line, but was utilized in another capacity.

Improving Accuracy of Financial Records--SAAS improves accuracy of
financial records for on-line and off-line agencies. On-line agency records
are more accurate because transactions included in reports have already
been approved by DFA. Transactions included in off-line agency reports
might be cancelled or altered by DFA at a later date.

The automatic SAAS-prepared trial balances for off-line and on-line
agencies assure that the year-end GAAP financial statement balances are
always balanced. Other automatic transactions and edit checks reduce the
possibility for mistakes. This improved accuracy allows the Office of the
State Auditor to rely more on agency financial records.

SAAS improves internal controls by requiring that purchase order,
payment voucher and receiving documents agree and therefore insuring
accurate and appropriately approved transactions. For example, SAAS
does not allow an employee to enter a payment voucher which does not
match the purchase order, thus improving internal control.

Allowing Improved On-line Agency Financial Management by Controlling
Spending on a Detailed Level--DFA controls agency spending on an agency
level according to enacted appropriation bills. SAAS allows agencies to
establish and manage their budgets at a more detailed level than the
enacted appropriation,

Larger agencies, especially the State Department of Education, derive
improved internal financial management and accountability from this
SAAS capability. For instance, State Department of Education personnel
can view their 250 different organizational budgets on the computer screen
daily to determine their available balances. SAAS will not allow these
personnel to make expenditures when the appropriation balance is
insufficient. The State Department of Education’s SAAS capabilities also
insure that cash is not overspent within 300 different federal grant
reporting categories. The SAAS security capabilities allow top agency
management to determine which personnel can access accounting and
budgeting information and at what level. These security levels, which
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improve management and control of funds, were not available under pre-
SAAS accounting systems.

SAAS also contains a complex account coding system to allow
agencies to account for costs in a variety of ways, including by major and
minor object codes, agency-wide projects, federal grants, program
activities, and orgamzatlonal budgets

Improving Timeliness of Fmancml Informatzon——SAAS improves

timeliness of financial information by allowing on-line agencies (and off-

line agencies with access to the state computer center) to view information
on the computer screen daily, Examples of on-line information include

budget balances within the agency by organizational divisions and the

status of documents in process and waiting for approval by internal agency

personnel and DFA.,

For some agencies the month-end reports generated by SAAS are
more timely than those generated by their previous accounting systems.
For instance, many SAAS reports generated for the State Department of
Education are printed from the second to the fifth day after month end.
This was an improvement over timeliness of State Department of KEducation
gnii‘gal reports printed twenty-five to thirty days after month-end prior to

Consolidating Statewide Information to Improve Federal Reporting--As the
federal government regulations on states increase, federal reporting
requirements also become more complex. The SAAS system allows the
state to complete some federal reports which the previous state-level
accounting system could not. For instance, the federal government is in
the process of requiring states to track detailed interest transactions on
federal funds under the Cash Management Improvement Act; the SAAS
system can handle this tracking. In addition, according to DFA officials,
the pre-SAAS state-level accounting system could not accurately perform
annual IRS Form 1099 reporting for the federal government on a statewide
basis; DFA plans to report 1099 information from a statewide level in the
future through the SAAS system.

A CDPA official stated that SAAS was important in allowing CDPA
to follow the November 5, 1991, federal directive of the U, S. Department of
Health and Human Services that computer user rates reflect the actual
costs for agency use by state fund account. The requirement was set so that
agencies' reimbursements from the federal government for indirect costs
would be accurate.

Additional Benefits--SAAS also consolidates statewide vendor information
so that legislators can request information regarding payments to vendors.
For instance, legislators and others could request the total amount paid to
one vendor on a statewide basis and receive an accurate figure from SAAS.




Problems with the Implementation of SAAS

DFA never developed a comprehensive plan for implementing SAAS,
including projecting the full implementation and operating costs of SAAS,
planning for the proper personnel structure to support the system, and
planning for meeting statewide objectives and agency needs.

Various problems with SAAS implementation can be traced to DFA’s
lack of planning. Until PEER requested cost projections in September 1992,
DFA had not begun to plan for costs of implementing SAAS on a statewide
basis. PEER also found that DFA had not properly set up its organization in
order to best implement SAAS and had not set up a plan to address
comprehensively meeting the needs of agencies. Many unmet needs of
agencies can be traced to problems with SAAS reporting, training and
communications with agencies.

Inadequate Planning for Implementation
and Operating Costs

The purpose of the original $2 million Arthur Andersen consulting
and software contract for SAAS implementation was to set up SAAS as the
state-level accounting system and to implement SAAS as the internal
accounting system for three agencies (on-line agencies). The original plan
was to bring all or most state agencies on-line at a later date, According to
DFA officials, state budget problems reduced SAAS as a priority of the prior
executive administration. As a result, there was no push to bring
additional agencies on-line and make additional modifications needed to
solve all problems of the system. Since initial implementation, only four
additional agencies have come on-line.

*  DFA did not originally plan for the total implementation costs of SAAS
on a statewide basis, which DFA now estimates could be at least
$10,672,580 in additional costs.

DFA originally spent $2,764,911 to purchase software and implement
the system at the state level and in three state agencies--the Department of
Education, the Central Data Processing Authority, and the Office of
Disability Determination Services (a division of the Department of
Rehabilitation). Since that time the state has spent an additional $498,575
in development costs, with a total of seven agencies currently on-line.

When PEER began its review, DFA had not developed plans outlining
the cost of implementing SAAS on a statewide basis as initially envisioned.
Planning should have included determining which agencies should be on-
line, which should use a proposed "less-costly" personal computer version
of SAAS and which should remain off-line. DFA had not developed criteria
for determining which agencies should become on-line agencies. In
addition, although DFA discussed plans for bringing twenty or more
agencies on-line during fiscal year 1993, DFA had not determined which
agencies would actually be coming on-line.
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DFA officials have stated that DFA did not plan for the costs of the
system because of funding problems and not being able to project more than
a year ahead. However, DFA should have determined needs of agencies
and a blueprint for implementing the system, so that when funding became
available DFA would not have to implement agency systems on such a short
time frame, as occurred with the original six-month implementation of
SAAS. When projects are not-properly planned, there is less chance for
success in terms of a smooth implementation and in terms of agencies
being able to derive the full benefits of SAAS.

In September 1992 PEER requested that DFA estimate total
implementation costs and factor into the projections the determination of
which agencies should be on-line agencies, which should use DFA's
proposed "less costly” personal computer version of SAAS, or whether they
should remain off-line, DFA responded with an estimate totalling at least
$10,672,580, but stated that the projections were still "educated guesses." In
order to achieve realistic cost figures, DFA stated: “much research should
be undertaken at each state agency to determine the degree of detail the
agency wishes to use SAAS, their desired organizational structure, any
agency specific modification to the software which may be needed, any
interfaces to existing systems which will need to be programmed, the type
of training and number of people to be trained, and agency specific
procedures to be documented and put into place.” DFA’s estimate includes
implementing the regular version of SAAS at sixteen large agencies,
implementing the “less costly” personal computer version of SAAS at thirty-
three agencies, and leaving unchanged the off-line systems of twenty-two
agencies with appropriations of $250,000 or less.

The breakdown of estimates by category and by agency is as follows:

Qutside consulting costs™ $6,576,000
State personnel costs™ 3.6754585

Total Personnel Costs $10,251,455
Additional software costs/other 421,125
Total Costs $10,672,580
Personnel costs by agency:
Department of Transportation $3,500,000
Department of Human Services 3,500,000
70 remaining state agencies 3,251,455
Total Personnel Costs $10,251,455

*Could be decreased or increased by more or less use of state personnel.

**State personnel could include DFA personnel; CDPA Systems, Policy and
Planning personnel; and internal agency personnel.

In order to use SAAS for meeting specific agency needs,
implementation involves detailed planning and programming, including:
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-- interfacing agencies’ payroll and other systems to SAAS;
-- converting existing agency data into the SAAS system;

-- reviewing SAAS codes to determine how agency costs will be
presented in order to get the appropriate management information
from the system;

-- designing special agency-specific reports;
-- deciding at how many levels the organization will budget;

-- structuring the agency to determine who will approve transactions
up to the four levels allowed within SAAS;

-- training agency personnel;
-- revising agency procedures; and,
-- building agency-specific information tables.

The smaller the agency, the greater the likelihood that some of the above
steps are not necessary. Large agencies must address all these concerns.
The more complex the agency, the higher the implementation costs, Over
65 percent of the total projected costs of implementation of SAAS was
attributable to implementation at just two large agencies, the Department of
Transportation and the Department of Human Services.

»  DFA will spend more than $636,026 on consulting costs to upgrade the
system., In its monthly meetings, CDPA affirmed these consulting
expenditures as a necessary and non-recurring cost.

In addition to long-term costs of implementing SAAS, DFA plans to
spend over $636,026 to upgrade the system to take advantage of a new
release of SAAS. Mississippi annually pays maintenance agreements
approximating $50,000 in order to be able to get free releases of software
upgrades, generally issued about every eighteen months. Such upgrade
releases allow the state to take advantage of new technology. In fact, in
June 1992, DFA upgraded SAAS to a new release of the CORE operating
software as explained on page 74. Because DFA did not modify the CORE
operating software, it was not difficult to upgrade. But because
Mississippi's SAAS version of GFS application software was so heavily
modified to tailor it to the unique aspects of Mississippi state government
budgeting and purchasing controls, it was difficult for DFA to upgrade to
new application software releases.

Since SAAS was initially implemented, DFA discovered the
modifications had made SAAS especially difficult to support and maintain.
As a result, DFA entered into three contracts with American Management
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Systems, the GFS vendor, to document where modifications were made to
the original release of the software; determine how those modifications
could be made to the new release in a manner efficient and easy to
maintain on an ongoing basis; develop a project plan and specific plans for
program migration, system conversion, and testmg, and perform project
management and technical assistance.

DFA's goals for the contract are to have its technical staff trained to
assume full responsibility for future upgrades and to improve SAAS
efficiency by streamlining the system and removing as many custom
modifications as possible. The total project costs will exceed $636,026
because DFA will also enter contracts with CDPA for additional in-state
programming support and project management assistance. As of October
28, 1992, DFA and CDPA had drafted a tentative agreement for $93,600.
AMS was the only vendor which bid on the contract, which made it more
difficult for the state to obtain a competitive price.

During the implementation period, Arthur Andersen did not use
"user exits," which would have improved computer programmers' ability
to keep up with modifications made to the system. When user exits are not
used, programmers have to rewrite the original vendor's lines of code,
making it less recognizable in comparison to the original software
programs. Then when the vendor releases a new version of the software
with updated capabilities, it is harder for programmers to locate their
modifications on the old software and add them to the new software. DFA
plans to utilize “user exits” in the FY 93 upgrade,

Better planning by DFA and a longer implementation period might
have resulted in the consultant’s taking extra time to add user exits to the
system, in AMS’s spending less time to document the modifications to the
code, and in the state’s determination that certain modifications were not
necessary.

* DFA did not adequately project the CDPA computer-time cost to
operate the system, which totals approximately $1 million yearly.

The largest component of operating costs consists of computer
charges from CDPA which have totalled approximately $1 million yearly.
DFA spent only $70,100 per year on computer charges prior to SAAS. SAAS
i)s more expensive to operate than the old centralized accounting system

ecause:

-- it accounts for balance sheet transactions, which the old system
did not maintain.

-- it accounts for the transactions of all state agencies on both a
budget basis and a generally accepted accounting principles basis.

-- it maintains accounting and budgeting information in various
tables so that agencies can view updated information on the
computer screen rather than waiting for a report.
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-- it updates transactions three times weekly rather than once a
month.

--it holds accounting information in more detail than did the old
accounting system (e.g., vendor tables, organization budgets).

