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Dear Supervisors Simitian and Chavez:

We have completed a management audit of the County of Santa Clara Controller-
Treasurer Department. This study was conducted pursuant to the authority of the
Board of Supervisors in accordance with the Board's power of inquiry, as provided in
Article III, Section 302 (c) of the County Charter. The audit was conducted in conformity
with the United States Government Accountability Office (GAO) Audit standards.

The scope of the audit included a review of all operations, ranging from general
accounting, claims processing, payroll, and contracts monitoring, to property tax
apportionment, investments and debt management grants and State reimbursements,
audits, and more. A draft report was issued June 25, 2015, and exit conferences were
held with staff of the Controller-Treasurer Departmen! Procuremen! and the Office of
the County Executive on July 9, July L3, and August 18. This audit report includes six
sections, and presents findings and reconìrnendations related to staffing deficits, payroll
and timekeeping procedures and training, contract auditing, management
accountability for fixed assets, unclaimed County monies escheated by the State
Controller, and development of a Departmental management information reporting
system.

In additiory the L0 most populous California counties were surveyed to obtain
information on specific areas of operations, and to identify specific policies and
procedures utilized by these other jurisdictions. Responses were received from seven
counties, in addition to the County of Santa Clara. The participating counties included
Contra Costa, Kerry Los Angeles, Orange, Sacramento, San Bernardino, and San Diego.
The report includes L4 recommendations, 12 of which are directed to the Controller-
Treasurer and two are directed to the Employee Services Agency. The written response
of the Controller-Treasurer is included on page 127 of the report. The Controller-
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Treasurer agreed or partially agreed to all 1,4 of the recommendations. The Employee
Services Agency did not provide a response at the time of the issuance of this audit
report. A response will subsequently be provided by the Agency directly to the Board
of Supervisors.

Implementation of these recommendations would result in enhanced staffing and

reorganization in critical financial management units of the Controller-Treasurer
Departmenf and commencement or expansion of various County-wide financial
management and oversight functions, including:

(1) Resumption of payroll audits throughout County departments;

(2) Performance of all Charter required custody audits upon department managers

leaving office, including certification of fixed asset changes since the last

physical inventory resulting in increased accountability of County managers

and improved internal control over hundreds of millions of dollars of fixed
assets;

(3) Commencement of County-wide contract evaluatioru monitoring and audit
activities on all major County contracts;

(4) Commencement of Grants auditing on all major grants.

(5) Increased verification of all property tax apportionment analyses to all taxing
entities;

(6) Ongoing verification of all property tax refunds in excess of $50,000;

(7) Updating and maintaining all financial and operational policies and

procedures of the Controller-Treasurer DepartmenÇ

(8) Resumption of County-wide payroll, cost plaru SB 90, grant and other training
for all accounting and financial staff., including training in work paper
development in support of grants, State and federal reimbursements, and

annual revenue and expenditure budget estimates;

(9) Resumption of ongoing review and analysis of all departmental fees and

charges to ensure current and accurate computations;

(10) Development and implementation of a comprehensive Departmental monthly
management information reporting system;
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(1"1) Increased recovery of County monies held and escheated by the State

Controller estimated to amount to more than $200,000 on a one-time basis and

tens of thousands of dollars annually thereafter; and,

(12) Establishment of Unit and Division Manager positions in all units and divisions

which currently lack such managerial staffing to ensure operational continuity
and quality control redundancy in all critical areas of greatest financial risk to
the County.

The estimated $1.56 million annual cost of the recommended staffing enhancements

would be partially or fully offset by increased revenues and reimbursements and

reduced expenditures from the expanded oversight activities as described above.

We would like to thank all of the staff and management of the Controller-Treasurer
Department for their assistance throughout the audit process. Their cooperation is
greatly appreciated.

Respectfully Su tted,

rùf"
Roger Mialocq
Board of Supervisors Management Audit Manager

c:

Supervisor Cortese
Supervisor Wasserman
Supervisor Yeager

Proiect Staff: ]eff Segol and Adrian Gonzales
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Executive Summary 
 
1. Controller-Treasurer Staffing and Reorganization 
The Controller-Treasurer Department is responsible for establishing, operating and 
managing a County-wide accounting and financial management system to ensure the 
safeguarding and fiscally prudent oversight of the $5 billion of taxpayer monies 
appropriated by the Board of Supervisors annually, and to invest these and other public 
entity monies pursuant to the requirements of State law. Santa Clara Controller-
Treasurer staffing is the lowest compared with the 10 largest counties with 
approximately 44.6 percent fewer staff and responsibility for 65.3 percent greater 
expenditures than the average of the comparison counties. The Department has no 
Assistant Controller-Treasurer, lacks an Assistant Manager position in some divisions, 
and has insufficient or no staff dedicated to important financial responsibilities. Further, 
the Controller-Treasurer Department has not been able to develop and retain senior and 
management staff to ensure a consistently high level of performance. As a result, the 
Controller-Treasurer Department has experienced an on-going series of significant 
operational errors over the past 20 years that have exposed the County to unnecessary 
financial risks, losses and public criticism. Board of Supervisors authorization of 
additional positions and a Departmental reorganization as described in this section 
would strengthen County-wide internal controls, financial management, reporting and 
accountability at an annual cost of about $1.56 million, less expenditure savings and 
increased revenues and reimbursements resulting from enhanced oversight. 

