Key Points Of Report

An Audit Report on
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Overall Conclusion

The Uniform Statewide Accounting System (USAS) began operation on September 1, 1993, and is
fulfilling many of its original requirements for a statewide accounting system. However,
recommended improvements will help USAS provide more reliable, cost-effective information for
statewide and agency-level financial decision-making.

Key Facts And Findings

« Improved planning and monitoring of progress for USAS are needed. The Comptroller’'s Office
and user agencies should improve strategic planning. A group with representation similar to the
inactive USAS Project Advisory Committee would be appropriate for this planning effort. Also, the
Comptroller’'s Office should perform cost/benefit analyses and monitor ongoing results of USAS
enhancements to ensure cost-effective development of the remaining system features.

+ Improved controls are needed to ensure reliable statewide accounting information and to protect
the State’s assets. The Comptroller should further adapt accounting controls to the USAS
environment and provide more timely, clear, and consistent guidance to agencies.

Some data contained in USAS, the accounting system of record for Texas, does not match the
published financial reports for the State such as the annual financial reports. To reduce data
errors, the Comptroller’s Office and user agencies should improve timeliness of reconciliations,
controls over data entry, and monitoring and analysis of USAS data to detect and correct errors
as soon as possible.

Stricter statewide security controls over USAS and the Texas Payee Information System (TPIS),
as well as improved separation of duties at agencies, are needed to help prevent fraud and to
identify and reduce the risk of exposure to other errors and irregularities.

* Improved USAS systems development processes would reduce the risk of system problems and
increase efficiency. The Comptroller should improve and enforce processes for systems
analysis, user involvement, and project management.
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he Uniform Statewide Accounting System

(USAS) began operation on September 1,
1993. Itisfulfilling many of itsoriginal
requirements for a statewide accounting
system. However, there are opportunities for
improvement in the areas of planning, support,
controls, and development. These
improvements will help the Comptroller’'s
Office and user agencies provide more
reliable, cost-effective, statewide and agency-
level financial information.

Better Monitoring of Progress
and Resources Along with a Well-
Defined Strategy for the Future of
USAS Are Needed

The Comptroller’s Office and user agencies
need to improve planning and monitoring of
USAS efforts to make the best use of state
funds. Areas for improvement include
monitoring the progress of USAS, determining
the cost/benefit of enhancements, assessing
personnel resources, and strategic planning.

First, the Comptroller’s Office and user
agencies should reassess the need for the
undeveloped USAS features. Then, they
should schedule development of the cost-
justified features based on available resources.
Agencies need to know which and when
remaining features will be implemented.

Secondly, the Comptroller’s Office needs to
periodically monitor achievement of USAS
objectives and the cost effectiveness of the
system. Thiswould help determineif USASis
“on track” or if changesin objectives or
priorities are needed.

The Comptroller’s Office has not compared
actual cost avoidance and cost savings with
USAS costs. Between fiscal years 1988 and
1997, the Statewide Systems Devel opment
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Division will have spent $40 million to
develop, maintain, and support USAS. While
this comparison may no longer be a
productive exercise, the Comptroller should
estimate and monitor the cost/benefit of future
USAS enhancements.

The Comptroller’s Office should improve the
allocation and monitoring of USAS personnel
resources. By not assessing personnel
resource requirements for USAS initiatives
and ongoing services, the Comptroller's
Office increases the risk that its deadlines and
performance targets will not be met.

The Comptroller’s Office and user agencies
should create and maintain a strategic plan for
USAS. A group with representation similar to
the inactive USAS Project Advisory
Committee would be appropriate for this
effort. Balancing the differing needs of
oversight agencies, internal users, and
reporting users will be achallenge in creating
thevision for such aplan. Active
participation by all groupsis critical to the
plan’s success. The Comptroller’s customer
serviceinitiatives are a positive step toward
obtaining statewide input to begin strategic
planning.

Improved Controls Are Needed to
Ensure Reliable Statewide
Accounting Information and to
Protect the State’s Assets

Statewide and agency-level accounting
controls and practices have not been
sufficiently adapted from the Financial
Accounting and Control for Texas System
(FACTS) to USAS. Thisincreases the risk that
statewide accounting information may be
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unreliable. Likewise, thisleaves statewide
accounting operations more vulnerable to
errors, irregularities, or fraud.

The Comptroller should emphasize identifying
and improving those areas of statewide
accounting operations that are particularly
vulnerable. Asthe accounting officer for the
State, the Comptroller should work with
agencies to ensure consistent implementation
of statewide accounting policies.

One specific areafor improvement isin the
processes for communicating statewide
accounting policies and procedures. The
Comptroller’s Office should establish and
enforce procedures to guide their staff in
disseminating information to state agenciesin
amore timely and understandable manner.
Thiswould help ensure that agencies
implement statewide requirements more
consistently.

Much of the USAS datais accurate and timely.
However, some datain USAS, the accounting
system of record for the State, does not match
published financial reports such as the annual
financial reports. The impact of such errors
will increase as state leaders begin using
USAS more frequently to monitor financial
progress throughout the year.

To reduce data errors, the Comptroller’'s
Office and user agencies should improve
reconciliations, adjusting entries, and controls
over dataentry. They should also periodically
monitor and analyze USAS data to detect and
correct errors as soon as possible.

The Comptroller’s Office and user agencies
should take additional measures to tighten
security controls to prevent fraud and to
identify and reduce the risk of exposure to
other errors and irregularities. A
Comptroller’s Claims Division post-audit
identified an instance of fraud caused by
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inadequate separation of duties at an agency.
New USAS capabhilities will now enable the
Comptroller’s Office to implement a
preventive control to help detect such risk.
The Comptroller could periodically identify
these risks and notify the involved agencies.