DFA did not adequately project the computer user charges to operate
the system. DFA originally budgeted $282,500 to pay SAAS and non-SAAS
related CDPA user charges for FY 1990, the first year of SAAS operation,
which was four times the previous charges. However, the actual computer-
time charges were $959,774 for SAAS operation during that year. Because
DFA had a shortfall in funds to pay for all user charges, CDPA transferred
$811,595 into the SAAS treasury fund which DFA paid back to CDPA, The
transfers were authorized by House Bill 796 and Senate Bill 3228 of the 1990
session because Article 14, Section 258, of the MISSISSIPPI CONSTITUTION
prohibits state agencies from writing off indebtedness. The lack of
planning led to an additional shortfall in funding and deficit appropriation
to pay user charges in the amount of $500,000 for FY 1991.

DFA should have performed an in-depth study on the numbers of
agency transactions to project more accurately the cost of operating SAAS.
Although DFA was responsible for implementation of SAAS, CDPA (which
assisfed in selection of the software vendor) should have offered more
guidance to DFA to project and budget properly for user charges.

In addition to the fact that DFA did not budget properly for user
charges, SAAS user charges through June 1992 may have been higher
than CDPA's actual cost to provide computer time, In July 1992, CDPA
reduced its rates in compliance with a federal general directive. Also,
some other states fund computer center user charges from general revenue
appropriations rather than billing agencies.

Insufficient DFA Personnel Structure
to Support the System

DFA has not properly planned its organization to be responsive to
agencies’ needs. DFA placed its personnel for implementing and
maintaining daily operations for SAAS in two separate departments of the
agency. DFA did not hire a director whose sole responsibility was to oversee
all aspects of SAAS, including planning and meeting agency needs. In
addition, DFA never became an on-line agency, which would have given
managers in charge of policy-making the actual experience of using SAAS
as a budgeting and accounting tool.




* DFA did not hire a full-time director of SAAS for planning and
overseeing the meeting of agency needs. SAAS responsibilities are
spread between two departments at DFA,

SAAS is jointly administered by two departments within DFA--the
SAAS team within the Office of Fiscal Management and personnel within
the Office of Information Management Systems (MIS). (See the
organization chart in Exhibit 17, page 67.) The exhibit highlights the fact
that no single person is responsible for seeing that all aspects of SAAS are
successful. The SAAS team includes accounting staff who work with
agencies in using the system and programming staff who modify the
system to meet the state's needs. The SAAS team is responsible for:

-- implementing SAAS in the state agencies, including
--  helping agencies plan for implementation and

- programming new SAAS capablhtles and eliminating bugs
in the new systems,

-- upgrading SAAS to conform to new releases of GFS software, and
-- training state agencies in the use of SAAS.
The MIS programming personnel functions include:
-- daily maintenance of the SAAS system,
-- processing SAAS accounting transactions three nights a week,

-- operating the help desk, referring questions to the SAAS team
when necessary,

-- maintaining security levels, determining which state
personnel can access certain portions of the SAAS system

-- eliminating bugs in existing programs
-- designing special reports requested by agencies, and
-- printing standard and other reports.

The director of the Office of Fiscal Management is responsible for two
departments in addition to SAAS and the Director of the Office of
Management Information Systems is responsible for overseeing computer
systems other than SAAS. These managers who oversee SAAS operations
are responsible for other functions within DFA and cannot direct their total
attention to SAAS. As a result no one person is responsible for answering
to the total needs of agencies who are on-line SAAS.




Exhibit 17

Organization of Departmept of Finance and Administration Personnel Responsible for Implementation and

Ongoing Operation of SAAS
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* By not going on-line itself, DFA has acted as the controller of the
internal accounting systems of other agencies without having the
practical experience of using SAAS as its own internal system.

The DFA Department of Financial Control enters purchasing and
other documents into the SAAS system for all state agencies except the
seven on-line agencies. - However, DFA does not use SAAS as its internal
accounting system, but instead uses the accounting system developed by
personnel of the Governor's Office of Federal/State Programs (Fed/State),
which merged with the Fiscal Management Board (DFA's predecessor) in
1989,

Since DFA is not an on-line agency, DFA management does not
receive the benefits of using SAAS as an on-line system nor does it
experience the problems and challenges of using the complicated SAAS
system as an internal accounting and budgeting system. DFA officials
stated that DFA has not yet become an on-line agency due to lack of funding
and lack of time in training both FMB and Fed/State employees who were
engaged in consolidating operations in FY 90. However, proper planning
would have alerted DFA to the importance of being knowledgeable about
SAAS as an on-line agency in order to better respond to other agencies’
needs., As a result, the managers who are responsible for prescribing
appropriate accounting systems in other state agencies do not have the
practical experience of using SAAS as a budgeting and accounting tool.

DFA's director of fiscal management stated that DFA has discussed
implementing SAAS during the fiscal year 1993. If DFA had been an on-
line agency from the original implementation of SAAS, DFA managers
would have better understood the needs for developing timely ad hoc
reporting, training and communication between SAAS personnel and end
users of the system.,

Insufficient Planning for Meeting Statewide
Objectives and Agency Needs

¢  DFA has placed highest priority on meeting the needs of DFA as a
control agency and not on meeting the direct needs of on-line agencies
which use SAAS as their internal accounting system.

PEER staff met with on-line agencies to determine the benefits and
problems associated with SAAS from an agency perspective and discussed
with DFA personnel its priorities in implementing and maintaining SAAS.
DFA's priorities have been stabilizing the nightly processing cycle to
increase cost- and time-efficiency, upgrading the system to current releases
of the software, working on implementing SAAS in the Department of
Wildlife, Fisheries and Parks and Department of Human Services (not yet
on-line), developing a system so that DFA could approve state contracts
automatically through the system, establishing a historical data base so
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that agencies may report on historical data in the future, and planning for
new SAAS capabilities.

While all of these projects have merit and in fact various agencies see
the benefit of a historical data base, DFA should review the priority of its
projects and determine whether they meet the highest priority needs of the
agencies which are already on-line. By taking an objective look at whether
SAAS has met all basic agency needs, DFA will be better able to plan for
bringing additional agencies on-line. DFA could better meet agency needs
by concentrating immediately on reporting needs of agencies, training and
communication with agencies.

e Of'the nine objectives listed in DFA’s original request for proposals for
the computerized accounting system, SAAS has met three and DFA
has shown progress in the other six areas.

When DFA compiled the Request for Proposal for the SAAS
implementation in summer 1988, the RFP included several statewide
objectives which the SAAS system should meet. (See Appendix H, page 114,
for a list of the objectives.) SAAS has the potential to meet the objectives, but
the system has not yet been modified to meet all the objectives fully.

PEER found SAAS met the following objectives: meeting generally
accepted accounting principles (GAAP), maintaining data on both a cash
and GAAP basis, providing timely information through on-line access and
standard reports, providing audit trails which link one document to
another, providing internal controls, performing external financial
reporting as expected, containing the tocls to achieve program (activity)
budgeting, eliminating reconciliation between each on-line agency and the
state control agency, and maintaining accumulated data on grants.

PEER found that SAAS had not yet been programmed or modified to
meet other objectives, as follows: providing timely information through
user-defined reports, providing audit trails to. identify employees who
approve documents, providing budget forecasting tools, being easily
understandable by all levels of users, and providing crucial standard
reports for grant management. In addition, PEER found that although
some aspects of internal financial management had been improved as
described in Benefits of SAAS, page 58, other aspects of internal financial
management had not been met. These objectives, which were combined
into nine separate points in the RFP, are included in Appendix H, with
notes on which objectives have been met and specific explanations of how
some of the objectives have not been fully met.

¢  Many unmet needs can be traced to problems with SAAS reporting,
training and communications with agencies.

PEER found that there were four key areas where DFA should
concentrate to meet statewide objectives: allowing agencies easy access to
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the accounting data to do internal agency/'user-defined" reporting;
assuring all basic reports have been designed for agencies; developing
easily understandable training manuals; and providing regular training
sessions on basic SAAS operation tailored to specific types of users. In
addition, DFA should improve communications with agencies to improve
the operation of SAAS overall.

Agency Reporting

» After three years, DFA still has not utilized the important SAAS
capability of allowing on-line agencies easy access to their own
data for internal agency reporting. When ad hoc reporting is
established, agencies can be more responsive to legislative
requests for SAAS-generated information.

DFA's plan has been to develop a historical data base to make
thirty-two months of historical data available for agencies to use
as a basis for reporting. Once the historical data base is
developed, projected to be in the near future, DFA plans to develop
"ad hoc reporting,” the ability of agencies to load this data
autonomously from SAAS down to computers at the agency level
for internal agency-generated reports, and to train the agencies
on user-friendly reporting software. (DFA purchased the Report
Painter module for this purpose in 1989 for $5,000.)

DFFA's effort to develop the data base has been worthwhile and will
benefit agencies. However, DFA should have already developed ad
hoc reporting on the current one month of information so that
agencies could more easily report on the previous month of data.
DFA does download data for some on-line agencies by special
request so that agencies can develop their own reports. However,
agencies need control over their own data so they can retrieve it at
their own convenience and need methods such as Report Painter
to ease preparation of management reports. When ad hoc
reporting is established, agencies can be more responsive to
legislative requests for SAAS-generated information and to needs
of agency mangers.

DFA has made progress in developing the historical data base.
However, if DFA had given overall agency ad hoc reporting needs
higher priority over concerns of DI'A as the control agency, SAAS
would now be a more valuable management tool.

» Although DFA has greatly improved standard reports generated
by the system since the original SAAS implementation, DFA staff
have not yet designed all reports needed by on-line agencies.

DFA has not met all the reporting needs of agencies. For
example, DFA has not yet developed a federal grant report for
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Disability Determination Services which is needed monthly to
report to the federal government. Because the report has not been
properly designed, Disability Determination Services must make
manual adjustments to the report.

DFA set up a report committee to allow the agencies to request
needed reports. The report committee is part of a system of
support which DFA has set up fo handle agency needs, shown in
Exhibit 18, page 72. However, in this instance, the agency support
structure is not working satisfactorily. The failure to develop
such a basic need for an agency indicates a lack of responsiveness
on the part of DFA. DFA should have contacted Disability
Determination Services and other agencies to determine that all
basic reports necessary to the operations of the agency were
developed on a timely bagis. Instead Disability Determination
Services has been on-line three years and still does not have
accurate grant reports which should be generated from a
computerized accounting system,

Agency Training

¢ DFA has not developed easily understandable training and
procedures manuals for agencies to use, which is very important
because SAAS is complicated and not user-friendly.

Large computer accounting systems such as SAAS and the other
two leading competitors (Dun & Bradstreet and Peat, Marwick
and Main systems) are complicated systems which tend to be less
easy to use than the small systems developed for the personal
computer user. Therefore, it is important that users have easy-to-
use training manuals to reduce the amount of time spent by
employees in learning the system and in resolving problems that
may occur in entering data on a daily basis.

The vendor, American Management Systems, provided user
manuals with the purchase of the system. However, these
manuals are very large, not targeted for specific types of users,
and not easy to use. Even though agencies may have internal
procedures which are unique to their own agencies, a basic SAAS
manual would serve as the necessary starting point for all
agencies and could be adjusted by each agency as needed. If a
simplified manual is developed for all agencies, duplication in the
development of manuals for all agencies would be eliminated.

The original SAAS contract did not require the consultant to
design simplified training and user manuals. In addition, DFA
has not directed its limited SAAS staff resources to place high
priority on developing easy-to-use system-wide manuals.
Although a SAAS team manager stated that DFA was planning to
develop a more simplified manual, DFA does not have a specific
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timetable for developing the manual and has not developed a
training plan for the SAAS system. Because easy-to-use training
manuals are not available, first-time users are more dependent
on being taught by other individuals on how to use the system.
This reduces productivity of all concerned.

DFA conducts five to six training sessions per year on specific
topics. However, DFA has not complied fully with MISS. CODE
ANN. § 7-7-3 (2) requiring regular training, because DFA does not
conduct regular training on basic SAAS operations for all SAAS
users.