2. Timekeeping and Payroll Policies  
In FY 2013-14, the Controller-Treasurer Department disbursed approximately 
$2.2 billion in salary and benefits to 17,000 employees. Time and attendance data 
collection practices vary across departments, and there is presently no centralized 
Controller-Treasurer timekeeping and payroll policy. Consequently, no comprehensive 
countywide training exists for department timekeepers or for employee timekeeping 
and attendance practices. Given the wide range of timekeeping policies, the Controller-
Treasurer’s Payroll Unit is insufficiently staffed to conduct necessary audits to validate 
the accuracy of department timekeeping information prior to payroll disbursement. 
Furthermore, audit trails for each department vary, making it difficult to analyze and 
verify performance metrics. Inconsistent timekeeping practices increase the County’s 
risk of errant payroll disbursements. In addition, due to limited Payroll Unit staffing, 
errors are only caught when reported by other departments. The Controller-Treasurer 
should (1) establish a Countywide timekeeping and payroll procedural manual, (2) 
develop a standardized training curriculum for all timekeeping staff, focusing on 
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timekeeping oversight and management practices, and the enforcement of employee 
time reporting policies, (3) hire two additional staff to support implementation and 
ongoing support (costs are included in Section 1 of this report), and (4) collaborate with 
all departments to identify potential solutions for mitigating payroll errors. The Payroll 
Unit’s improved payroll oversight and audit capacity could help the County recover up 
to $2.9 million annually in unreported erroneous overpayments. 

3. Backlog of State-held Unclaimed Moneys Owed to the County  
In 2007, the Management Audit Division identified $146,148 of unclaimed checks and 
other monies identified as the property of the County of Santa Clara that were held by 
the California State Controller’s Office and remained unclaimed. A process to 
periodically claim such funds was subsequently assigned for implementation to the 
Controller-Treasurer Department. However, an updated review of unclaimed funds 
held by the State Controller identified 442 items totaling $222,246 that were unclaimed 
as of November 20, 2014. Funds held by the State Controller do not accrue interest, are 
not available to fund County programs or pay for County expenses. Unclaimed monies 
are transferred to the State General Fund monthly, even if such monies are identified as 
the property of the County of Santa Clara, unless the County submits claims to the State 
Controller for these monies. The Controller-Treasurer Department should immediately 
process a claim for all funds held by the State Controller’s Office that are identified as 
the property of the County or any of its departments, agencies or political subdivisions, 
or that is addressed to any County facility. In addition, the Department should amend 
its policies and procedures manual by preparing a written policy and procedure 
pertaining to the processing of claims for County monies held by the State Controller.  
 

4. Centralized Contract Review 
The County of Santa Clara has no centralized review for many of its services contracts, 
particularly those with other governmental agencies and non-profit community-based 
organizations. These contracts are generally developed by County departments, and 
review by the Office of the County Counsel is limited to whether the proposed contract 
document is legally sufficient. Previous audits, special studies and other memoranda 
from the Management Audit Division have regularly documented contracting 
problems, primarily with payment and performance language that is not clear, or is not 
consistent for different contractors providing similar services. Further, documentation 
requirements are not consistent and are generally inadequate. County departments, and 
the Board of Supervisors, have struggled to properly enforce the contracts, ensure 
contractor performance, and ensure that County expenditures are limited to those 
justified by services provided, within contract dollar limits. Establishing a Contracts 
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Division in the Controller-Treasurer Department to review proposed contract language 
on major service contracts, to audit contractor performance and compliance, and to 
provide County-wide training of fiscal staff related to fiscal administration and contract 
monitoring, would provide the fiscal quality control function for County contracting, 
coordinated with the County Executive’s Office of Countywide Contract Management, 
and the Procurement Department’s oversight of contract business and legal provisions 
with County Counsel. Collectively, these contract development and oversight offices 
would ensure that taxpayer monies are properly spent only on high-quality services, 
and that non-performing/non-compliant contractors are identified early in the 
contracting process. 