To further enhance security controls, the
Comptroller should update and enhance
guidance and requirements for agency security
coordinators. Agencies should be required to
periodically review user access for al agency
personnel to ensure that all users are still
employed with the agency and that their level
of accessis necessary for their job duties.

Improved USAS Systems
Development Processes Would
Reduce the Risk of System
Problems and Increase Efficiency

Key elements of a systems development
methodology for USAS are omitted or not
fully implemented. Thisincreases the risk of
system problems and decreases efficiency of
the enhancement and maintenance work.

The Comptroller should clearly define all key
processes for maintenance and enhancement
of USAS. Likewise, it should establish an
ongoing quality assurance function to monitor
and assess the adequacy of these key
processes. In addition, the Comptroller's
Office should continue striving to obtain user
participation at critical points of the
development process. Finally, the
Comptroller should more consistently estimate
and monitor USAS development manpower
requirements and improve status reporting.

JANUARY 1996




Executive Summary

JANUARY 1996

Management’s Response

We are pleased that the overall results of this
audit show USASto be meeting many of the
original and needed requirements for a
comprehensive statewide accounting system.
This project has been a major undertaking for
our office that required the cooperation and
participation of 254 user agencies and
universities. The magnitude of the project has
been such that we recognize that we still have
work to do to achieve the results we desire for
the statewide system. Therefore, the audit will
beamajor helpto usinlining out priorities.

The auditors have provided us with a number
of suggestions that will improve the efficiency
and effectivenessin our continued
enhancements of USAS. The acceptance of
their recommendations can be noted in the
actions we have already taken to implement
their suggestions (which are provided in more
detail in the body of this report).

It has been our strategy to involve the users of
USASIn its development to the greatest extent
possible. Over the years we have
experimented with a various number and types
of forums that we felt were most conducive to
user involvement. However, we now recognize
the need to better formalize this invol vement
through such processes as strategic planning,
updating of the Satement of Condition, and
more improved cost benefit analysis, as
recommended by the auditors.

The replacement of the Financial Accounting
and Control for Texas System (FACTS) by
USASrequired a shift in the paradigm for
processing financial information for the Sate.
This has resulted in changing the types of
accounting controls that have been used in the
past, along with our methods of
communicating those changes. The auditors
have again provided us with constructive
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suggestions that will improve on necessary
controls.

The future enhancements to USASare
important to fulfilling the vision that has
guided usin the development of USAS. Like
all successful designers of software
applications, we recognize that user demands
increase with each success that is brought to
the market. Our ability to meet those demands
will hinge greatly on our ability to make
modifications in a timely manner with user
involvement. The auditors have provided us
with valuabl e suggestions on how we can
improve the change process.

Our vision for USAS has been to create a
financial information systemthat is being
used by agencies and universities because of
their desire and not because of an official
mandate. The recommendations that have
been provided by the auditorswill help usin
creating a more user friendly product that is
meeting the demands of our users. Lastly, we
would like to thank the State Auditors for their
patience and thoroughness in obtaining their
under standing of USAS.

Summary of Objective and Scope

The audit objective was to assess the adequacy
and accuracy of USAS as a comprehensive
statewide accounting system.

The scope included review of controls over
USAS and statewide accounting at the
Comptroller's Office and at 11 state agencies
and universities. Alsoincluded were
interviews and limited data collection at
additional agencies and universities, review of
the USAS system development processes, and
automated analysis of the USAS data.

PAGE 3




PAGE 4

This page intentionally left blank.

AN AUDIT REPORT ON
THE UNIFORM STATEWIDE ACCOUNTING SYSTEM (USAS)

JANUARY 1996




he Uniform Statewide Accounting System (USAS) is fulfilling many, though not all, of its original
requirements for a statewide accounting system. However, there are areas for improvement in the
adequacy and accuracy of USAS and in efforts to support the system.

The basic components of USAS have been operational since September 1, 1993, providing the State with
both cash basis and accrual basis statewide accounting data. USAS is ageneral ledger accounting system
that tracks both revenues and expenditures and compares them with agency and university appropriations.

While USAS provides functionality not available with the previous Financial Accounting and Control for
Texas System (FACTYS), it isunknown if the benefits provided by USAS equal or exceed the cost to
develop and implement the system. Some secondary components of USAS are not yet developed and may
no longer be needed or cost beneficial. The ultimate tests for USAS are whether it is adequate and
accurate and whether it can deliver cost-effective benefits for the State with the funds used to create and
maintain it.

As the accounting system of record for Texas, USAS must contain accurate, integrated, comprehensive,
consistent, and timely accounting information. All state entities, including the Comptroller’s Office, have
arolein ensuring that USAS is adequate for statewide decision-making. All have aresponsibility to
ensure that the data entered and maintained in the system is accurate. The Comptroller’s Office provides
the main infrastructure for USAS, and all state agencies and universities provide data to the system.

Section 1:

Better Monitoring of Progress and Resources Along with a Well-
Defined Strategy for the Future of USAS Are Needed

Section 1-A:

Core Functions of USAS Began Operation in Fiscal Year 1994,
Some Secondary Specifications Remain Unscheduled for
Implementation

USAS began operation on September 1, 1993, with the implementation of the basic
functions necessary for it to be the accounting system of record for the State.
Development of year-end processing and secondary specificationsis ongoing. Until
the outstanding specifications are re-evaluated and prioritized by the users, individual
agencies will not know with any certainty what additional functionality will be
provided by USAS in the next few years.

USAS provides the State with capahilities not available from the prior Financial
Accounting and Control for Texas System (FACTS). Currently, USAS contains both
cash basis and accrual basis statewide general ledger accounting datafor all state
agencies and universities. In addition, it is used as the internal accounting system by
105 agencies. USAS tracks revenue and expenditure data that can be compared to
agency appropriations. Indirect administrative costs can be allocated to appropriation
strategies for this purpose. More efficient payment processing includes combining
multiple payments for a vendor and reducing paperwork and time needed for payments
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to be processed. In addition, agencies and universities can transmit and access data
on-line, saving overall processing time.