M1iss. CODE ANN. § 7-7-3 (2) requires that:

The State Fiscal Officer shall conduct training
seminars on a regular basis to ensure that agencies
have access to persons proficient in the correct use of
the statewide automated accounting system.

DFA conducted training seminars five to six times per year in FY
1991 and FY 1992. These sessions were necessary to instruct
certain agencies on specific topics, In FY 1992, DFA conducted
six training sessions the following subjects:

-- on-line agency retraining on all aspects of the system,;

-- off-line agency retraining on scanning and inquiry,
purchasing, and accounts payable; '

--  gpecial training for the Secretary of State's office (off-line
agency) in scanning and inquiry into the system;

- training for Department of Wildlife, Fisheries and Parks
during the implementation phase;

- training for DFA’'s Office of Purchasing and Travel in
reading statewide contract tables and inquiry on contract
and commodity tables; and,

.- training agencies regarding use of the new statewide
contract tables.

As shown above, DFA has not provided regular training to
regular SAAS users on all aspects of the system. In addition,
DFA charges for training, which discourages some agencies from
sending employees. PEER interprets Section 7-7-3 to mean that all
agencies should have regular access to training sessions. The
CODE section also authorizes DFA to charge for services to
agencies. DFA charged for training during fiscal years 1991 and
1992, but received only $694 in 1991 and $2,510 in 1992 compared to
nearly $2 million spent for annual operations, (See Exhibit 13,
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page 54.) Since DFA derives less than 1 percent of its revenues
from charging agencies for training, PEER staff does not believe
that conducting free training sessions for agencies would hamper
DFA's ability to operate SAAS.

Only once during FY 1992 did DFA offer retraining sessions to on-
line agency personnel on all aspects of the system, nor were
beginning classes offered during the year to which all agencies
were invited., DFA has not directed its limited SAAS staff
resources to place high priority on developing regular training
programs for agencies. As a result, agencies do not have access
to the regular training which would accelerate agency personnel
becoming proficient in the use of the system.

Communications with Agencies

* DFA has not developed strong communications with agencies,
which would promote smooth operation of SAAS.

Agency personnel have stated that communications from DFA to
agencies would improve the operation of SAAS. For instance, the
SAAS team failed to notify agency users in advance that the SAAS
computer screens would be changed on June 13, 1992, after
implementation of updated software. By putting needs of the
overall system ahead of agency needs, DFA has lost sight of
facilitating better use of the system. Lack of communications
results in a system not running as smoothly as necessary to
maintain agency personnel productivity.

DFA must give highest priority to serving the needs of SAAS on-
line agencies who use SAAS ag their internal accounting system.
Only when DFA develops a customer-orientation approach toward
the user agencies will an attempt to bring additional agencies on-
line be successful.

*  DFA has not developed plans for reduction of paperwork which SAAS
made possible.

Although reduction of paperwork was not one of the nine major
objectives to be met in obtaining the SAAS system, paperwork reduction and
increased efficiency could be obtained through SAAS. However, DFA has
not developed a plan to improve procedures and reduce paper in particular
to take advantage of system capabilities made available during an operating
software upgrade in June 1992. The new release in the software allows
SAAS to be programmed to identify individuals who have placed approvals
on transactions. The audit trail can be documented on the computer
system itself, which provides opportunities for procedure changes to reduce

paper.
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While SAAS currently automatically generates triplicate copies of
both purchase orders and payment vouchers for on-line agencies, SAAS
could be programmed to stop producing paper documents. For instance,
SAAS generates a copy of the purchase order for DFA's Financial Control
Department (FCD). With the proposed programming FCD will be able to
determine who approved the purchase order by looking at a table of
identification numbers; therefore, DFA's copy of the purchase order will
not be necessary. In fact, MiSS. CODE ANN. 7-7-23 states that DFA “may
approve electronically submitted purchase orders” and “exempt agencies
from furnishing a copy of the purchase order to the State Fiscal Officer.”
DFA officials stated that the agency intends to program the system to allow
elimination of the purchase order but that they had not had time to do so
since the June 1992 upgrade.

Under the current preaudit requirements discussed on page 43, DFA
reviews invoices of state agencies to match them with purchasing
documents., With the proposed change in programming, DFA would still
have to receive invoices from state agencies, but would not have to actually
receive copies of payment vouchers from the on-line agencies. DFA could
devise a system whereby on-line agencies would stamp the invoice with
information which would alow DFA to match the invoice to the electronic
payment voucher in the system. In addition, with the passage of PEER's
proposed strengthening of internal audit, DFA could eliminate paperwork
transfers from agencies which DFA had deemed to have adequate internal
controls.

DFA has discussed the purchase of an imaging system which would
greatly reduce paperwork by taking electronic pictures at the agency level of
managers’ signatures and other documentation, including outside vendor
invoices, which could be stored on the computer. The proposed system
would create an automated audit trail and would eliminate all paperwork
flow between the agencies and DFA., PEER believes that DFA should not
wait for the purchase of a new imaging system before implementing
paperwork reduction ideas now possible. In addition, DFA should study
costs and benefits of the alternative methods of paperwork reduction in
detail.

Conclusion

Because no vendor offered a packaged software program in 1988 that
would meet all state and agency needs, CDPA (on behalf of DFA) had to
contract with a consultant to modify an existing accounting software
system to meet as many state needs as possible,

SAAS has been costly to implement and to operate, but abandoning
the system would be very costly as well. If the state abandons SAAS, the
agencies would have to replace it with another system. Despite the costs of
running the SAAS system, replacing the system would also be expensive,
As noted on page 50, DFA uses SAAS as the state-level accounting system,
and seven state agencies currently use SAAS as their internal accounting
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system. If one system was purchased to replace SAAS for DFA and the
seven on-line agencies, the replacement system would have to be large
enough to meet the needs of agencies such as the Department of Education.
Development costs might reach as high an amount as has been spent on
SAAS. As mentioned on page 52, the two other bids received in response to
the 1988 request for proposals ranged from $1,135,000 to $3,935,819. One
could assume that it would cost at least as much as has been spent to “start
from scratch” again with a comparable system. In order to purchase a
system less expensive to operate, DFA and state agencies would have to
rethink what they want the state’s computerized accounting system to
accomplish and whether they would be willing to forgo some of the features
SAAS can provide.

SAAS has provided a variety of benefits for the statewide system and
also to the seven on-line agencies which use it as their internal accounting
system. However, DFA's staff is still in the process of modifying the system
to meet state needs and DFA has given less weight to meeting the needs of
on-line agency users than it has to meeting its own needs as the state
control agency. DFA's lack of planning has affected SAAS's current
operation as well as the future of the system. DFA had not properly
planned for the total costs of implementing SAAS or for organizing
internally to ensure that agency needs were met. Although DFA has
improved the system and standard reports since initial implementation,
DFA has not placed a high priority on internal agency reporting and
training or on increasing efficiency allowed with SAAS through paperwork
reduction and other methods. Meeting these needs and improving
communications with agencies would help to fulfill the potential of SAAS.

Recommendations
Training

1. DFA should develop training manuals which include step-by-step
procedures outlined in a concise fashion, describing every computer
key stroke which is necessary to complete transactions. The manuals
should include sections on mistakes most often encountered by users
and should be developed by personnel who use the system daily so that
they will know the variety of errors that can ocecur. The training
manuals should outline the steps pertaining to specific types of
document input. For instance, training manuals for purchasing,
payment voucher, and budget document entry should be in separate
sections. There should also be a separate chapter or training manual
tailored for agency managers who do not enter documents but who
scan and inquire into the system and also a section in the manual
targeted to managers who only enter approvals over transactions.

2. DFA should produce the above-described training manual in electronic

formats and distribute it to state agencies via various forms of
computer-readable media. DFA should make the manuals available
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in a variety of formats, including ASCII, so that agencies could access
and modify them to fit their particular in-house procedures.

DFA should include the above-described SAAS training manual as an
appendix to the MAAP manual and cross-reference the SAAS
information to appropriate MAAP manual sections.

DFA should offer brief training sessions free of charge every three to
six months for specific targeted groups, as follows:

--1/2- to 1-day basic training for pur chasmg clerks
(every three months);

--1/2- to 1-day advanced training for purchasing clerks
(every six months);

--1/2- to 1-day basic training for payables clerks
(every three months);

--1/2- to 1-day advanced training for payables clerks
(every six months);

--1/2-day training for managers who place security approvals
on documents;

--1/2-day training for managers who do not enter documents
and need scan and inquiry capability only.

Other training on specific topics could be conducted on an as-
needed basis. DFA should set the training schedule at least six
months in advance so that agencies may plan ahead for training
new employees who will be using the SAAS system,

DFA should better utilize its training time by allowing trainees to
choose to attend short training modules directed specifically toward
different types of employees, such as purchasing clerks and
managers. DFA should not require trainees to attend training
modules which do not relate specifically to their area of work. For
instance, some employees may not be interested in attending historical
overviews of the SAAS system and managers responsible for approving
documents may not be interested in learning about initial input of
purchasing documents,

Communication

The SAAS team and DFA MIS should immediately develop procedures
requiring SAAS on-line agencies {o check the SAAS message screen
daily. DFA should then use the SAAS message screen to notify SAAS
users of any items or events which will affect SAAS operations.
Changes in the system should be posted on the screen well in advance.
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In addition, the answers to the "most frequently asked gquestions"”
regarding SAAS should be included on the message screen.

Before DFA begins using the message screen, DFA should strongly
communicate to the agencies that the message screen will be used
often, and follow up with agencies regularly for a month to ensure that
agency personnel understand that the screen will be used.

The Director of Fiscal Management and the Director of Management
Information Systems should give authority to SAAS and DFA MIS
personnel to communicate readily to agencies appropriate information
regarding operation of the SAAS system. Obtaining management
approval for communicating routine information is unnecessary and
inefficient.

SAAS and MIS personnel should develop strong communications with
on-line agencies. As soon as information about the system is known,
agencies should be contacted immediately.

Planning
DFA should;

- implement a long-term planning mechanism to determine the
most efficient way to derive the most benefit from SAAS based on
both agency and state needs;

--  develop standards for determining which agencies should be on-
line, which agencies need to be SAAS PC users, and which can
be off-line;

--  send a questionnaire to all off-line agencies which is designed to
determine agency needs for accounting systems;

--  project costs to implement SAAS in various agencies, to modify
the system as needed to address agencies' concerns, to develop
fully ad hoc reporting for on-line and off-line agencies, and to
complete implementation in agencies which may need to use
additional subsystems;

-~  set a five-year goal, detailed by year, for implementing SAAS in
agencies and follow the plan as funding allows. This should be
prioritized, so that higher priorities can be implemented if not
all funding is available. The goal should be based on individual
agency needs as well as the needs of the state as a whole;

--  work to understand and address agency needs fully when
planning for implementation of SAAS.
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10.

11.

12.

13.

14.

DFA has indicated it will seek a funding mechanism for SAAS
implementation. Before finalizing implementation cost estimates,
DFA should determine the amount of consultant versus state
personnel time needed in the implementation process as follows:

--  project the number and types of state workers needed in the long
term to service the accounting system and prov1de ongoing
training and help-desk needs

--  utilize these workers in the implementation process, which w111
prepare them for their future support duties

-- utilize consultants to supplement the state employees in the
areas of project management and programming as needed.

If DFA determines that additional personnel and consultants are
needed to accomplish tasks to implement plans, then DFA should
outline the funding needed to perform specific tasks by number of
personnel, consultant hours and other costs. The Legislature and the
Governor should review those plans and objectives in conjunction with
the amount of money spent to determine that the SAAS team performs
as projected. The Legislative Budget Office should review DFA's
accomplishments to determine that its plans to serve agencies are
implemented. By requiring DFA to set objectives and report whether
the objectives have been met, accountability will improve.