5. Fixed Asset Accountability  

As of June 30, 2013, County financial statements reported $5.0 billion of assets, which 
must be inventoried and reported annually by County officers and department 
managers to the Controller-Treasurer pursuant to State and County law. County law 
also requires department managers who vacate their positions to certify department 
assets in a form prescribed by the Chief Internal Auditor, subject to audit. Although 24 
officers and department managers vacated their positions since July 1, 2008, none filed a 
certification of department assets as required, four managers did not go through the 
minimally mandated cash-on-hand audit, and no fixed-asset audits were conducted. 
Consequently, there is no managerial accountability or consequences to departing 
officers or managers for not safeguarding valuable taxpayer assets. During the past 10 
fiscal years, County officers and department managers, excluding the Health and 
Hospital System (HHS), submitted annual reports to the Controller-Treasurer listing $3 
million of assets, or a median of $128,000 annually, which were written off by the 
Controller-Treasurer because they could not be located. During the same period, HHS 
reported $38.7 million of unable to locate assets, of which $4.3 million were written off 
and $0.8 million are still missing. It is recommended that the Board of Supervisors 
amend the County Ordinance Code to (a) establish annual fixed asset inventory dates as 
required by State law, and (b) to update Ordinance Code Section A15-14 based on the 
current County organization and current Board policies. The Controller-Treasurer 
should also update County fixed asset policies and procedures, and an employment 
agreement should be required to ensure the filing of fixed asset inventory certifications 
when Managers and Officers leave their position. Implementation of these 
recommendations would improve internal control over fixed assets. 
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6. Management Information 
As the Chief Fiscal Officer for the County, the Controller-Treasurer is responsible to 
ensure that the accounting policies and procedures, and the financial systems employed 
by the County, provide accurate and timely information. Currently, the Controller-
Treasurer Department Policy and Procedure Manual does not include a section 
describing the Departmental management information system, organizational 
responsibilities related to the production and use of management information, or a 
description of the specific reports and other elements that comprise the system. 
Although the Department has developed and implemented some reports and reporting 
procedures, the existing information is not comprehensive or standardized throughout 
the Department. As a result, the Controller-Treasurer Department has experienced 
some operational problems which could have been avoided. Specific examples can be 
directly traced to the absence of a comprehensive management information system and 
to a lack of policies and procedures, and are described in the other sections of this 
report. It is recommended that the Controller-Treasurer Department implement a 
comprehensive management information system as described in this section with the 
assistance of the additional administrative support position recommended in Section 1 
of this report. This would enable the Department to improve timeliness, prioritize 
workload, focus on efforts to achieve established goals, and proactively address issues 
internally, rather than when reported by external sources.  
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Introduction 

 
This Management Audit of the Controller-Treasurer Department was authorized by the 
Board of Supervisors of the County of Santa Clara as part of the County’s Fiscal Year 
2013-14 Management Audit Program, pursuant to the Board’s power of inquiry 
specified in Article III, Section 302(c) of the Charter of the County of Santa Clara. 
 
Purpose and Scope 
 
The purpose of the management audit was to examine the operations, management 
practices and finances of the Controller-Treasurer Department, and to identify 
opportunities to increase the Department’s efficiency, effectiveness and economy. 
 
As part of this management audit, the Management Audit staff conducted more than 30 
survey and fieldwork interviews with managers, supervisors and line staff in all units 
of the Controller-Treasurer. These interviews in some cases included direct observation 
of staff as they conducted their regular duties. We also reviewed procedure manuals 
maintained by the Department, internal reports prepared by the Department, and 
information from databases maintained by the Department. We also conducted a 
benchmarking survey, with responses by seven of the 10 largest California counties, in 
order to identify differences in practices in those counties compared to the County of 
Santa Clara. 
 
Work on this audit began with an Entrance Conference on October 31, 2013, and a draft 
report was issued to the Department on June 25, 2015. The lengthy time period for this 
audit was the result of some staff leaving Management Audit Division employment 
during the project, and the reassignment of other staff to higher Board priorities, 
particularly the review of San Jose Fire Department emergency medical response 
completed in 2014. 
 
This report identifies six findings that encompass major areas of Department 
operations, including overall staffing relative to workload, organizational structure, 
availability of management information, payroll processing, availability to the County 
of unclaimed checks held by the State of California, and the need for improved 
oversight of drafting of contracts prepared by departments for private firms to provide 
services to the County, including subsequent compliance auditing. It is noted that a 
separate finding pertaining to Departmental policies and procedures was not included, 
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since each of the six report sections include specific recommendations that written 
procedures be developed or that existing procedures be updated to address the issues 
contained therein. Consequently, the Department needs to perform a comprehensive 
review of its Departmental policy and procedure manual as well as the manuals used 
by each of its divisions.  
 
Audit Methodology 
 
This management audit was conducted under the requirements of Board of Supervisors 
Policy 3.35, adopted in 2001, and amended in both 2005 and 2010. That policy states that 
management audits are to be conducted under generally accepted government auditing 
standards issued by the United States Government Accountability Office. In accordance 
with these requirements, we performed the following management audit procedures: 
 
Audit Planning-This management audit was selected by the Board of Supervisors using 
a risk assessment tool and estimate of audit work hours developed at the Board’s 
direction by the Management Audit Division. After audit selection by the Board, a 
detailed management audit work plan was developed and provided to the Department. 
 