As of June 1995, the features listed below have not been implemented:

fixed assets bond subsystem

cash receipts budget preparation
annual financial reports recurring transactions
labor distribution grant billing
accounts receivable project hilling

Not al of these features have aformal priority or target date for implementation.
Some of these features may no longer be cost beneficial or needed. For remaining
specifications not eventually implemented, internal users will continue to use their
current manual and automated methods of performing these functions.

In 1992, recognizing they had insufficient resourcesto implement all USAS
specifications by the target date of September 1, 1993, the USAS project team
recommended prioritization of the remaining USA S requirements. The team published
a Statement of Condition, which provided this prioritization and addressed the level of
effort remaining to implement a basic system (Phase 1) by September 1, 1993. Phaselll
(year-end processing) and Phase 111 (secondary specifications) USAS functions,
including many of the currently unimplemented features, were to be incorporated over
time. Sincethe publication of the Satement of Condition users have requested
additional changes and given some of these newer changes higher priority than the
Phase 111 features.

Normally, specifications for automated systems are “frozen” prior to programming,
and only required changes to specifications are made from that time until
implementation. Thisis necessary for efficient systems devel opment; constantly
changing requirements during programming and testing greatly increase the risk of
system bugs and overruns on project schedules and budgets. Once asystemis
implemented, enhancements and new user needs can be addressed in a systematic
manner.

According to Comptroller personnel, the unaddressed features no longer have as strong
an impact on agency decisions to become reporting versusinternal users. Currently,
the desire of some agenciesfor fully integrated financial information systems (with
even broader functionality than was planned for USAS) causes them to remain
reporting agencies. For example, many agencies are now considering remaining
reporting agencies because they want purchasing (not planned for USAS) integrated
with their accounting system. The desire for client server technology® is another
reason some agencies are investigating remaining reporting users when replacing or
updating their accounting systems.

IClient server technol ogy offersthe potential benefits of better response time, an
accounting system customized for the particular agency needs, and more fully integrated
agency-wide financial information systems.
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During the audit, we documented the status of the USAS specifications based on
information obtained from various sources. Results are presented in Appendix 2.2, an
assessment of current USAS functionality.

Recommendation:

The Comptroller’s Office and user agencies should reassess the need for the
outstanding features and schedul e the devel opment of the cost-justified features based
on available resources. Updating the Satement of Condition isthefirst stepin
tracking implementation status of specifications. The updated documentation should
include new functionality not identified in the 1992 Satement of Condition, aswell as
previously defined enhancements no longer planned for implementation.

The Comptroller should distribute the updated Statement of Condition to all users.
Knowing when or if certain features will be addressed in USAS will enable agenciesto
consider USAS as an option for related financial processing and information needs.
Thisinformation will also help users plan coordination with statewide accounting.

Management’ s Response:

We agree. The Comptroller’s Officeis developing a plan to update the Satement of
Condition. This plan will be completed by January 31, 1996. The plan will also be
updated on a periodic basis.

Section 1-B:
Evaluate Achievement of USAS Objectives

The Comptroller’s Office has not evaluated the achievement of the primary objectives
of USAS, which are listed below:

. meet Sate and GAAP financial reporting requirements;

. meet agencies’ general accounting requirements and, thereby, reduce the
number of separate accounting systems in the state;

. provide accurate and consistent information on a timely basis;

. reduce the cost of the Sate' s accounting and budgetary processes; and

. provide better accountability by implementing a cost accounting system.?

Our audit work noted evidence of progress on or achievement of the objectivesin all

cases except one. We could not determine whether the cost of the State's accounting
and budgetary processes have actually been reduced. No measurement system exists
for collecting or monitoring these costs.

2Comptroller of Public Accounts, State Government Accounting Division, Uniform
Satewide Accounting System Revised Functional Specifications, July 1990, page I-7.
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A brief status of the original objectives based on information collected during this
audit isshown in Figure 1. (For more detailed information on the status of these
original objectives, see Appendix 2.3.)

Figure 1:

Status of Original USAS Objectives

ORIGINAL OBJECTIVE

CURRENT STATUS

Meet State and GAAP
Financial Reporting
Requirements

Overall, USAS is designed to maintain accounting data consistent with GAAP
and National Association of College and University Business Officers
(NACUBO) standards. The Comptroller plans to produce some parts of the
AFRs directly from USAS at the end of fiscal year 1996.

Meet Agencies’ General
Accounting Requirements
and, Thus, Reduce the
Number of Separate
Accounting Systems in the
State

Based on the original cost/benefit study, the Comptroller has been successful
in achieving the objective of having at least 30 agencies as internal users by
the end of the second year of system operation (August 1995).

As of September 1995, 105 “internal” agencies used USAS as their internal
accounting system. The other 137 “reporting” agencies and the 63
universities continue to maintain their own internal accounting systems and, in
addition, report information to the central USAS data base.

Provide Accurate and
Consistent Information on a
Timely Basis

USAS capabilities, as well as changes in statewide accounting legislation,
policies, and procedures, have resulted in more timely processing of
payments and recording the expenditures of state funds.

While much of the information on USAS is accurate, consistent, and timely,
improvements can be made, as discussed in Section 2 of this report.

USAS is at risk of having incomplete and inaccurate data, due to the fact that
there is no strong incentive or enforcement power to ensure that agencies
report complete and accurate data.

Reduce the Cost of the
State’s Accounting and
Budgetary Processes

Not all of the planned budgetary functions have been implemented. It is
unclear at this point whether USAS will actually lower the cost of the State’s
accounting and budgetary processes. No measurement system exists to
collect or monitor such cost data.