DFA should develop an implementation manual to help agencies
gstructure their agencies and plan to come on-line SAAS. DFA should
use the Colorado Financial Reporting System Department
Implementation Guide as a blueprint. DFA should develop this
blueprint to help agencies reduce dependency on outside consultants.

Management

DFA should redesignate one of its vacant management positions as
manager of all SAAS-related implementation and daily operational
functions, overseeing the planning function and assuring agencies'
needs are met. The manager should meet with agencies to determine
whether all basic computerized accounting and reporting needs of
each agency are being met. The manager should then be responsible
for or delegate responsibility to an employee for following up to be sure
that agency requests are being handled satisfactorily. The manager
should place top priority on meeting existing needs before bringing
additional agencies on-line. Information learned from responding to
giezéy needs should be used as a basis for future implementations of

DFA should require agencies to perform cost/benefit analyses prior to
coming on-line to determine whether agency procedures can be
streamlined by using SAAS, how SAAS can produce cost savings for
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15.

186.

17.

18.

the agency and whether any circumstances of additional cost for the
agency could prohibit going on-line with SAAS,

DFA should require agencies which plan to come on-line in the future
to keep records of their costs occurring prior to SAAS implementation,
including computer user-time charges for their accounting-only
functions and accounting personnel expenditures. DFA should then
analyze agencies' expenditures after they have become SAAS on-line
agencies to determine if cost savings or additional expenditures occur,
This information can be used to determine the cost benefits of
additional agencies coming on-line.

The DFA Executive Director should immediately instruct DFA
managers at the appropriate levels to plan for implementing SAAS as
the internal accounting system at DFA. The SAAS team should
instruct DFA managers on the decisions and organizational planning
which must occur. Regardless of date of implementation, DFA
managers should, as soon as possible:

- determine how many levels of organizational budgeting will be

appropriate; .

-~ determine who will approve transactions and how to structure
the internal agency security levels allowed within SAAS (a
maximum of four levels);

-- study how agency procedures can be revised to streamline
agency accounting processes;

-~  review SAAS codes to determine how agency costs will be
presented;

-- determine what types of agency reports will be needed by all
levels of management.

Reporting

DFA should place top priority on developing ad hoc reporting to allow
agencies to download accounting data at their own convenience and
easily develop their own reports using appropriate reporting software.
Developing the historical data base is a related issue which will allow
agencies needed access to historical data. However, problems with
development of the historical data base should not delay DFA's
development of agencies' capability to report on their current monthly
data through ad hoc reporting mechanisms as described above.

DFA should immediately develop grant reports for Disability
Determination Services which are complete and usable for federal
reporting purposes.




19.

- 20.

21.

22

23.

Paperwork Reduction

DFA should place top priority on creating SAAS system files to capture
the system's capability (gained in the June 1992 operating software
upgrade) to catalog the identification of users who have approved
SAAS transactions.

DFA should develop a short- and long-term plan to implement
paperwork reduction ideas. Immediate plans could include
programming the system as outlined in the previous recommendation
and eliminating the extra copy of the purchase order sent to DFA by
on-line agencies.

DFA and the Office of the State Auditor should work together pro-
actively, moving the state forward to reduce paper and increase
efficiency made possible with internal control capabilities gained in the
June 1992 SAAS operating software upgrade.

In conjunction with understanding automated internal control
possible with SAAS, the Office of the State Auditor should immediately
conduct a cost/benefit analysis of becoming an on-line SAAS agency.
Office of the State Auditor managers and, therefore the department as
a whole, could better understand agencies' use of the SAAS system as
an internal control, accounting and budgeting tool if they have first-
hand knowledge of the system as an internal accounting system for the
Office of the State Auditor.

DFA should not wait for the purchase of a new imaging system before
implementing paperwork reduction ideas now possible. DFA should
study the alternative methods of paperwork reduction in detail before
making any additional purchases of software. DFA should:

- study agency procedures;

--  develop a specific plan for the actual purchasing and
payment procedures of agencies and DFA which would be
appropriate with the use of an imaging system, Determine
the exact paperwork which the imaging system would
eliminate;

- develop a plan for more efficient procedures and reduced
paperwork using the current SAAS system without an
imaging system;

--  obtain agreement from the Office of the State Auditor
regarding acceptable procedures under both plans which
would assure internal controls;

-- consider the effect on efficiency of agency personnel which
any procedures would make;
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-- compare the cost savings, additional costs, and benefits
which would result from both plans;

--  consider how changes which may occur in state policy
(moving from centralized pre-audit functions to
decentralized internal audit functions) would affect the
purchase (increased internal auditing in the agencies could
reduce the need for paperflow between agencies and
therefore the need for an imaging system.);

--  project the present value of costs and savings which would
occur over a specified number of years in the future for both
methods;

--  choose the most beneficial system for the state based on all
factors which affect not only DFA but all state agencies.

After DFA has implemented paperwork reduction ideas it should
measure the actual cost avoidance which occurs due to the new
procedures,




Effects of Budgeting on Fiscal Conirols

The budgeting system provides the dominant influence of the state's fiscal
controls over the use of resources and requires that agencies'
disbursements be controlled by major objects of expenditures. This detailed
Ievel of control prevents more effective fiscal controls and management of
costs by agency activities, In addition, the focus on treasury accounts
concentrates on the sources (inputs) rather than the uses (outputs) of
resources, which causes primary budgeting and accounting differences,
confusing the state's financial statements. Also, the Legislature's controls
over the allocation of state's resources are destroyed by DFA's independent
control of agencies' budget reductions,

Agencies’ Activities Not Identified { Budgeted--Because of the required
budgetary controls at the major objects of expenditures level, the
Legislature and Governor currently focus on those details and budget at
that level rather than concentrating on the agencies' activities and the
achievement of objectives.

State agencies and LBO prepare budgets at the level of major objects
of expenditure. The Legislature and the Governor evaluate the budget
recommendations and enact most agency budgets at that finite level. This
method has led them to micro-manage costs and become buried in the
elements of costs.

No specific statutory reference requires the legal level of budgetary
control to be at the expenditure level. The Legislature enacts some agency
appropriations at lump-sum amounts. However, the Legislature has
traditionally received and acted on the state's budget recommendation that
is detailed by state agency budget by the major object of expenditure.

Nevertheless, the statutory budget requirements at MISS. CODE ANN.
Section 27-103-1, et.al. mandate that LBO prepare the state budget in
"agency program format" (hereinafter called agency activity.) There are
problems that have caused this format to work ineffectively:

¢ State agencies generally do not account for expenditures at
activity levels. The only method that agencies currently have for
accumulating costs at that level is a further subdivision of
treasury accounts (unless they are an on-line SAAS agency, as
discussed below). Thus, the actual amounts presented by the
agencies are probably estimates.

¢  Currenfly defined agency activities do not necessarily represent
the pure definition of an activity. In other words, the activities
do not represent distinct endeavors to achieve focused objectives.

For example, as described in PEER's February 19, 1992, report A
Review of the State Department of Education’s Internal Management and
Its Qversight of District and Student Performance, the Department of
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Education's budgetary activities ("programs"”) include groupings of
activities, monies, and statutory mandates, not the focused and undiluted
undertakings of the agency. The State Department of Education's identified
"programs” consist of Education Reform Act (1982 Law--representing
various activities) and Federal/Special Projects (Various federal monies for
different purposes). A more accurate definition of the State Department of
Education's activities would include the following, as described in that
report:

eInstruction: (Regular Education; Vocational Education;
Special Education; Remedial Education; Texthooks)

*School Support: (Child Nutrition; Transpdrtation; Public School
Building)

*Direct Operation of Schools: (Schools for the Deaf and Blind;
School for Math and Science)

* Administration of the State Department of Education

As a result of the state's budgeting of detailed expenditures and weak
or nonexistent activity classifications, the Legislature and Governor cannot
decipher what the agencies are "doing," what activities are occurring,
what objectives are being met, what tasks are being performed to achieve
the objectives.

Agencies presently only report costs by major categories (e.g.,
personal services, contractual services, commodities). The Legislature and
the Governor currently spend an inordinate amount of time dealing with
line-item expenditures, yet do not have sufficient control over meeting state
agency objectives (and the state's goals). (See page 88.)

As demonstrated in Exhibit 19, page 85, the state utilizes functions
and programs for accounting and financial reporting purposes. What is
missing is the identification of the activities at the state agency level that
accumulate costs and related data to explain what is being done within
each of the state programs.

Focus on Treasury Accounts as “Funds”--The current method of
budgeting at the treasury account level, used to identify the state's
budgetary "general and special funds," ineffectively focuses on the sources
(inputs) of resources rather than the use of the resources (outputs).

In accordance with MisS., CODE ANN. Section 27-103-103 (1872),
“general-fund agency" and " special-fund agency" are identified based on
the source of revenues that support the agency. "General fund," for
budgeting purposes, has become associated with appropriations of general
revenues; "special fund” has become associated with other collections at the
(or transfers to) state agencies that are not considered "general funds."




Exhibit 19

Current State Functions and Programs

PROGRAMS WITHIN
FUNCTIONS _EACH FUNCTION
Governmental:
«Current:
General government Legislative
Executive & administrative
Fiscal affairs
Education Public education
Higher education
Health and social services Public health
Hospitals
Social welfare
Law, justice and public safety Judicial and justice
' Corrections
Public protection &

Recreation and resources development

Regulation of business and professions

Transportation
*Debt service
*Capital outlay
Other functions:
eEnterprises

eInternal service
*Trusts: expendable, nonexpendable, pension

sAgency

veterans’ assistance

Agriculture, commerce &
economic development

Conservation &
recreation

Insurance & banking
Motor vehicle/
other regulatory

Public works (highway)

SOURCE: PEER ahalysis of current DFA classifications of GAAP
functions and programs (called budgetary functions in SAAS)
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These treasury accounts represent the cash or appropriations held at
the State Treasury for the state agencies' use. They are not funds. The
state's funds are the GAAP funds, as explained in Appendix A, page 95.
This misapplication of terms complicates the Legislature's ability fto
compare the state's budgeting and use of dollars to the state's financial
reports. It also misleads the communication of where Mississippi stands
as far as general fund resources and uses, The actual general fund of the
state (GAAP) is used to account and report all receipts for the general
purposes of running state government.

Exhibit 20, page 87, presents the Fiscal Year 1992 unaudited budgeted
amounts categorized by GAAP fund type. This exhibit is derived from the
PEER compilation and conversion of the treasury accounts to GAAP.

As this exhibit shows, only 86 percent of the state's total cash
expenditures of treasury accounts for FY 92 was from state agency
appropriated budgets. The $755,721,359 of nonbudgeted disbursements
represent primarily cash flows related to debt service or capital projects.

Because of the current focus on budgeting treasury accounts
("general-fund” and "special-fund" agencies), the Legislature has not been
provided sufficient information of all sources and uses of resources for the
state as whole.

Also, the statutory requirement of recognizing agencies based on the
source of the "funds" and focusing on those "funds" for budgeting has
deterred a careful evaluation of all available resources to operate all aspects
of state government. It makes the process of identifying and tracing the
uses of resources very difficult. Ultimately, this segregation results in the
Legislature's and Governor's lack of controls and inability to make effective
planning and budgeting decisions for the state.

Method of Budget Reductions--The responsibility to reduce state
agency budgets, because of funding deficits, rests totally with DFA (as
representative of the Governor.) This method not only eliminates the
Legislature from the decision and control process, but does not provide for
an optimum method of selecting the affected budgets.

MIisS. CODE ANN. Sections 27-104-13 and 31-17-123 (1972) give DFA the
right to reduce "general-fund" or "special-fund" agencies' budgets and
"administration and other expenses” budget of the Department of
Transportation (Highway Department) up to five percent at its discretion.
If reductions above five percent are determined necessary, the reductions
are made based a uniform percentage to the above "funds.”