Entrance Conference-An entrance conference was held on October 31, 2013 with 
Department managers to introduce the management audit team, describe the 
management audit program and scope of review, and respond to questions. A letter of 
introduction from the Board, a management audit work plan, and a request for 
background information were also provided at the entrance conference. 
 
Pre-Audit Survey-A preliminary review of documentation and interviews with 
managers, supervisors and key line staff from the Department were conducted to obtain 
an overview understanding of the Department, and to isolate areas of operations that 
warranted more detailed assessments. Based on the pre-audit survey, the work plan for 
the management audit was refined. 
 
Field Work-Field work activities were conducted after completion of the pre-audit 
survey, and included: (a) additional interviews with management and line staff of the 
Department (more than 30 staff were interviewed), including observations of staff on 
the job; (b) a further review of documentation and other materials provided by the 
Department and available from other sources, including procedures manuals 
maintained by the Department and by selected other jurisdictions, used to identify best 
practices for comparison; (c) analyses of data conducted manually and electronically 
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from systems maintained by the Department or elsewhere in the County, and; (d) 
surveys of other jurisdictions to measure performance and to determine organizational 
and operational alternatives that might warrant consideration by the County of Santa 
Clara. 
 
Draft Report-on June 25, 2015, a draft report was prepared and provided to the Finance 
Agency Director, Controller-Treasurer Department management, and other relevant 
parties to provide our tentative findings, conclusions and recommendations. 
 
Exit Conference-An exit conference was held on July 9, 2015 with Department managers 
to collect any additional information relevant to our report, to correct any errors, and to 
obtain their views on the report findings, conclusions and recommendations. A separate 
exit conference was held on July 8 specific to Section 4, including Department managers 
and representatives of other affected departments, including the Office of the County 
Executive and the Procurement Department. Following the exit conferences, a revised 
draft with any corrections was provided to the Department for its use in preparing a 
formal written response to the report. 
 
Final Report-A final report was prepared following the exit conference. The Department 
was requested to provide a written response to the report, which is attached to the final 
report. 
 
We conducted this performance audit in accordance with generally accepted 
government auditing standards set forth in the 2011 revision of the “Yellow Book” of 
the U.S. Government Accountability Office. Those standards require that we plan and 
perform the audit to obtain sufficient, appropriate evidence to provide a reasonable 
basis for our findings and conclusions based on our audit objectives. We believe that the 
evidence obtained provides a reasonable basis for our findings and conclusions based 
on our audit objectives. 
 
Description of the Controller-Treasurer Department 
 
The Controller-Treasurer Department is the primary agency responsible for overseeing 
financial transactions for the County of Santa Clara, for maintaining its financial 
records, and for overseeing all financial operations of the County. According to its 
website: “The mission of the Controller-Treasurer Department, as steward of the 
public’s financial resources, is to promote the County’s financial viability by managing 
its accounting systems and assets with integrity.” Functions of the Department include 
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disbursing payroll to County employees, disbursing payments to vendors, investing 
funds for the County and on behalf of other local governments within the County, 
receiving and apportioning revenues on the County’s behalf from local, State and 
federal sources, raising capital for the County through debt sales, and preparing the 
County’s annual financial statement, known as the Comprehensive Annual Financial 
Report. The Department also maintains Countywide accounting and other financial 
systems, develops and maintains Countywide accounting policies and procedures, 
trains accounting staff throughout the County, maintains control over County fixed 
assets, and conducts payroll, grant and other audits. 
 
Revenues and Expenditures 
 
The Department’s gross expenditures totaled $18.9 million in Fiscal Year 2013-14, 
including nearly $11 million for salary and benefit costs, and the remainder for services 
and supplies. The largest services and supplies cost was $4.4 million in internal data 
processing charges for operation of the various accounting systems the Department 
oversees. The Department also collected $391.8 million in revenues and transfers in that 
year, the overwhelming proportion of them Countywide discretionary revenues, such 
as portions of property tax collections and sales taxes, that support many other 
Departments besides the Controller-Treasurer Department 
 
Organizational Structure 
 
In Fiscal Year 2014-15, the Department consisted of eight operating divisions, plus 
administrative staff, with authorized staffing of 106.4 full-time equivalent positions. An 
organizational chart of the existing organization is provided at the end of Section 1 opf 
this report. It is noted that Section 1 of this report pertains to staffing and a proposed 
reorganization of the Controller-Treasurer Department and includes a proposed 
organization chart as Attachment 1.3. The eight current operating divisions, their 
subunits and functions are as follows: 
 