Provide Better Accountability
by Means of a Cost
Accounting System

USAS provides cost accounting capability to the object code level, which was
the original intent of the system design.

The USAS core cost accounting capability was not intended to support
activity-based cost accounting % or detailed grant and project billing.

*The Federal Accounting Standards Advisory Board recommends requiring activity-
based cost accounting for entities receiving federal aid, effective September 30, 1996. This may
entail more detail than provided by the current object codes.

High-level objectives help define the direction and priorities for the devel opment of a
system like USAS. Periodic monitoring and evaluation of the objectives helps
determineif the system is“on track” and if adjustmentsin objectives or priorities are
needed. Objectives can betied to intangible and/or quantifiable benefits. (Section 1-C
of this report addresses quantifiable benefits of USAS.)

AN AUDIT REPORT ON
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Recommendation:

The Comptroller and user agencies should periodically re-eval uate objectives of USAS
as part of an ongoing planning and monitoring process. As appropriate, objectives
should be added or objectives not yet fully achieved should either be amended or
addressed in a plan for future action.

Management’ s Response:

We agree. Thiswill be included in the Satement of Condition that will be updated on
a periodic basis.

Section 1-C:
Evaluate the Cost Effectiveness of Remaining USAS Features

To date, the actual cost/benefit for USASis unknown. The Comptroller’s Office has
not compared actual cost avoidance and cost saving figures with the development cost
for USAS. Periodic evaluation of the costs and benefits of USAS would have hel ped
determineif the system was “on track” and if adjustments in planned activities or
priorities were needed.

By the end of fiscal year 1997, the Comptroller’s Office will have expended
approximately the full $39.8 million originally estimated as the devel opment and
initial maintenance and support cost for USAS. The status of the quantifiable benefits
of USAS, originally estimated at $61.5 million* for the same period, is unknown. This
does not necessarily mean that USAS is not cost beneficial. While some benefits may
no longer be achievable, new benefits have likely been derived from features added to
the original design.

Updating the cost/benefit figures would determine the actual net cost/benefit.
However, two main factors lessen the value of such an exercise. These factors are the
lack of supporting documentation for theinitial cost/benefit estimates and the lack of
collecting and monitoring benefit data as development proceeded.

As of the end of June 1995, the Comptroller’s Office Statewide Systems Devel opment
Division had expended an estimated $33.7 million to devel op, maintain, and support
USAS. Thisfigure does not include administrative costs, telecommunications costs,
master |ease expenditures, Budget Execution and Monitoring System (BEAMS)
project expenditures, or ongoing Data Services and Fiscal Management operations for
the implemented system. In addition, agencies and universities have contributed
significant resources to help develop, test, and convert to the new system.

*The cost/benefit did not reflect the total value added for more comprehensive,
consistent statewide accounting information, one of the primary objectives for USAS.

AN AUDIT REPORT ON
THE UNIFORM STATEWIDE ACCOUNTING SYSTEM (USAS) PAGE 9



PAGE 10

Thefiscal year 1996-1997 General Appropriations Act contains $31.4 million for all
Uniform Statewide Accounting Project (USAP) components (USAS, Uniform
Statewide Payroll System, Human Resources Information System, and the State
Property Accounting System), of which $6.8 millionis planned for USAS, Texas
Payee |dentification System (TPIS), and related subsystems. Specific deliverables for
USAS through fiscal year 1997 include the 90-day agency and university annual
financial reports, various Phase |11 features, correction of various system errors, and
other miscellaneous enhancements. In addition, other funds are allocated separately
from USAS to assist agenciesin procuring and implementing USA S-compatible
accounting systems using client/server technology. Cost/benefit estimation and
monitoring could help ensure the cost effectiveness of these planned enhancements.

Recommendation:

The Comptroller should perform a cost/benefit analysis for the remaining USAS
features. The objective of the analysis should be to determine whether planned USAS
features would be cost effective in meeting system objectives. Monitoring the status
of costs and benefits would identify areas for improvement or emphasis and may even
indicate the need to cancel development of features determined not cost effective.

Management’ s Response:

We agree that a cost benefit analysis should be performed for all of the remaining
USASfeatures. The cost benefit analysis will be updated on a periodic basis.

Section 1-D:
Improve Assessment and Monitoring of Personnel Resources
Required for USAS Initiatives and Ongoing Support

The current hiring freeze at the Comptroller’s Office, plus the lack of requested fiscal
years 1996-1997 funding for contracted programming support, leaves fewer available
personnel to complete initiatives and provide ongoing support functions such as
appropriations control, pre-audits, post-audits, user training, and data entry. By not
assessing and monitoring resource requirements for USAS initiatives and ongoing
services, the Comptroller’ s Office increases the risk that deadlines and performance
targets will not be met. Knowing not only the total available personnel resources but
also resources needed for each initiative or ongoing serviceiscritical in prioritizing
and identifying what can reasonably be accomplished at an acceptable quality level.
Manpower estimates are particularly important in an environment like the
Comptroller’ s where personnel are often assigned concurrent responsibility for
projects and ongoing support activities.

The lack of personnel resource assessment and monitoring appeared to be one factor in
postponement of CAFR/USAS work group deadlines and the low percentage of
planned post-audits completed for fiscal year 1995.
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Personnel resource allocation problems can ultimately impact customer satisfaction
and productivity. For example, the lack of personnel resource assessment may have
contributed to delaysin the planned implementation of the statewide Accounting
Policy Statement Number 4 (APS4).° The delay caused agencies to have to
retroactively adjust their accounting records for several months of fiscal year 1995.
Likewise, during the past year, users indicated that response time to agency assistance
guestionswas slow. The Comptroller’s Officeis addressing this situation, but better
assessment and monitoring of personnel resources for this function may have detected
the problem earlier and prevented some user dissatisfaction and unproductive time.