This method of balancing the budget hampers the Legislature's role,
and bars a more appropriate evaluation of cutting budgets based on the
state's priorities and the accomplishment of missions and goals. As of a
1988 survey by the National Conference of State Legislatures, twenty-six
states have some degree of legislative approval required for budget
reductions.
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Exhibit 20

Fiscal Year 1992 Budgeted and Actual Expenditures

Special Capital Dobt Expondable Non dable Ponsi Intornal Moemorandom

General Revenue Projects Sorvico Truost Trust Trust Agency Entorprise Service University Totals
GENERAL TREASURY ACCOUNT FUNDS 1,656,361,626 10,102,634 411,788 o 0 ] o 0 0 . $150,000 280,972,718 1,948,798,764
SPECIALTREASURY ACCOUNT FUNDS 2,525,609,238 452,164,981 [ 0 0 0 5,442,562 933,912 86,458,229 26,789,923 1,546,203 3,008,926,140
‘TOTAL BUDGET 4,183,970,864 462,267,615 411,788 o 0 [ 5,423,562 933,912 86,450,229 27,739,925 252,519,009 3,047,724,904

ACTUAL--BUDGET

GENERAL TREASURY ACCOUNT FUNDS 1,653,119, 541 9,540,032 411,788 0 [} 0 [} 0 [ . 930,000 280,972,716 1,944,994,076

SPECIALTREASURY ACCOUNT FUNDS 2,210,965,453 339,623,134 0 o 0 o 3,187,342 837,347 50,552,400 16,893,837 960,544 2,625,020.457

TOTAL ACTUAL-BUDGET 3,864,084,994 348,163,165 411,788 0 0 0 5,187,342 537,347 50,552,400 17,843,837 251,933,660 4,570,014,533

GENERAL TREASURY ACCOUNT FUNDS [ G 0 [ 6 o [ 0 0 0 1] 0

SPECIALTREASURY ACCOUNT FUNDS 480,041,714 12,897,381 72,563,029 114,533,081 10,947,214 83,000 [ 48,640,885 14,443,262 9 1,387,783 135,121,358

TOTAL ACTUAL-NONBUDGETED 480,041,714 12,897,381 72,565,020 114,333,091 10947214 63,000 0 48,640,885 14,443,262 0 1,587,783 755,722,359

GENERAL TREASURY ACCOUNT FUNDS 1,633.419,541 9,540,031 411,788 o o 0 0 o o 950,000 280,472,716 1,944,994,076

SPECIALTREASURY ACCOUNT FUNDS 2.691,007,167 452,520,515 72,565,029 114,533,061 10947214 63,000 3,187,342 49,478,232 64,095,682 16,893,837 2,548,727 3,300,741,816
TOTAL ACTUAL- .

ALL TREASURY ACCOUNTS 4,344,126.708 362,060,546 72,976,817 114,533,091 10,947,214 65,000 5,187,342 49 478,232 64,993,662 17,843,837 283,521,443 5,325,735,892

SOURCE: PEER compilation of DFA unaudited Fiscal Year 1992 budgetary/cash basis expenditures.




Recommendation

To achieve optimum fiscal controls for the state, the budgeting

system must provide a strong and stable foundation on which to build. The
following recommendation provides a blueprint to.initiate this process. The
components of the recommendation are in the chronological order of
recommended implementation. Exhibit 21, page 89, provides a guide for the
fiscal direction that the state’s government should achieve in implementing
the recommendation.

1.

The Legislature should amend the budgetary statutes, MISS. CODE
ANN. Section 27-103-1, et.al. (1972), to mandate the following specific
elements for budget and accountability measures. Emphasis is added
to these recommendations to distinguish responsibility for the
recommended component:

a. Funds: As discussed in the section on Financial Statements, the

Legislature should discontinue using treasury accounts as the
budgetary "funds.” The enacted level of state budgeting should be
the state agencies' activities classified by GAAP fund type.
treasury accounts represent the method of financing only.

Agencies’ activities: The Legislature should require state
agencies (within Fiscal Year 1994) to identify all activities at their
organization. Along with these activities, the state agencies
should determine the specific measurable agency objectives of
each activity that are necessary to achieve the Legislature's and
Governor's state goals, as discussed below. State agencies should
utilize the accumulation of necessary subactivities (within each
activity) at the various organization levels or project levels, as
appropriate, to determine the tasks necessary to achieve the
agency objectives.

To be effective these agency activities should attain objectives to
meet state missions and goals. The Legislature and Governor
should work together to develop and maintain these missions and
goals to provide stability, direction and controls over the allocation
of resources. See Exhibit 21, page 89. These responsibilities
should be established by law and amended through Title 5,
Legislative Department, and Title 7, Chapter 1, Governor--
Executive Department. These statements should be established
and formally set as policy during the 1993 Legislative session.

The state agencies should report their elements to LBO which will
be responsible for the maintenance and initial evaluation of the
activities and objectives. LBO should set specific standards for the
evaluation of the material to determine whether the activities are
indeed representative of the specific state programs and that the
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Exhibit 21

Fiscal Direction for Mississippi Government

Expressed
by Governor,
Legislature,
and other
state elected .
officials

State Functions

Missions

State Programs

Objectives *Agoncy Activities

*State Agency e
Level

*Agency Subactivities
(organization levels;
projects)

*The level at which performance measurements are established to determine whether resources are used efficiently
and program results through effectiveness, relevance and sustainability measures,

SOURCE: PEER analysis.




objectives represent measurable targets that will meet the state
goals,

DFA Duties: The Legislature should require DFA to provide
activity level codes and perform the necessary SAAS
modifications, reevaluate the effect of the GAAP fund
classifications, and perform other administrative duties to start
the pilot program identified below. Also, DFA should work
expeditiously toward the satisfactory implementation of SAAS at
all appropriate agency levels or other appropriate DFA
inputs/controls or other accounting systems that will allow the
eventual ability of all state agencies to utilize activity budgeting
and accounting. See SAAS section, page 49.

Pilot Implementation--Activity Level Controls: After state
agencies have identified and LBO has initially approved the above
elements, LBO should initiate a pilot implementation of activity
level budgeting. The initial agencies to implement activity level
budgeting and accounting would be the on-line SAAS agencies,
Fxhibit 12, page 51, presents the current on-line agencies.

These on-line SAAS agencies should be directed to prepare their
Fiscal Year 1995 budget requests (due to LBO/Governor by August
1994) in an actual agency activity format. The statutory budget
level would be the lump-sum by activity categorized by the GAAP
fund level, This would allow the agency directors and managers
the opportunity to utilize funding to meet the activity objectives.
The agencies’ resource flows, accounting and administration
would remain disciplined by the control agencies (such as
purchasing, personnel, and other controls as discussed in
Appendix A at page 95.) The subsequent evaluation of these
objectives through performance measurement is discussed below.

Determination of Agencies’ Activity Level Capabilities: DFA
should determine and report to LBO annually (before the initiation
of the state's upcoming budget cycle) the other state agencies that
may enter into activity level budgeting, DFA's determination
should be based on the agencies' accounting systems (either on or
off SAAS) and their ability to accumulate, budget, and account for
costs at the statutory level (by activity). Within the constraints of
the state's goals and the Legislature's assignment of priorities to
agency activities, DFA's objective should be to move all agencies to
this budgeting and accounting level as soon as possible.

Justification of Activities: The Legislature should mandate that
state agencies, required to submit agency activity budgets, provide
LBO and the Governor with sufficient levels of information to
provide justification for the all aspects of the activity, not just the
continuance of the activity. LBO should be provided with the
actual major object of expenditures detail for analysis purposes
only. Also, state agencies should provide all measurable
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objectives of the activities and the computed level of historical
achievement of those objectives.

g. Assigning Priorities to Activities: During the appropriations
process, the Legislature should assign priority levels to each state
agency activity for the purpose of mandating budget reductions by
DFA, as performed in accordance with Section 27-104-13. The
Legislature should require DFA to utilize legislative priorities in
determining which activity budgets to reduce in the event of
budget deficits.

h. Activity Performance: The Legislature should require the state
agencies' inclusion of associated measurable objectives. These
objectives should identify the agencies' desired and actual activity
results. See Exhibit 22, page 92.

Beginning with the on-line SAAS agencies in Fiscal Year 1995,
the Legislature should require a system to analyze annually the
results of these agencies' activity performance measures. LBO
could perform this function in the normal process of budget
analysis.

The following summarizes the process and methodology that
should be considered in measuring, analyzing, interpreting, and
reporting agencies' activity performance:

-- Measuring achievement: the actual calculation and
determination of the performance measures. The indicators to be
utilized include:

°  inputs--costs of the activity.

*  outputs--quantity provided.

*  outcomes--results (timeliness, quality, delivery, price)}
*  impact--degree of current achievement,

* significance--trends in achievement.

-- Analyzing results: to analyze the measures. The techniques for
analyzing data may include:

¢  trend or time-series--examination of variable over time.
* variance analysis--compares actual results with a standard.
*  cross-sectional--compares attributes between entities.

*  structural or decomposition--breaks a variable into components.
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EXAMPLES

Total funding for
vaccine

Clients
vaccinated

Illnesses
prevented
(by vaccine)

Reduced
mortality
(vaccine)

Improved
public
health

Exhibit 22
Performance Measurement

IINDICATORS
(What)

INPUTS

Quantity of
resources provided
_for program

OUTPUTS

MIBEASURES
(How well)

EFFICIENCY

Ratio of inputs per
output produced

Quantity of goods/
services provided
using inputs

OUTCOMES

EFFECTIVENESS

Ratio of program
outputs per unit of
program outcome

Quantity of direct
results achieved
through program

RELEVANCE

IMPACT

Ratio of program
outcome per unit
of program impact

Degree of achievement

of program goals
through outcomes

SIGNIFICANCE

SUSTAINABILITY

Measure of endurance

of program benefit
over time

Trends in achievement
of program goals over

time

SOURCE: The Government Accountants Journal, Summer 1992

Vaceine dollars/
vaceimation

Vaccinations/
illness prevented

Illness prevented/
mortality rate change

Disease trends after
vaccine program




* causal or statistical--isolates factors causing changes in
variables,

-- Interpreting results: to identify the causes of trends, comparisons
and results and linking the causes/results to the responsible
organizational level within the agency.

--  Reporting performance measurement results: The fourth step is
to write the discussions and analysis in a understandable manner
for implementation in the budgeting process.




Appendix A
Elements of the State's Resource Flow

RESOURCES IN

Sources of Receipts

General revenues (taxes and fees) collected by the State Tax
Commission, Department of Public Safety, Department of
Insurance, and other departments. '

Interest earned on general revenues in demand deposits and
investment accounts managed by the State Treasurer and
earned by agency clearing accounts prior to transfer to the
treasury.

Collections by other agencies for licenses, fees, charges, rents,
and federal revenues.

Bond and debt proceeds for governmental capital projects or
other needs.

Contributions to trusts for such operations as the Public
Employees' Retirement System, the state's self-insured medical
plan and life insurance program, state employees’
unemployment insurance, workers' compensation, and oil and
gas taxes on state-owned land.

Collections for other governments, persons, or organizations
with the state acting as an agent,

Proprietary-type activities wherein the state collects fees and
charges for goods and services to the general public or to other
state agencies, bond proceeds for loan/finance programs, and
interest earned.

Interest earned on funds held outside the Office of the State
Treasurer.

University collections of tuition, fees, private gifts, federal
revenues, endowments, interest and other various collections.

The State Tax Commission receives the majority of general state tax
revenues for the state, MISS. CODE ANN. Sections 27-3-45 and 57 and 7-9-21
(1972) require the State Tax Commission to pay daily to the State Treasurer
all monies collected.