Administration-3.0 positions, including the Controller-Treasurer, a Management 
Analyst and an Administrative Assistant, and 1.4 positions allocated from the Finance 
Agency Director and her two support positions, which have Agency-wide 
responsibilities. The Controller-Treasurer reports directly to the Finance Agency 
Director. 
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Tax Apportionment, Tax Roll Control, &Cost Accounting Division-This Division 
consists of three functions and is overseen by a Division Manager. One is the Property 
Tax Apportionment function, which is responsible for distributing the property taxes 
received from each taxpayer to the proper local government agencies serving that 
taxpayer’s address, such as the County, cities, school districts and special districts. 
Staffing for this function is 5.0 FTEs. The second function is Tax Roll Control, which 
corrects errors in the tax rolls based on information provided by the Office of the 
Assessor or other sources, was moved during the course of the audit from the Tax 
Collector’s Office to the Controller-Treasurer Department, where it resides in most 
counties. This function is staffed with 15 positions. Lastly, this Division includes the 2.0 
FTE Cost Accounting unit, which is responsible for preparing the County’s Cost 
Allocation Plan, which is required by federal and State accounting standards to be used 
in allocating central administrative services costs, such as facilities maintenance, 
personnel, accounting and the cost of the County Executive’s Office and the Board of 
Supervisors, to operating departments in order to receive reimbursement for such costs 
in State and federal funded programs. 
 
Accounting Division-This Division consists of two functions and is managed by a 
Division Manager. The General Accounting Unit, with 13.0 FTEs, oversees the County’s 
routine accounting transactions, such as the distribution of State and federal monies 
among the departments who are supposed to receive them, provides support to County 
departments and other local governments for whom it provides accounting services, 
controls wire transfer transactions and maintains, reviews and directs the monthly 
accounting-period end and year-end closing process of the County’s accounting records 
in the SAP accounting system. General Accounting staff also have significant 
responsibilities in working with the County’s outside auditor to prepare the 
Comprehensive Annual Financial Report. The Accounting Division also includes the 
11.0 FTE Claims Unit which processes payments to vendors who provide services to the 
County, and is also responsible for conducting audits of the County’s Procurement 
Card program, and other decentralized payment functions permitted under County 
policies. 
 
RDA and Disbursement Division-This Division consists of the Payroll Unit, with 13.0 
FTEs, which is responsible for preparing the biweekly payroll for County employees, 
and the a two staff member RDA Unit, which was added to the Division to oversee 
accounting related to the County’s responsibility, under State law ABX126, to oversee 
successor agencies to the city redevelopment agencies that were disbanded under State 
law as of February 1, 2012. This Division is also managed by a Division Manager. 



Introduction 
 

 
 Board of Supervisors Management Audit Division 
 

6 

 
Treasury Division-The Treasury Division is a 3.0 FTE division, which is responsible for 
investing surplus cash not immediately needed for operations on behalf of the County 
and other local governments for whom the Controller-Treasurer carries out this 
function. We note that in looking at the results of a previous 2002 management audit of 
this Department, we confirmed that the Treasury Division was providing more frequent 
and more detailed reports regarding the status of the County’s debt portfolio, as 
recommended in the prior audit and approved by the Board of Supervisors, including 
tracking opportunities for refinancing the County’s debt at lower interest rates. 
 
Fiscal Services Division-This division is overseen by a Fiscal Services Manager and has 
three units that support three different County information technology systems. The 
11.0 Accounting System and Procurement team is responsible for maintenance and 
enhancement of the County’s SAP accounting system, and for the implementation of 
updates and new functions to that system. The 4.0 FTE Human Resource Payroll System 
team is responsible for maintenance and enhancement of HaRP, which is the County’s 
human resources and payroll system. A separate 5.0 FTE Kronos Support team is 
responsible for maintenance and updates to Kronos, which is the County’s primary 
timekeeping system. 
 
Internal Audit Division-The 8.0 FTE Internal Audit Division is led by the Internal 
Audit Manager and is responsible for conducting finance-related audit projects, 
including custody audits of departmental assets when department managers leave, and 
selected audits on other topics. The Internal Audit Division was significantly involved 
in auditing of redevelopment agencies dissolved by State law in 2012, to ensure the 
proper disbursements of their assets. 
 
Debt Management Division- The Debt Management Division includes a manager and 
one staff position. This Division is responsible for the monitoring and oversight of  
approximately $2 billion of outstanding bond and other debt instruments issued by the 
County and special districts within the County. 
 
Valley Health Plan Division-The Valley Health Plan oversight division oversees the 
financial operations of VHP including the annual development of rates and charges. It 
is staffed with a division manager and one staff member. During the course of this 
audit, the Controller-Treasurer relinquished this responsibility. 
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Department Accomplishments 
 
The Controller-Treasurer Department reported its major accomplishments, as follows: 
 

• Continuously achieved one of the highest bond ratings awarded to local 
governments. 

• Successfully paid 17,000 County employees every biweekly pay period, despite 
operating under 32 different union agreements. 

• Received the Certificate of Achievement for Governmental Reporting Excellence 
from the Government Finance Officers Association for the last 15 years. 

• Successfully implemented the PeopleSoft payroll and SAP accounting systems on 
time and within budget. 

• Issued over $2.1 billion in long-term debt to assist with building the County’s 
infrastructure and supporting its operations. 

• Invested up to $5 billion for the County, school districts and special districts. 