Among the initiatives and ongoing functions that would benefit from improved
resource allocation and monitoring are the following:

. appropriation control processes

. claims post-audit process

. USAS enhancements via the ACR process
. customized agency training

. Phase Il initiatives

. client server technology

. agency assistance

Recommendation:

The Comptroller’s Office should assess and monitor personnel resource requirements
and consider resource constraints when setting and monitoring USAS goals, priorities,
performance targets, and deadlines to ensure that they adequately avert the potential
risks.

The Comptroller’s Office should set minimum performance levels for ongoing USAS

and statewide accounting activities and determine the personnel resources required to

achieve those performance levels. In addition, management should estimate personnel
resources needed to complete projects. |If resources are inadequate to reasonably meset
performance targets and deadlines, management should consider other alternatives.

Management’ s Response:

We are not completely convinced that setting minimum resource levels for all activities
iseither feasible or productive. A significant portion of our resources are spent on
demands made by entities outside of our control. Setting resource levels would not, in
our opinion, be a productive exercise. We know that the continued enhancements for
USASwill be calling on resources that are beyond the hours that are available to us.
In many instances we will not have the luxury of eliminating projects based on a

APS4 addresses the implementation of Governmental Accounting Standards Board
(GASB) Statement No. 24, “ Accounting and Financial Reporting for Certain Grants and Other
Financial Assistance.”
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prioritization of available resources. However, we will take into consideration this
recommendation for assessing personnel resources for “ controllable” activities.

Section 1-E:

Define Statewide Strategies to Address Future of USAS

Thereis no strategic plan guiding the various USA S devel opment and improvement
initiatives underway. Decisionsto pursue specific initiatives are not based on a
common statewide vision for the present and future of USAS. Strategic planning
would provide better information to set priorities, guide research, and reduce the risks
involved in implementing new technology for statewide accounting.

The current client server initiative illustrates the risk of implementing new technology
without a clear strategic direction. The Comptroller isakey player in thisinitiative
and is considering investment in a statewide license for client server based accounting
and financial information software for use by reporting agencies. While at least five
agencies have expressed interest, the overall statewide level of user need and interest is
unknown. Some of the functions planned for the client server systems are also planned
for the central version of USAS, yet central implementation of these functions has
been delayed. Thedelay is reportedly due to lack of user priority and lack of
development resources. While the client server initiative could further reduce the
number of separate accounting systemsin the State, it is unknown if thisisthe best use
of statewide resources given the lack of clearly defined strategies for USAS.

USAS' dual objectives of providing both statewide accounting and individual agency
accounting capabilities does not lend itself easily to statewide consensus and thus
common vision for a strategic plan. The user population, primarily consisting of the
three groups below, has differing needs from USAS:

. oversight bodies that want the best statewide accounting information possible

. internal agencies that want the best internal accounting capabilities to support
their needs

. reporting agencies and universities that have little incentive to support either

objective since they receive few benefits from the system

Inlieu of astrategic plan, the Comptroller’ s focus on improved customer serviceisa
positive step towards obtaining statewide input to begin strategic planning. Initiatives
to support the customer service strategy include the following:

. monthly “user advisory” meetings with the Deputy Comptroller

. twice monthly meetings with elected user representativesto prioritize ACRs
. a CAFR/USA S work group

. increasing the size of the agency assistance staff

. expanding electronic communications with users

. creation of a calendar of significant statewide accounting dates

AN AUDIT REPORT ON
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. organizing a meeting with attendees representing the various organizations
affected by USAS

These initiatives have increased user involvement, akey ingredient for the successful
preparation and execution of a statewide strategic plan for USAS.

Normally, a steering committee representative of all affected parties follows a process
to gain a consensus of needs and priorities. The committee provides ongoing strategic
direction for a system at the development stage of USAS. Such committees actively
plan strategies for addressing changing technology, regulations, environments, and
needs. It prioritizes goals and objectivesin light of total available resources,
formulates avision, and formalizes that vision into a strategic plan that provides all
affected organizations with a base on which to plan their inter-related individual
futures. The original USAS Advisory Committee isinactive and was not charged with
these specific responsihilities and authority.

Recommendation:

The Comptroller’s Office and user agencies should improve strategic planning to
maximize the cost-effective life of USAS asatool for statewide accounting. A group
with representation similar to the inactive USAS Project Advisory Committee would
be appropriate for this planning effort. The Comptroller and user agencies need to
work together to define potential hurdles to the ongoing success of USAS and
formul ate strategies to addressthem. Active user participation is critical to the
success of the strategic planning effort. All users, including internal and reporting
state agencies and universities, legislative leadership, and oversight agencies, should
provide input on their current and future needs as well as resources available for
statewide accounting efforts.

The plan could identify statewide strategies for USAS that address concerns of users or
the Comptroller’'s Office. Some such issues mentioned in the course of the audit were
user and Comptroller accounting and USAS expertise, data accuracy, system
availability and performance issues, and agency and Comptroller resources for USAS
development and processing. For original objectives and benefits not fully achievable
viaUSAS, the strategic plan should identify and prioritize alternatives to meet the
individual agency and statewide financial management needs.

The Comptroller’s Office, as the administrator and manager of USAS, should initiate
the statewide USAS strategic planning process and provide the following input:

. up-to-date documentation of current USAS functionality, changes pending,
and functions/capabilities not planned for implementation

. up-to-date evaluation of objectives and benefits of USAS
. areasonabl e estimate of what the Comptroller can achieve with its available
resources

AN AUDIT REPORT ON
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Section 2:

Management’ s Response:

We agree. The Comptroller’s Office and users could improve strategic planning for
USAS. Itisour plan to incorporate a section on strategic planning in the updated
Satement of Condition. This planning will be done with the involvement by the users.