The State Tax Commission deposits the collections into the state's
demand deposit accounts which are managed through the treasury
clearing account, until the tax transfers and diversions are made.
Currently, both the State Tax Commission and the State Treasurer make
transfers and diversions from the account, They are generally made at the
end of each month, except for sales taxes to the municipalities, which are
made on the fifteenth of each month,

The state is one month behind in paying sales tax diversions.
Monthly payments made on the fifteenth for sale tax diversions to the
municipalities (approximately $15 million) are made from the current
month's collections of taxes. From inquiries to the State Tax Commission,
PEER could not determine the actual history of this predicament. It
appears that the sales taxes were paid in arrears even when the
municipalities assessed their own local sales taxes (up to 1%) before the
local assessments were discontinued in 1968,

All monies received by the state for deposit into treasury accounts,
whether general revenues through the State Tax Commission or collections
of fees, charges, rents or revenues at other state agencies, must be
accompanied by an Application for Receipt Warrant form to DFA, This
form represents the agencies' request to deposit receipts into the State
Treasury. Because of the large amount of daily collections by the State Tax
Commission, those general receipts go directly to the treasury accompanied
by the receipt warrant. The State Treasurer then forwards the receipt
warrant to DFA,

Accounts (where the monies flow)
TREASURY ACCOUNTS:

Treasury accounts have traditionally been called "funds" because the
general and special classifications have been the focus of the category of
agencies and monies for the budget process. However, the accounts are
actually the pools of monies that represent the means of financing uses.
The actual state "funds" are the GAAP accounting funds, as described at
page 98 of this appendix,.

Agencies receive authorization for establishment and deletion of
treasury accounts from DFA based on formal justifications. DFA assigns
a GAAP classification to the accounts based on the predominant purposes
of the monies.

* General revenue accounts ("general treasury funds")
established to receive and distribute general tax revenues, other
general revenues, and interest generated thereon:

--Appropriated budgets (2000 accounts) - allotments of the state’s
cash controlled by the State Treasurer in account 2999,

9%




General revenue -accounts receive general state tax and other general
revenues, the majority of which are collected by the State Tax Commission.
Most of these general revenues are ultimately appropriated to the state
agencies for the general purposes of operating the state government and
are accounted for in the GAAP general fund. However, some of the
appropriations are made for specified purposes. Based on Fiscal Year 1992,
these specified purposes are represented by:

--Administration and operation of the universities,

--CDPA supercomputer operation (for universities’ use),
--Payment of Port Authority at Gulfport debt,

--Operations support of various GAAP special revenue funds,
--Prior retirement obligations (employees never under PERS).

* Special accounts ('special treasury funds"): established to
receive federal grants, fees, proceeds from the sale of goods and
gservices, taxes levied for specific purposes and interest
generated thereon, and to support the functional activities of the
agencies that generate such revenues:

--Appropriated budgets (3000 accounts) - authorizations for state
agencies to spend their own collections of resources or
transfers into the accounts.

--Nonbudgeted (3000 accounts) - no formal budgetary authority
needed by agencies to spend monies in these Treasury
accounts, .

--SB 3120 Education Enhancement (4000 accounts) -
authorizations for specific state agencies to spend these
earmarked resources.

Special accounts receive all other collections at the state agency level
that go through the Treasury, as presented at Exhibit 4, page 14. These
accounts are also used for the collections of general revenues that are
diverted/transferred to outside and inside the state government.

These special accounts represent resources that are budgeted and
nonbudgeted. As described above, the accounts are acknowledged to
accumulate resources to support only the activities that generate such
revenues or earmarked resources. The special accounts that are not
budgeted (do not go through the appropriations process) consist primarily of
capital projects, debt service, trust and agency activities.

Appropriated budgets under these special accounts are currently
subdivided into 3000 and 4000 accounts. The 3000 accounts are resources
that, once budgeted, give the agencies authority to spend the federal
revenues, fees, charges, or other resources that they collect.
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The 4000 accounts were established with the 1992 enactment of SB
3120, which created the Education Enhancement Fund and enacted other
education reform matters. The bill requires changes and increases in sales
taxes and the earmarking of sales and use taxes for various levels of
educational support to include elementary and secondary, community
colleges, and universities.

The Office of the State Treasurer serves as the State Depository as
required by MISS. CODE ANN. Section 27-105-1, et.al. (1972). The State
Treasurer is responsible for managing the State Treasury account deposits
and investments in accordance with Section 27-105-38, and in doing so must
determine the state's current cash flow demands and provide appropriate
investments,

NONBUDGETED BANK ACCOUNTS:
Bank accounts with treasury numbers 8000 - 9000
Bank accounts - no treasury numbers assigned

Agencies must receive authorization from the State Treasurer and
DFA to open bank accounts. DFA also assigns a GAAP classification to
each of the bank accounts, just as it does to treasury accounts. Most bank
accounts are numbered and registered with the State Treasurer. However,
some bank accounts are established under blanket authority from
authorized state depositories, because of specific statutory allowance
(predominantly those of universities.)

As shown in Exhibit 4, page 14, some of the nonbudgeted accounts (at
the 8000 level) are used for collection/clearing accounts only. The resources
collected at the state agency level through these accounts are transferred to
the 3000 level special accounts. However, some of the 8000 and the 9000
special accounts are used for operating accounts.

RESOURCES OUT
GAAP funds (where the monies are accounted for)

Exhibit 5, page 17, presents the types of GAAP funds and account
groups utilized by the state. Explanations of these fund and account groups
follow:

Governmental Funds: Expendable fund category through which
most governmental functions typically are financed.

General Fund: to account for all financial resources except those
required to be accounted for in another fund.
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Special Revenue Funds: to account for the proceeds of specific
revenue sources (other than expendable trusts or for major capital
projects) that are legally restricted to expenditure for specified
purposes.

Capital Projects Funds: to account for financial resources to be used
for the acquisition or construction of major capital facilities (other
than those financed by proprietary funds and trust funds).

Debt Service Funds: to account for the accumulation or resources
for, and the payment of, general long-term debt principal and
interest.

Proprietary Funds: Nonexpendable fund category used to account for
ongoing activities similar to those in the private sector.

Enterprise Funds: to account for operations to the general public -
- — Financed and operated similar to private business enterprises
Intent is that the costs of providing goods or services be

recovered by user charges; or
— Where periodic determination of net income is appropriate for
public policy, management control, accountability or other.

Internal Service Funds: to account for the financing of goods or
services provided by one agency to other agencies on a cost
reimbursement basis.

Fiduciary Funds: To account for assets held by the government in a
trustee capacity or as an agent for other governments, persons or
organizations:

Expendable Trust Funds: resources, including both principal and
earnings, may be expended. (Accounted for similar to
Governmental Funds.)

Nonexpendable Trust Funds: Principal may not be expended.
(Accounted for similar to Proprietary Funds.)

Pension Trust Funds: to account for a public employee retirement
system,

Agency Funds: to account for assets held by the government as an
agent.

University Funds: to account for transactions related to public
institutions of higher learning; including current, loan, endowment, plant
and agency funds. These funds are represented in a discrete presentation
for financial statement purposes.

Account groups are accounting entities that supplement the
Governmental Funds category for establishing control over and
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accountability over noncurrent assets and obligations, only. These account
groups are not used to account for sources, uses and balances of financial
resources.

General Fixed Assets: to account for all fixed assets acquired or
constructed for use by the state, other than those accounted for in the
Proprietary, Fiduciary, and University funds.

General Long-Term Obligations: to account for general obligation
bonds, limited obligation bonds, compensated absences, and other long-
term obligations not recorded in the Proprietary, Fiduciary, and University
funds.

The states' specific GAAP funds consist of the grouping of treasury
accounts along with all related financial activity to include
cash/appropriation balances, liabilities and equities or balances and
changes therein. The classification of accounts for GAAP purposes is the
responsibility of DFA, along with the maintenance of the statewide
accounting system and related functions. The basis for recording
transactions related to these GAAP funds is discussed at Appendix D, page
106.

DFA's Mississippi Agency Accounting Policies & Procedures
Manual (updated June 1992) provides a listing of the state's funds with
related treasury (cash/appropriation) account numbers, GAAP fund type,
and explanations of the revenue sources and descriptions of purposes.

Use of all monies

The uses of the state's resources are accounted for through the
GAAP funds for specified purposes as established by those funds. The
treasury accounts represent the liquid assets accessible for agencies'
disbursements. The general accounts maintain appropriation balances,
and the special accounts maintain cash balances in the State Treasury.
Again, Exhibit 4, page 14, presents the flow of the state's resources toward
their ultimate use.

Controls over Use:

The use of the state's resources is controlled through budgets
established by the appropriation/budgetary process. Because the budgetary
basis is cash, the budgetary controls are focused on expenditures of the
cash/appropriations balances in the treasury accounts.

Some treasury accounts are not budgeted. Also, some state agencies
are allowed to receive lump-sum withdrawals (usually monthly) of treasury
accounts as allowed by MISS. CODE ANN. Section 7-9-41. Currently, these
agencies that receive lump-sum withdrawals are:
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¢ Mississippi Employment Security Commission - special treasury
accounts for operation and administration.

*Institutions of Higher Learning - general treasury accounts for
administration of central office and operation of universities.

*Department of Human Services - general treasury accounts for
payments to recipients of public welfare programs.

*Others: Beauvoir Shrine and Tennessee-Tombighee Waterway.

These agencies must comply with the normal personnel, travel and
purchasing controls concerning the applicable treasury accounts, but do
not receive DFA preaudit or approvals on each disbursement.

Monies in the nonbudgeted bank accounts are spent by the
responsible agencies without the budgetary controls or DFA controls as
discussed in this section. (Exhibit 20, page 87, presents the level of the
state's budgeted to total expenditures for Fiscal Year 1992.)

The state maintains specific accounting and administrative controls
to assure that state agencies do not overspend these enacted budgets. The
process for budgeted treasury accounts requires that budgetary controls be
established as a part of the accounting system. DFA creates the budgetary
level based on the Z-1 forms that are submitted for each agency's budget
(one or more treasury accounts.) Unless otherwise authorized, the major
object of expenditure is the level of control within each budget.

Personal Services - Salaries, Wages, and Fringe Benefits:

The State Personnel Board controls expenditures for personal
services-salaries, wages, and fringe benefits. The State Personnel Board
maintains control over all gtate employee positions, classifications and
salaries, as guided by the applicable MISS. CODE ANN. Sections 25-3-1, et.al.
and 25-9-1,et.al. The agency keeps updated files on all officers and
employees approved for state employment and maintains manuals
delineating specific state agency hiring, reclassifications, and other
matters relating to personnel.

DFA, Financial Control, utilizes the State Personnel Board's
approved state employee files as a control before issuing payroll warrants.
DFA maintains a separate payroll system for the issuance of payroll
warrants, State agencies enter the payroll expenditures into the
accounting system through the use of the payment voucher system.
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Personal Services - Travel and Subsistence:

DFA, Office of Purchasing and Travel, regulates travel expenditures
(personal services - travel and subsistence) as required by Section 25-3-41.
Travel vouchers are utilized for state officers’, employees' and officials’
claims for reimbursement of costs incident to official travel. DFA publishes
a State Travel Information handbook to support relevant statutes and travel
requirements. State agencies utilize payment vouchers to request payment
(issuance of a warrant) for reimbursement of the state employees' travel.
DFA, Financial Control, preaudits the travel payment vouchers along with
normal procurements, as described below.

Other Major Objects of Expenditure:

The state's purchasing system controls the uses of budgeted treasury
account funds for the following major object expenditures:

¢ Contractual Services (except as described below)
* Commodities
Capital Qutlay:
Other than Equipment
Equipment
Subsidies, Loans & Grants

Disbursements under the Contractual Services category for the
following minor object expenditures do not require purchase orders:

* Tuition, rewards, awards
* Communications & transportation of commodities
s Utilities

Appendix B, page 104, presents the purchasing disbursements
process for the expenditures under the above major categories.