• Throughout the years, provided a source of staffing to fill vacant fiscal officer, 
administrative support officer and senior accounting/financial positions. 

• Assisted in the reduction of 45,000 backlogged tax roll corrections. 

• Played a key role in the elimination of redevelopment agencies throughout the 
County, allowing for millions of dollars of property taxes to be returned to the 
taxing entities. 

• Assisted with ensuring that VMC accounting and budget information from its 
Sun accounting system is captured in the County’s SAP accounting system and 
the two systems are reconciled on a timely basis. 

• Implemented employee self-service for timecard information and E-Pay, which 
allows employees to view paycheck information virtually. 

• Updated procedures and expanded staff to ensure that prior errant property tax 
distributions will not be repeated in the future. 

• Revamped the review of P-Card, general payments and travel reimbursements to 
ensure proper amounts are paid to vendors and County employees. 
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Survey of Other Jurisdictions 
 
To gain an understanding of distinctions and similarities between the Controller-
Treasurer Department and parallel organizations in other counties, we developed a 
survey and solicited responses from the 10 largest California counties. The counties of 
Contra Costa, Kern, Los Angeles, Orange, Sacramento, San Bernardino and San Diego 
responded fully or in part to the survey. 
 
When appropriate, information from the surveys has been included in various sections 
of this report. It should be noted that the survey responses contain self-reported 
information. The Management Audit Division did not verify the accuracy of the 
reported information. A summary of survey responses from each jurisdiction is 
included as Attachment I.1. Copies of the fully response from each jurisdiction are 
available upon request. It is noted that this audit commenced on October 31, 2013, but 
was twice interrupted for higher-priority assignments, including the audit of City of 
San Jose Fire Department Emergency Medical Response Time, and the audit of 
Assessment Appeals Refunds-Internal Controls. As a result, the survey data reported 
for other counties in this section pertains to Fiscal Year 2013-14. 
 
Highlights from the survey responses include: 
 

• Controller-Treasurer staffing ranged from 29 to 603 authorized positions among 
the counties. The County of Santa Clara has 106.4 positions. 

 
• Four of the responding counties have a monthly report that goes to the 

Controller providing key metrics for all units within the Controller’s oversight. 
Santa Clara does not have such a report. 

 
• All but one of the responding counties reported having at least one staff member 

dedicated to claims for mandated costs, otherwise known as SB90 claims, from 
the State. The County of Santa Clara had such a position at one time, did not 
have it during the period of the audit, but has reinstituted it since the audit was 
conducted, as part of the Fiscal Year 2015-16 budget. At the time of the audit, the 
County of Santa Clara had two positions splitting their time among fee review, 
SB90 claims, and the County’s cost allocation plan, with the cost plan taking up 
the majority of their time. 
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• Two counties review accounts payable accounts for potential discounts from 
prompt payment. The County of Santa Clara did not review them during the 
period of the audit, but since the audit has instituted the practice, using the new 
Arriba procurement system. 

 
• Three counties indicated they provided detail review of vendor billings prior to 

payment, as opposed to the County of Santa Clara’s limited review, based on 
most accounts payable responsibility being decentralized to operating 
departments. 

 
• Only the County of San Bernardino reported having third-party advisor on 

investments, as does the County of Santa Clara. 
 

• Two counties execute investment trades electronically. The others do so by 
phone, as does the County of Santa Clara. 

 
• Two counties charge operating departments for “extra” banking services, such as 

cancelling checks. The County of Santa Clara does not. 
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Section 1. Controller-Treasurer Staffing and Reorganization 

Background 

•  Pursuant to Charter Section 601 and Ordinance Code Section A15-15, the 
Controller-Treasurer Department is responsible for establishing, operating and 
managing a County-wide accounting and financial management system to ensure 
the safeguarding and fiscally prudent oversight of the $5 billion of taxpayer 
monies appropriated by the Board of Supervisors annually, and to invest these 
and other public entity monies pursuant to the requirements of State law. To 
perform its duties, the FY 2014-15 Controller-Treasurer budget authorized 106.4 
positions, an increase of only 6.4 positions over the past 12 years, since FY 2002-03. 

Problem 

• Santa Clara Controller-Treasurer staffing is the lowest compared with the 10 
largest counties with approximately 44.6 percent fewer staff and responsibility for 
65.3 percent greater expenditures than the average of the comparison counties1. 
The Department has no Assistant Controller-Treasurer, lacks an Assistant 
Manager position in some divisions, and has insufficient or no staff dedicated to 
important financial responsibilities of the Controller-Treasurer. Further, the 
Controller-Treasurer Department has not been able to develop and retain senior 
and management staff to ensure a consistently high level of performance. 

Adverse Effect 

• As a result, the Controller-Treasurer Department has experienced an on-going 
series of significant operational errors over the past 20 years that have exposed the 
County to unnecessary financial risks, losses and public criticism. The 
Department’s inability to retain senior and management staff has exacerbated the 
effects of staffing shortages and diminished internal expertise. 