Improved Controls Are Needed to Ensure Reliable Statewide
Accounting Information and to Protect the State’'s Assets

PAGE 14

Statewide and agency level accounting controls, policies, and procedures have not
been sufficiently adapted to USAS. Thisincreases the risk that statewide accounting
information may be unreliable. This also increases the risk that statewide accounting
operations may be vulnerable to errors, irregularities, or fraud.

As the sole accounting officer for the State, the Comptroller has the responsibility to
supervise the State' s fiscal concerns and to provide accounting policies and procedures
that serve as accounting controls for the agencies and universities. The Comptroller
should ensure that statewide accounting policies and procedures are clearly
communicated to state agencies and universities to guide them in providing consistent
and accurate USAS accounting data. In addition, the Comptroller should monitor
compliance with the policies and procedures. The agencies and universities should
adapt the statewide policies and procedures to their particular environment and should
adhere to these procedures to ensure the reliability of the data reported to USAS and
the safeguarding of state assets.

Section 2-A:

Continue to Improve Processes for Implementing and
Monitoring Statewide Accounting Controls in the USAS
Environment

Prior to the implementation of USAS, the Comptroller’s Office did not reassess key
accounting controls, policies, and procedures needed to ensure USAS reliability and
adequate protection of state assets. This poses a significant risk to the State because
USAS presents many exposures not applicable in the previous FACTS environment.
Current Comptroller initiatives, such asimprovementsin the annual financial report
(AFR) guidelines, indicate that management is aware of the need for improvement and
is beginning to re-assess accounting controls. Some new policies and procedures have
been developed but have not been written and/or adopted by management.

Evaluating and adjusting existing work processes and controlsisacritical part of the
system development process. |t provides management and users with an opportunity
to familiarize themsel ves with the new automated system and how it will impact their
workplace and the current control environment. It also helps ensure that manual and

automated processing is coordinated and controlled in away that maximizes the
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efficiency and effectiveness of work operations. Without this evaluation and
maodification of overall processes (including policies, procedures, and controls), the
State runs the risk that the new system may not produce data that is complete, valid,
and reliable. Additionally, the system may not be used to its full potential to reduce
manual workloads.

Recommendation:

The Comptroller should continue identifying areas of its statewide accounting
operations that are particularly vulnerable to errors, irregularities, misuse of assets, or
circumstances that may adversely affect the reliability of the statewide financial
information or protection of state assets. In updating its work processes, the
Comptroller should consider how the unique capabilities of USAS could be used to
increase its work efficiency. The Comptroller should assess risk for each area or
process identified, and modify existing accounting controls, policies, and procedures
to address these risks.

Areas and processes likely to need attention include the following:

. security and controlsto prevent fraud

. processes used to detect system or data accuracy errors at both the agency and
statewide level

. processes for testing accounting standards, policies, and procedures devel oped

for use by state agencies

. processes used to monitor agency compliance with statewide accounting
policies and procedures

. appropriation control functions used to monitor agency compliance with
budgets and spending authorization

. Claims Division post-audit function
. profile and transaction code maintenance which ensures that transaction

processing occurs according to GAAP

Management’ s Response:

We will continuein our efforts for identifying areas that are vulnerable to errors,
irregularities, or circumstances that may adversely affect the reliability of our
statewide financial information. During the course of this audit we have already
initiated or instituted the following improvements:
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. Accounting standards, policies, and procedures are being reviewed and tested
mor e rigorously with the assistance of the user community.

. A project group will be recommending formal policies regarding Comptroller
responsibilitiesin the area of data monitoring and validation.

. We have reorganized our appropriation control section to provide morein-
depth expertise and knowledge for agencies with like functions. We have also
provided our appropriation control officers with more training and
responsibilities for monitoring of compliance with budgets and spending
authorization.

. The post audit function is being performed more in accordance with the
Government Auditing Standards as established by the United States General
Accounting Office. We believe that following these standards will produce a
post audit that is more conducive to discovering errorsor irregularities.

. We have instituted new procedures that require the Financial Reporting
Section to review and approve all profile and transaction code changes. This
process should ensure that transaction processing occurs according to
generally accepted accounting principles. Within the next six months we will
also review all of the profiles. These profiles were initially established with
the assistance of the State Auditor’ s Office.

. We have devel oped a new report transmission process for ad hoc reports to
provide agencies data in a much faster and more efficient manner. These
processes will facilitate agencies ahilities to reconcile to USAS, SPA, and
other systems.

While we agree that our office has a responsibility of establishing and monitoring
statewide accounting controls, we believe that other controls should also be
emphasized for their importance. Thefirst line of responsibility for ensuring that
accounting policies and procedures are followed are the individual agencies and
universities. Theinternal audit functions at those institutions also have a
responsibility for ensuring compliance with the standards that we are establishing.
Lastly, the role that the State Auditor’ s Office plays in monitoring complianceis
extremely important. Again we arein no way downplaying our role in maintaining the
integrity of USAS data; however, these other lines of defense are also important.

Section 2-B:
Provide More Timely and Clear Communication, Guidance, and
Support to User Agencies

The processes used by the Comptroller to communicate accounting policies and
reporting requirements do not ensure that agencies and universities receive the
information in atimely manner. In addition, the information provided is not always
clear or sufficient to ensure that all agencies can implement the policy or requirement
consistently.
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Some areas that need improvement include the following:

. Methods and Mechanisms Used to Communicate Information -While the
Comptroller’s Office istaking steps to improve communications with
agencies, we noted additional areas for improvement in thisarea. Currently,
the Comptroller does not have aformal internal policy for deciding what kinds
of information should be disseminated to agencies and how that information
should be communicated. A recent exampleisthe omission of the
reconciliation requirement from the draft for a Notice to State Agencies
(NTSA); our audit brought this oversight to the Comptroller’s attention, and it
was corrected prior to distribution. The lack of formal policy increases the
risk that agencies may not be receiving all important information via Notices
to State Agencies. If they receive information by other means, they may not
pay as much attention to it.