State’s Purchasing System.:

Purchase Orders: The state's purchasing system utilizes purchase
orders to record encumbrances for budgetary control purposes. These
encumbrances represent the estimated amount of expenditures related to
the state's commitments concerning unperformed obligations or contracts
for goods or services. In other words, open purchase orders for goods or
services not yet received are the budgetary encumbrances against
resources.

State agencies initiate purchase orders to record the verbal or written
obligation to vendors to purchase specified goods or services. These
purchase orders are only issued after consideration of compliance with the
applicable purchasing laws and DFA regulations. As indicated at
Appendix B, page 104, state agencies are required to evaluate their
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purchasing need(s) and, based on the costs under consideration, select the
appropriate method for procurement.

DFA, Office of Purchasing and Travel, maintains statewide contracts
that are competitively procured or negotiated with vendors for established
prices for specified periods of time. Also, CDPA maintains select vendors
for the purchase of computers and telecommunication equipment.

After state agencies receive the required oversight approvals to
purchase, they issue purchase orders to record the requisitions for goods or
services. State agencies must forward copies of purchase orders to DFA the
day of issuance. DFA verifies the appropriate purchase prices, use of
authorized contracts and vendors, and the agencies' compliance with state
purchasing laws (MISS. CODE ANN. Section 31-7-1, et.al.)

Payment Vouchers: The agencies receive the goods and services and
must complete a payment voucher form (as prescribed by DFA) to request
the issuance of a warrant against the appropriate funds in the State
Treasury.

DFA, Financial Control, performs additional preaudit functions on
the transactions to assure accuracy of amounts, validity and appropriate
agency approvals, sufficiency of treasury account balances, compliance
with applicable approved purchase orders, and other system checks for
coding/other errors.

State Treasury Warrants: Once DFA approves a payment voucher, it
issues a warrant payable to the appropriate vendor (one warrant per each
payment voucher), The warrants represent negotiable instruments drawn
on the funds held by the State Treasury. The State Treasurer receives the
warrants from financial institutions and disburses checks, issued on the
state's bank demand accounts, to cover the obligations,

MISS. CODE ANN. Section 7-9-14 (1972) authorizes the State Treasurer
to use electronic funds transfers in lieu of warrants, as follows;

. . .to receive, disburse or transfer public funds under his
Jjurisdiction by means of wire, direct deposit, or electronic
funds transfer. . . .

The State Treasurer makes a few payments through banks using
Automated Clearing House disbursements of cash rather than warrants.
Automated Clearing House is a form of electronic funds transfer wherein
various payees can be paid simultaneously for similar disbursements. It
can also be used for an accumulation of many payables due to one payee
(vendor.) The State Treasurer also occasionally uses federal wire transfers
between banks to satisfy immediate cash flow needs between depositories,
rather than writing checks.
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Appendix B
Purchasing/ Disbursement Process
(for Treasury Accounts)

Agency decides
purchasing
needs

Lease
parchaze

under under R 1 writt Prepare P-1 for
Prepare equest written
purshase order hagm slats slate exemplion to not !DPA a ppro\;‘nl of
for selecied tompatitive competitive use Master ease - purchase
vond QL] onlracty, contract?, Lease Program S

TCpare pUTeNase
order for slals
compotitive
contract vendor/
price

It 3

no purchase
order for

lease-purchass

negoiiated
contract?

Obtain iwo Yrite terms,

written quotes conditions,

and deicrmine instruetions, and

lowest and best specifications

quote AND
Advertise and
solicit competilive
sealed bids within
laws,

f

Prepare P-1 and Recelve and
T receive DFA tabulate competilive
approvel on state sealed bids
negotiated col AND
Determine lowest
and best compelitive
bid
Y | 2 J i Y
Prepare purchass Propare purchase Prepare P-1 with all
order for state order for approved proofs and documents
negotiated contract{ | queteer solccted and receive DFA
vendorf price bid gpproval on selected  J
id

)

Department of Finance and Administration (DFA), Financial Control, must receive a copy [ ¥
of purchuse order for verification of purchase.

Purchase order
topy goes to
vendor or relayed
by telephone

Goods or services

Agency prepares
are received and Boncy biepa

payment voucher
for DFA approval

DFA, Finaneial Conlrol, preaudits payment voucher for disbursement of Treasury

aceount funds and supporting vendor invoices and support (P-1, ete.), approvals, -t
Yy
DFA issues warrant
DFA approves | o7 the State . Warrant delivered/ | Agency mails
paymel:ll: voacherl o :‘i:gus;xgmf:; :hat - mafled to agency warrant to vendor

Notes: P-1 represents Request for Authority toe Purchase form to DFA, Office of Purchasing and 1vavel.
Single source and emergoncy purchases over $500 require P-1 issuance,

i 13 pwrchase is for general personal service contract, attorney personal services, or
computer/telecommunications goods/ services, other oversight agencies' approvals must be received.

SOURCE: PEER compilation, Mississippi Agency Accounting Pollcles and Procedures Manual,
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Appendix C
Authoritative Organizations Governmental
Generally Accepted Accounting Principles (GAAP)

. ] American
National Financial Institute of Government
Governmental| Council on gccognthng Certified Finance
Accounting Governmental tandards Public Officers Others
CATEGORIES Standards Accounting Board Accountants Association
(GASB) (NCGA) (FASB) (ATCPA) (GFOA)
1 2 3 4 5 6
il
(Pronouncements | Statements Statements
of Governmental .
Authorities) Interpretations| Interpretations
2 2
Accounting
Principles
(Pronouncements Statements Board (APB)
for topics not Accounting
addressed in 1) Interpretations] Research
Bulletins
3
Industry andit
ides and
(Pronouncements . gul "
& literature from chhn}cal Technical accounting
Bulletins Bulleti guides
expert ulletins Statements of
accountants) iy
position
4 .
Recognized and
X Aecounting prevalent
(Pra?tlcgs & intrepretations industry
application of practices or
pronouncements) pronouncements
5 1988 GAAFR
GAATR Roview
Concepts Concepts Concepts APB A :
i
{Other accounting Statements Statements Statements Statements zf‘f,‘;‘;é‘éé’ﬁes Texthooks
fiterature) Action Report Status Report | 188ues Fmanc‘ia.il Articles
P Reporting
papers Series

~NCGA was replaced by GASB in 1984. GASB recognizes its statements.

--Universities' accounting complies with principles of National Association of College and University Business Officers (NACUBO)

above these categories.
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AppendixD
Basis of Accounting

STATE OF MISSISSIPPI BUDGETARY BASIS

Under the budgetary basis of accounting, revenues and expenditures
are recognized as cash is received and disbursed. The balance sheet
reflects only a balance in the cash and fund balance accounts, while the
statement of revenues and expenditures summarizes cash receipts and
cash disbursements for the period. Most governmental units, including
Mississippi, use an encumbrance system to assure that budgets are not
overspent. Encumbrances are outstanding purchase commitments which
are not yet liabilities because the goods or services have not been received.

The financial position of an agency (the amount of assets held by the
agency and the amount owed to other entities by the agency) is not
accurately reflected when the budgetary basis is used, therefore the state
uses the GAAP basis of accounting for reporting purposes. Under the
budgetary basis of accounting, the amounts owed to others for goods and
services received are not recorded on the balance sheet. Neither is a portion
of the fund balance on the balance sheet reserved to represent outstanding
purchase orders of the agencies.

STATE OF MISSISSIPPI GAAP BASIS

Governmental, Agency and Expendable Trust Funds
(Modified Accrual Basis of Accounting)

The modified accrual basis recognizes revenues in the fiscal year in
which they become both measurable and available to finance expenditures.
Available means collectible within the current fiscal year or within a
specified number of days in time to pay labilities existing at the end of the
fiscal year. (Mississippi has specified a sixty-day period.) Expenditures are
recorded if an agency has received and accepted the goods and services.
Since expenditures are accrued when they are expected to be paid out of
revenues recognized during the current period, purchases of supplies and
capital expenditures are not recorded as deferred costs but rather as
current expenditures,

Encumbrances representing outstanding purchase commitments for

goods and services not yet received are not recorded as liabilities, but as a
reservation of the fund balance in GAAP financial statements,
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Proprietary Funds and Nonexpendable and Pension Trust Funds
(Accrual Basis of Accounting)

The accrual basis is used in the CAFR to account for the government
operations which are similar to business enterprises., Examples of accrual
basis funds include Mississippi Industries for the Blind, Department of
Corrections Prison Industries, CDPA Data Processing Services, and the
Public Employees' Retirement System. Under the accrual method,
revenues are recognized in the fiscal year in which they are earned and
become measurable; expenses (rather than expenditures) are recognized in
the year incurred, if measurable.

The GAAP measurement focus used in accrual accounting is the
Flow of Kconomic Resources, which recognizes the deferral and
capitalization of expenditures and the deferral of revenues. The statement
of revenues and expenditures represents all costs of providing goods and
services during the period, including depreciation of fixed assets and the
cost of inventories consumed during the period. The accrual basis exhibits
a smoothing effect on the statement of revenues and expenditures, for
example, because expenditures do not include the full cost of purchasing
depreciable property during the period and revenues do not include the
proceeds from the issuance of long-term debt.
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Appendix &
Reporting

STANDARDS

Accountability is the primary reason for external financial reporting.
It expresses the responsibility and obligation to .explain the government's
and government representatives' actions and accomplishments.

The Governmental Accounting Standards Board (GASB) has
identified three primary groups of users of external financial statements
(excluding management):

*(Citizens: taxpayers, voters, public interest groups, the media
(those to whom government is primarily accountable);

*Legislative and oversight bodies: state legislatures, county boards,
city councils, school boards, boards of trustees (those who directly
represent the citizens); and

sInvestors and creditors: individual and institutional investors,
securities underwriters, bond rating agencies, bond insurers
(those who lend or who participate in the lending process).

The objectives of financial reporting, as identified by GASB, are as
follows (see Exhibit 6, page 19, for more detailed explanation):

*Agsist in fulfilling government's duty to be publicly accountable
and should enable users to assess that accountability.

* Assist users in evaluating the operating results of the government
entity for the year.

* Assist users in assessing the level of services that can be provided
by the government entity and its ability to meet its obligations as
they become due.

Financial reports should provide useful information for making
economic, political, and social decisions; demonstrating stewardship of
public funds; and evaluating managerial and organization performance.
These objectives can be accomplished through reporting by:

*Comparing actual financial results with the legally adopted
budgets,

* Assessing financial condition and results of operations,

*Agsisting in determining compliance with finance-related laws,
rules, and regulations, and

* Assisting in evaluating efficiency and effectiveness.
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STATE OF MISSISSIPPI FINANCIAL REPORTS

Exhibit 7, page 20, lists and describes the state's current major
financial statements and related reports that are either distributed or are
available for use by the Legislature, Governor, state agencies, and the
public. Some of these reports are required by statute and some are
nonstatutory, with no specific requirement for the report.

Some of the more significant formal reports are described below to
augment the information at Exhibit 7, page 20:

Comprehensive A Financi eport (CAF. .

The state's predominant financial report for external purposes is the
CAFR. This is a formal report that provides an extensive overview of the
government financial position, for the state as a whole, as of the end of each
fiscal year. Itis prepared by Department of Finance and Administration
(DFA) and audited by the Office of the State Auditor in accordance with
MIsS. CODE ANN. Section 27-104-4 (1972), It is printed and available for the
Legislature in January each year, for the previous fiscal year ending June
30.

Mississippi has produced the CAFR since Fiscal Year 1986. That
was the first year that one document was available to present the financial
position of the state as a whole. Prior to that time individual general
purpose financial statements were compiled and audited for each state
agency.

Mississippi has received the Government Finance Officers
Association "Certificate of Achievement for Excellence in Financial
Reporting” for the CAFR for fiscal years 1987 through 1990. Mississippi is
one of twenty-two states to have ever achieved this distinction.