Recommendations/Savings/Benefits 

• It is recommended that the Board of Supervisors authorize additional positions 
and a Departmental reorganization as described in this section. Implementation 
of these recommendations would strengthen County-wide internal controls, 
financial management, reporting and accountability at an annual cost of about 
$1.56 million, less expenditure savings and increased revenues and 
reimbursements resulting from enhanced Controller-Treasurer oversight. 

                                                           
1  This comparison excludes the County of Los Angeles (LA), since it distorts the comparative data due to its size. 

When LA is included, Santa Clara has 45 percent fewer staff and responsibility for 48 percent more expenditures 
than the comparison counties. 
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Legal Authority 
The Charter and the Ordinance Code of the County of Santa Clara prescribe the duties, 
responsibilities, and powers of the Auditor-Controller2. Charter Section 601 specifies 
that the Auditor-Controller is the chief accounting officer of the County with the power 
and duty to: 

(1) Keep accounts showing the financial transactions of all offices and 
departments of the County and those districts whose funds are kept 
in the County treasury. 

(2) Prescribe and exercise general supervision over accounting systems to 
be installed and maintained and financial reports to be rendered by 
such offices, departments and districts. 

(3) Prepare such reports as the Board of Supervisors or the County 
Executive may deem necessary for information and use in the 
management and control of the operations of the county. 

Ordinance Code Sections A15-1 through A15-16 specify the duties, responsibilities, and 
powers of the Director of Finance as the ex officio Auditor-Controller, Treasurer, Tax 
Collector, Recorder and Purchasing Agent of the County. Organizationally, the Board of 
Supervisors has created the position of Controller-Treasurer as the manager of the 
Controller-Treasurer Department, reporting to the Director of Finance, who is 
responsible to oversee all of the departments that comprise the Finance Agency. 
 
Authorized Staffing 
As the chief accounting officer for the County, with centralized responsibility for the 
proper accounting, reporting and safeguarding of revenue receipts and expenditures 
approaching $5.0 billion, it is essential that the Controller-Treasurer Department be 
fully staffed with highly competent professionals to ensure adequate oversight, training 
and auditing of the County’s financial transactions on a continuous basis. Anything 
short of a comprehensive and fully staffed County Controller-Treasurer Department 
increases financial risk to the County and jeopardizes taxpayer assets by exposing them 
to increased potential for staff error, misappropriation, fraud and abuse. 
 

                                                           
2 The County Charter refers to the Auditor-Controller position. However, operationally the County of Santa Clara 

has established the manager of the Controller-Treasurer Department with responsibilities of a county Auditor-
Controller-Treasurer. 
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To evaluate staffing of the Controller-Treasurer Department, several comparisons were 
made, including (1) internal growth within the County of Controller-Treasurer staffing 
versus total annual County expenditures; (2) County of Santa Clara annual 
expenditures per Controller-Treasurer authorized position versus comparable 
expenditures and staffing in the 10 most populous counties; and, (3) Controller-
Treasurer staff per million population in the County of Santa Clara and in the other 10 
most populous counties. These comparisons are shown in the following tables. 

 

Table 1.1 

Growth in County Expenditures vs. Increase in Controller-Treasurer Staffing  
FY2002-03 to FY 2014-15 

 
 Fiscal Year Authorized Positions County Expenditures 
 2002-03 100.0 $2,953,363,000  
 2014-15 106.4 4,609,559,000 
 Percent Increase 6.4% 56.1%  
 

As shown in Table 1, over the past 12 fiscal years staffing in the Controller-Treasurer 
Department has increased minimally, while County expenditures increased at nearly 
nine times the rate of growth of Controller-Treasurer staffing. 
 

 

Table 1.2 

Comparison of County Expenditures Per Budgeted Controller-Treasurer Position 
with the 10 Most Populous Counties   

  FY 2013-14 Aud-Control-Tres Expenditures  
 County Actual Expenditures FY 2014-15 Staff Per Position 
 Santa Clara $4,609,559,000 106.4 $43,322,923 
 Contra Costa 2,539,781,000 62.7 40,506,874 
 Riverside  3,601,927,000 103.0 34,970,165 
 Kern  1,769,186,000 54.0 32,762,704 
 Los Angeles 22,817,205,000 728.0 31,342,315 
 San Diego 4,035,789,000 157.0 25,705,662 
 Alameda  3,229,790,000 137.0 23,575,109 
 San Bernardino 3,371,156,000 153.0 22,033,699 
 Sacramento 2,784,225,000 129.0 21,583,140 
 Orange  5,378,548,000 285.5 18,839,047 
 Fresno  1,189,907,000 111.0 10,719,883 

 Avg Excl Santa Clara 5,071,751,000 192.0 26,203,860 
 Santa Clara vs. Avg -9.1% -44.6% +65.3% 
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The comparison of County-wide annual expenditures per Controller-Treasurer 
authorized position in the 10 most populous counties shown in Table 2 confirms the 
relative low level of staffing in the County of Santa Clara. For each authorized position, 
the County of Santa Clara expends $43.3 million, which was 65.3 percent more than the 
average of the 10 comparison counties, and the 106.4 authorized  Santa Clara positions 
was 44.6 percent less than the 192.0 average number of Controller-Treasurer positions in 
the 10 most populous counties.  