. Timeliness of Guidance - For fiscal year 1994, the Comptroller’s Office was
late in providing Annual Financial Reporting Requirements, training, and
instructions on how to load balancesinto USAS. The Comptroller issued the
requirements for agencies on August 26, 1994, and for universities on
September 19, 1994. Training was held on October 11-13, 1994. Comptroller
internal policies state that AFR training sessions should be scheduled in
August, afew weeks after the distribution of the reporting requirements. This
contributed to most agencies’ difficultiesin completing their AFR/USAS
reconciliation and in loading their balancesinto USAS. Asaresult, USAS
data did not accurately reflect some individual agency financial information.
The Comptroller improved the timeliness of guidance and training for fiscal
year 1995,

. Communicating New Information to Comptroller USAS Staff- Thereisno
process to ensure that Comptroller’ s staff are notified of new or changed
policies and procedures prior to their distribution to users. Also, thereisno
process to ensure that they receive applicable training before the distribution.
Thisincreases the risk that the Comptroller’ s staff could provide outdated or
incorrect information to users. There were several instances where agencies
received new policies and/or procedures before they were distributed to
Comptroller personnel.

. Clarity and Sufficiency of Guidance - Some policies, procedures, and
guidelines published by the Comptroller’ s Office would benefit from more
clarification, examples, and an improved format. For example, the fiscal year
1994 technical guide on reconciling annual financial reportsto USAS and
loading AFR balances into USAS was confusing. In some cases, specific
examples of entries were not provided, and the effects of using certain
transaction codes were not clear.

In addition, some agencies stated that during the reconciliation process they
did not understand explanations provided by the Financial Reporting Section
for adjustments which needed to be made to their USASrecords. This
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increased the risk of inaccurate entriesin USAS. It also contributed to agency
problems in completing the AFR/USAS reconciliation. Until agenciesgain a
better understanding of how to reconcile and load balances, thereisan
increased risk that data will continue to be inaccurate.

Updating User Documentation - USAS user documentation is not up-to-
date. Thisincreasesthe risk of user error since their documentation may
reflect outdated information. Volume | of the user documentation has not
been updated since its publication in 1993. An update is scheduled for January
1996. No plans exist for updating Volume |1, which was last updated in 1994.

The Comptroller’s Office has no procedures to ensure that user documentation
is updated and that updates are distributed in atimely manner to users. The
Comptroller’s Office also has no procedure to ensure adequate coordination
between the training and user documentation groups. Some information in the
user documentation and training documentation is similar. The person
responsible for user documentation is not notified of changes made to training
documentation. Thisincreases the difficulty in maintaining user
documentation.

Recommendation:

The following recommendations could improve the way information is communicated
to the agencies:

The Comptroller’s Office should establish and enforce formal criteria,
policies, and procedures for disseminating information to state agencies. Ata
minimum, these documents should address the purpose, content, format, and
numbering scheme of each type of statewide accounting publication.

The Comptroller’s Office should continue their improvement effortsto ensure
that agencies receive guidance in atimely manner to enable them to effectively
perform their responsibilities for statewide accounting.

The Comptroller should ensure that all statewide accounting staff are informed
and trained for any new or updated policies and procedures prior to
distribution to users.

The technical guides should include specific examples of required entries and
their effects. The AFR technical guide should also include a step-by-step
process on how to reconcile and make adjustmentsto USAS. A common
format for reconciliations could be provided which would help standardize
reconciliations. We recommend that the Comptroller continue their current
CAFR/USAS work with state agencies until all balances are correctly and
appropriately reflected in USAS.

The Comptroller should update user documentation and establish procedures
to ensure that user documentation is routinely updated and distributed.
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Coordinating user documentation updates with the Application Change
Request (ACR) quarterly software releases and related training documentation
updates is an option to consider.

Management’ s Response:

This review has provided us with important feedback on how we can make
improvementsin our communication to the users of USAS. During the course of this
audit we have already initiated the following changes:

Our office will review our processes used to disseminate accounting
information to the agencies and universities. Where needed we will establish
formal criteria, policies, and procedures.

An updated Volume | of the USAS users manual is scheduled to be distributed
in December 1995. Volume Il is scheduled for revision in the summer of 1996.
It isour goal to eventually merge both volumes and making it into an even
more user friendly format. This manual will be periodically updated as
needed.

Procedures have been formalized for the devel opment of all Notices to State
Agencies (NTSA). These procedures will help ensure that all parties, both
inside and outside the agency, are made aware of NTSA and provide
approvals where needed. The procedures also help ensure that necessary
training isidentified and provided to our office’ s staff and the user agencies
and universities. Comments and questions on potential NTSAs are also
obtained from users.

New avenues of communicating are being explored. A business calendar is
now available through the Comptroller’s Windows on Sate Gover nment
bulletin board. We also are planning on providing additional information
through our USAS Home Page on the Internet.

We ar e taking the following steps to improve on the timeliness of our
communication efforts. Notices to Sate Agencies and technical bulletinsare
being scheduled to be distributed in advance of policy and procedural
implementation. Financial reporting guidelines were distributed to agencies
and universities a month earlier than the previous year. The training for
financial reporting requirements was provided two months earlier than the
previousfiscal year. Itisour hope to improve on this benchmark in the
coming years.

The Annual Financial Reporting technical guide was expanded thisfiscal year
to 125 pages fromlast fiscal year's 18 pages. Seventy of those pages were to
provide more examples. We also made the guide more user specific by
creating three versions representing reporting agencies, internal usersand
higher education, rather than having one generic version. This past summer a
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group of test agencies were also brought in to review the guide and provide
suggestions for improvement. To assist userswho are less familiar with
USAS, boxes providing basic user tips have been incorporated into the guide.