The state’'s CAFR is an audited report prepared in accordance with
GAAP. The CAFR contains three distinct sections: introductory, financial
and statistical. Appendix F, page 112, provides the contents of these
sections of the CAFR,

Annual Report of Budgetary Basis Expenditures

To supplement the CAFR, DFA prepares the Annual Report of
Budgetary Basis Expenditures. This report supports the CAFR Budgetary
Basis financial statement and is the only source for audited fiscal year
budgetary basis budget and expenditures amounts. The report segregates
the year-end amounts by general treasury account and special treasury
account funds and is presented by:

*Budgetary function (program), and
¢ Agency (department/activity).
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Budget Report (Proposed Budget)

Another of the state's principal reports is the Joint State Proposed
Budget. This is a joint report that presents the executive and legislative
budget recommendations for the upcoming fiscal year prepared by the
Governor's staff (DFA) and LBO. In accordance with MISS. CODE ANN.
Section 27-103-113 (1972), the report is due by December 15 for presentation to
the Legislature and the state agencies. This report represents the
Legislature's sole source for accumulated information to evaluate the
state's proposed budget situation.

The Proposed Budget traditionally has consisted of two major
sections each with distinct parts for both the executive and legislative
budget recommendations. Section I provides summary information and
Section II provides the detail and parts as required by CODE Sections 27-103-
123 through 127. Appendix G, page 113, presents the contents of the
legislative section of report, based on the report for the 1992 legislative
session--Fiscal Year 1993 Recommendation (there was no Executive
recommendation that year because it was the new Governor's first regular
session after his election.)

In the spring of each year, the Legislative Budget Office also
publishes the Budget, which presents the compilation of the actual enacted
appropriations during the preceding session. Also, in accordance with
Section 7-7-45(b) and Article 4, Section 113, of the MI8S. CONSTITUTION, the
Office of the State Auditor prepares a report summarizing the expenses of
the legislative session and the appropriations enacted during that session,

Other Formal Reports

Exhibit 7, page 20, describes other formal reports that certain state
agencies prepare. Descriptions by state agency follow:

The University Research Center prepares three reports which
provide information, both actual, proposed (estimates), and related data,
that supports the state's decisionmaking processes concerning planning
and budgeting,

Two of the reports are statutorily required: 7The Annual Tax
Expenditure Report (CODE Section 57-13-45) and Mississippi Economic
Review and Outlook (Econometric Model - CODE Section 37-141-7). These
reports present data that can be used to make revenue policy and
forecasting decisions. The Mississippi Economic Review and Outlook
(published semi-annually) is also a prime source to assist the Legislature
and the Governor in making decisions on the state's missions and goals
and how the government may better meet the needs of the citizens and
direct the state toward continued and expanded growth.
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Another report that the University Research Center prepares is not
statutorily required, but the center has formally presented it at the
beginning of each legislative session for the past few years. Mississippi - A
Fiscal Summary consists of actual fiscal year information contributed by
DFA. The report shows trend information (usually ten years), graphs,
estimates and narratives on the revenues, expenditures, and cash balances
of the state. The University Research Center produces the report in six
sections, as follows:

A General treasury account fund revenue estimates for current
and subsequent fiscal years

State Tax Commission- general treasury account fund
revenues (detail)

General treasury account fund cash balances fluctuations
Special treasury account fund, state and federal sources
Governmental expenditures

Appendices (columnar exhibits to support graphs)

HEgO W

The State Tax Commission currently prepares three reports to
summarize that agency's general tax revenue collections and transfers:

*Annual:
--A report of State Tax Commission fiscal year general revenue
collections (included in the State Tax Commission’s Annual
Report, formerly Service Bulletin).

*Monthly (no specific statutory requirements):
--Monthly Report of Tax Commission Transfers:
Transfers to state Special Treasury fund accounts for other state
agencies and diversions outside state government (to localities).
--Cash Report:
Collections received by type of tax.

The Office of the State Treasurer: In accordance with Section 7-9-47
and Article 4, Section 115, MI1SS. CONSTITUTION, the State Treasurer
annually prepares a report of the Office of the State Treasurer’s fiscal year
collections/disbursements (referred to as receipts/expenditures). This
information is published as the Treasurer’'s Annual Report, which
supplies other information, such as:

* Historical trend information concerning the state's June 30 cash
balances, interest revenues, bonded indebtedness.

* Annual summary of activities in:
--general treasury accounts,
--special treasury accounts,
--clearing accounts

* Funds invested by the Office of the State Treasurer and annual
interest revenues

* Bonded indebtedness information
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Appendix F

Contents of Comprehensive Annual Financial Report

NOTE:

(CAFR)

INTRODUCTORY

Leiter of transmittal: familiarizes the reader with the overview of
the state's government, specifically-
Economic conditions,
Accomplishments,
Future initintives,
Financial information,
General government functions {Governmental funds),
summarized financial data,
General T'und balance,
Enterprise Qperations,
Pension Trust Fund Operations,
Debt Administration,
Cash management,
Risk management, and
Othex matters,

Certifieate of Achievement for Excellence in Financial Reporting*
Officials of State Government
Organization Chart

FINANCIAL

Auditor's Report

General Purpose Financial Statements (ineluding notes)

Combining and Individual (GAAP) Fund Financial Statements
and Supporting Schedules

STATISTICAL
{and Economic Data)

Ten fiscal years' presentation on the state'’s:

Governmental Fund Fype.-
Expenditures by Function
Rovenues by Source
State Tax Revenues by Source

Net General Long-term Bonded Debt Per capita

Ratio or Annual Debt Service for General Long-term Bonded
Debt to Total Revenues and Expenditures

Revenue Bond Coverage

Computation of Legal Debt Margin (Article 4, Section 115, MISS,
CONSTITUTION requirement)

Ten calendar years’ presentation on the state's:
Demographic Statisties
Economie Characteristics
Bank Deposits, Retail Sales, Median Household IHsposable
Income
Population and Employment
Average Annual Employment by Sector
Average Annual Wages by Sector

Principal Industrial Employers
Ten academioc years’ presentation on the state's:
Publie School Enrollment
Full-time Equivalent Student Enrollment - Community and
dJunior Colleges
Full-time Equivalent Student Enrollment - Universities
Miscellaneous Statistics

*For prior fiscal year, when awarded by GFOA,

SOURCE: PEER analysis of Mississippi CAFR, Fiscal Year Ended

June 30, 1991,
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Section I

Appendix G
Contents of Joint State Proposed Budget

Letter of transmittal
Discussions -Estimated general treasury account funds
revenues and expenditures

Statements:
I Calculated general treasury account funds available
II  Detail of general treasury account funds estimate
IITI Recommended general treasury account funds by
"general fund" agency budget *
IV  Recommended total treasury account funds by
"general fund agency budget *
V  Recommended special treasury account funds by
"special fund" agency budget *
VI  Recommended total state budget--all treasury

account funds
Part I - "General fund agencies”
Part II - "Special fund agencies”

Section II (Requests and Recommendations)

Parts**:

I
II
ITI

NOTES:

* Includes requested amounts from agencies and two previous years'
unaudited total amounts; all "general fund" agencies' budgets subdivided

Detail and narratives of "general fund” agencies
Detail and narratives of "special fund" agencies
Detail and narratives of State Highway Department
(Department of Transportation)

by governmental program.

** Includes amounts by major object of expenditure for other than lump

sum budgets.

SOURCE: PEER analysis of Proposed Budget for FY 1992 legislative

session.
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Appendix H
Original Statewide Objectives Listed in the SAAS Request for Proposal

SAAS was to meet "all generally accepted accounting principles (GAAP)
for governmental entities."

SAAS meets this objective because it was programmed to allow the state to
meet GAAP.

Some on-line agencies have expressed a desire that DFA modify SAAS to
further automate the process. DFA should consider the concerns of these
agencies and direct its procedures toward maximum efficiency and
reduced paperwork for all agencies.

maintain accumulated data on both a cash and GAAP basis for budgetary
and financial reporting;

SAAS meets this objective.

provides timely information through on-line access and/or standard or
user-defined reports;

SAAS has not been programmed to meet this objective fully.

As mentioned in the “Benefits of SAAS” section of this report, SAAS
provides timely information through on-line access and standard reports.
However, after three years DFA has not developed modifications to allow
agencies to program their own reports in a timely manner. A discussion
of reporting needs not yet met is discussed on page 70.

provides internal controls and complete audit trails;

SAAS meets the objective of internal control, but requires an additional
programming change to meet fully the requirement for complete audit
trails,

%Denotes that SAAS has met this objective fully.
**Denotes that SAAS has met this objective partially.
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Appendix H (continued)

5**

SAAS contains edit checks to catch errors and is set up to require a
separation of duties which is important to internal confrol, SAAS also
links one document to another so that auditors may trace transactions
from start to finish. A weakness existed in SAAS audit trails because
auditors could not determine which Financial Control Department
operators or internal agency personnel had approved transactions in
SAAS. When DFA upgraded SAAS to an updated version of AMS's Core
operating software in June 1992, SAAS gained this basic capability. The
weakness will continue to exist until DFA creates SAAS system files to
take advantage of this GFS capability.

is understandable by and practicable for all levels of users within each
agency;

This objective will not be met fully until training is improved.

SAAS is not easy to learn quickly. Many SAAS users say that it is not
“user-friendly." The answer to this problem is a support system for
employees consisting of easy-to-use training manuals and regular
training sessions conducted by SAAS staff which are available to all
users. These have not been a priority of DFA. These suggestions are
discussed in detail on page 76.

performs internal financial management and external financial
reporting as expected;

This objective has not been met fully.

SAAS meets external financial reporting requirements as exhibited in the
CAFR. Some aspects of internal management have improved as
described under the “Benefits of SAAS” section. SAAS has improved
internal financial management by allowing small departments to be
managed within a larger budget and by allowing on-line and off-line
agency personnel access to up-to-date information appearing on computer
screens daily. But SAAS has fallen short in meeting some other internal
financial management needs of agencies because ad hoc reporting for
agencies has not been developed. Some agencies have other suggestions
for programming SAAS to add information helpful in management. DFA
should listen to the concerns of agencies and program SAAS to allow for
the greatest efficiency for all agencies. :

*Denotes that SAAS has met this objective fully.
*"Denotes that SAAS has met this objective partially,
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APPENDIX H (continued)

7**

9

includes budgeting and forecasting tools to achieve program budgeting for
legislative and management reporting;

SAAS has not been programmed nor have procedures been set to meet
this objective. ' '

DFA purchased the Advanced Budget Preparation (ABP) module to
provide budgeting and forecasting tools. ABP would allow agencies to pull
information automatically from the actual SAAS financial statements to
use as a base for developing next year's budget, thus reducing manual
preparation of the budgets. DFA paid $16,000 for the ABP in FY 1990 and
later paid $28,180 for additional programming modifications to meet state

- specifications. However, DFA did not properly plan and coordinate an

agreement between the DFA Budget Office, LBO and the on-line agencies
on use of the subsystem before purchasing it and paying the additional
$28,180 in modifications. Because consensus was not reached between the
parties on use of ABP, DFA tabled the project. As a result, the agencies
still do not have use of a budgeting program to ease the preparation of
budgets.

SAAS has the capability to be modified for program (activity) budgeting, as
explained on page 69.

eliminates reconciliation between each individual agency and state
control agency;

SAAS meets this objective for the seven on-line agencies. The seven on-
line agencies do not have to reconcile their internal accounting records to
the state-level records generated by SAAS.

maintains accumulated data for grant reporting.”

SAAS maintains accumulated data for grants; however; DFA has not
programmed SAAS to allow for satisfactory grant reports. For instance,
Disability Determination Services makes monthly reports to the federal
government which it must manually complete because SAAS has not
been programmed to produce these reports correctly.

. %Denobes that SAAS has met this objective fully.
“*Denotes that SAAS has met this objective partially.
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