. Course evaluations for the financial reporting and technical guideline
training reflect that we are on theright track. We received comments such as
: “ thiswas a huge improvement over last year” , “ much easier to follow than
last year” , “ the format of the technical guide is outstanding” , and “ the

technical guide is wonderful” .

Changes to our communication style will not end with these i mprovements we have
made over the course of thisaudit. We are guided by a vision of making USASinto a
financial reporting systemthat is being used by agencies and univer sities because they
want it, and not because they are mandated to useit. In order to accomplish this
vision, we recognize the importance that our communication practiceswill play in
making USAS a more user friendly system.

Section 2-C:
Improve Data Entry Controls, Reconciliation, and Data
Monitoring and Analysis to Ensure USAS Data Accuracy

Some USA S reports and information may not be reliable for decision-making,
especially at the statewide level. The data contained in USAS, the accounting system
of record for the State, does not always match the published financial reports for the
State, including the fiscal year 1994 Annual Financial Reports and the fiscal year 1994
Annual Cash Report. Another effect of USAS data inaccuraciesisthat key financial
statements such as the Annual Cash Report must be prepared manually, or by a
combination of downloading to other files for manipulation, or by working out data on
spreadsheets.

Much of the USAS datais accurate and timely. However, our audit work detected
errors and potential discrepanciesin account balances and in profile information,
which is used to determine how to process and report the various accounting
transactions entered into USAS. While currently most of these errors affect the year-
end reports, their impact will grow as state |eaders begin using USAS more frequently
to monitor financial progress throughout the year.

The correction of the data errorsis especially critical to the successful production of
annual financial reports from USAS for fiscal year 1996. The Comptroller’'s
CAFR/USAS work group (formed prior to our audit to address the production of the
fiscal year 1996 Comprehensive Annual Financial Report from USAS) is addressing
CAFR related data accuracy issues, including some of the issues identified in our audit
dataanalysiswork. The group has begun working with individual agenciesto correct
the dataerrors. Their work was not scheduled to be complete until after the end of our
audit fieldwork, so final results could not be evaluated.
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In addition to the lack of clarity and timeliness of statewide accounting policies and
procedures, weaknesses in data entry controls, reconciliations, and data monitoring
contributed to the data inaccuracies.

. During our review of 11 user agencies and the Comptroller’s Office, we noted
instances at some agencies of the following data entry control weaknesses:

- Source documents are not grouped (batched) with record control totals
of the number of transactions and total dollar amounts to ensure that
all documents are entered with proper amounts.

- Source documents are not marked as canceled after entry to prevent
duplicate entry, which could result in extrawork or, in the worst
possible case, duplicate payments to a vendor.

- Source documents are not signed or dated to document that entries
were appropriately reviewed; such review isimportant in protecting
against fraud or inaccurate coding or entry of accounting transactions.

Weaknesses in data entry controls over source documents can result in data
errors, duplicate data, and unrecorded data.

. Both users and the Comptroller’s Office need to reconcile USAS datain a
more timely manner to ensure that adjustments, inconsistencies, or errors are
identified quickly and corrected appropriately.

- Most state entities did not complete the annual reconciliation to verify
that USAS, as the system of record for the State, and the published
annual financial reports (AFR) agree. Fiscal year 1994 was the first
year USAS was operational, and most agencies encountered
difficulties with this process. Agenciesand universitiesvaried in the
amount of progress they made in resolving and posting the differences
that existed between USAS and their AFRs.

Infiscal year 1994, the Comptroller’stechnical support and oversight
for the new AFR reconciliation process contributed to agency
difficulties. While the Comptroller provided ad hoc reports on request
and offered other forms of assistance, they did not follow up to ensure
that reconciliations were completed and that adjustments were entered
into USAS correctly.

- Some reporting users are not completing their monthly agency/USAS
reconciliations in atimely manner to ensure that USAS and agency
internal accounting systems agree. Until all differences areidentified
and necessary adjustments posted, agency and statewide decision-
making may be based on different information. In addition, not
performing monthly reconciliations multiplies the difficulty and
complexity of the annual reconciliation.
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The Comptroller’s Notice to State Agencies dated July 8, 1994,
requires agencies to clear reconciliations no later than the following
month’s end or soon after completion of the reconciliation.

- The Comptroller’s Office did not enter USAS adjustments to reflect
the published 1994 Annual Cash Report for the State of Texas. This
means that totals on reports produced directly from USAS (File
Extracts) may not equal reports such as the Annual Cash Report
produced from the Cash/Flow Unload File.

In order to prepare the report, the Comptroller’ s Office downloaded
USAS datainto afile called the Cash/Flow Unload. Exceptions or
adjustments made to the Cash/Flow Unload File were not
subsequently identified and recorded in USAS or documented for
other users of USAS. Policies/procedures for preparing the cash
report do not address such an adjustment process.

USAS should be maintained to ensure the integrity of transactions by
including exceptions and adjustments made to produce external
reports. If adjustments/reclassifications are valid, then USAS should
reflect them.

. Neither the agencies nor the Comptroller’s Office consistently or
comprehensively monitor or analyze the USAS datato identify possible
problems with the accuracy or consistency of statewide financial information.
Such an analysis could help identify improvementsin the automated system
programs, in statewide policies and procedures, in USAS coding instructions,
and in USAS profiles.

Thetypes of data accuracy problems below could have been detected earlier if
the users and the Comptroller’s Office were regularly monitoring and
analyzing the data:

- agency isolated use of a questionable transaction code

- inconsistencies between agenciesin use of transaction codes for
similar financial events

- inappropriate use of transaction and Comptroller object codes

If detected earlier, corrections would have involved fewer agencies and less
manpower, and USA S data would be more reliable at this point.

The Comptroller’s Officeis statutorily responsible for managing and
overseeing the ongoing operations of USAS and for ensuring that the USAS
coding structure and