Table 1.3 

Comparison of Controller-Treasurer Staff Per Million Population  
with the 10 Most Populous Counties2 

   FY 2014-15   
  1-1-14 Auditor-Controller- Staff Per  
 County Population Treasurer Staff Million Population 
 Riverside  2,295,298 103.0 44.9 
 San Diego 3,212,298 157.0 48.9 
 Santa Clara 1,874,526 106.4 56.8 
 Contra Costa 1,096,637 62.7 57.2 
 Kern  872,332 54.0 61.9 
 Los Angeles 10,069,036 728.0 72.3 
 San Bernardino 2,091,618 153.0 73.1 
 Alameda  1,583,979 137.0 86.5 
 Sacramento 1,460,480 129.0 88.3 
 Orange  3,132,681 285.5 91.1 
 Fresno  967,491 111.0 114.7 

 Avg Excl SC 2,678,185 192.0 73.9 
 Santa Clara vs. Avg -30.0% -44.6% -23.2% 

Table 3 provides a third basis for analysis of Controller-Treasurer staffing by comparing 
staff per one million population with the 10 most populous counties. Based on 
population, the County of Santa Clara had the third lowest level of Controller-Treasurer 
staffing, with 56.8 positions per one million population. However, at this level, the 
County of Santa Clara had 23.2 percent fewer staff per million population than the 73.9 
position average of the 10 most populous counties. 
 
Operating Failures Related to Understaffing and a Lack of Long-term 
Controller-Treasurer Senior and Management Staff:  
The consequences of understaffing and not staffing various functions of the Controller-
Treasurer Department, combined with the inability to retain senior and management 



Section 1: Controller-Treasurer Staffing and Reorganization 
 

 
 Board of Supervisors Management Audit Division 
 

29 

staff has increased the Department’s risk of internal control failures. Internal control 
failures occur when operating policies and procedures are not kept current or do not 
exist, when regular training in operating policies and procedures does not occur, and 
when internal audits intended to safeguard against internal control failures are scaled 
back or eliminated. Further, all of these risks are heightened when the institutional 
knowledge and expertise of senior staff and management of an organization is 
diminished by attrition. The following examples of poor operating results experienced 
by the Controller-Treasurer Department have been selected from a retrospective review 
of significant events that impacted the Department over the past 25 years. 
 

July 1996 
Incorrect Calculation of Projected Property Tax Apportionment Budget: 

1) Incorrectly calculated and distributed erroneous property tax budget estimates to all 
the taxing entities in the County in 1996, overstating city budgeted revenues by 
millions of dollars.  

 

July 1997 
$10.7 Million Property Tax Apportionment Error: 

2) Apportioned more than $10.7 million to the County Central Fire District, the Los 
Altos County Fire District, the Saratoga Fire Protection District, and the South Santa 
Clara County Fire District in error between FY 1992-93 and FY 1996-97 rather than to 
the State ERAF fund. State legislation was required to deem the erroneous 
allocations correct and avoid severe operational consequences for the districts if 
made to repay the excess property tax allocations. AB 1712 was approved by the 
Assembly and the Senate, but vetoed by the Governor. 

January 1999 
$5.3 Million Property Tax Apportionment Error: 

3) Additional  property  tax  apportionment  errors  were  discovered  for  the  period 
FY 1988-89 through FY 1991-92 and totaled about $5.3 million. AB 236 forgave the 
County for all property tax apportionment errors from FY 1988-89 through FY 1996-
97, and was signed into law on September 28, 1999. 
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June 2002 
Audit Reports Improved Management Information & Updated Policies and Procedures Needs 

4) Although a June 2002 management audit of the Controller-Treasurer identified 
internal control weaknesses related to inadequate management information and 
policies and procedures, those same organizational deficiencies continued unabated. 
Corrective action was never taken due to a lack of staff resources, and the County's 
exposure to material financial risks continue. 

 

July 2003 
Departmental Claims Processing Audits Must be Reinstated 

5) With the completion of Phase 1 implementation of the more efficient SAP 
accounting system, the Controller-Treasurer decentralized claims processing by 
transferring responsibility for payment of vendor invoices to the departments and 
deleted three positions from the Claims Unit in FY 2003-04. Compliance with 
County accounting and internal control procedures was intended to be 
accomplished by field audits of departments on a periodic basis. However, Claims 
staffing was not restored and Internal Audit staffing was reduced from 11 positions 
to only four positions by FY 2010-11, delaying the schedule for these audits by 18 
months. The current level of auditing is on a sampling basis, and is not as robust as 
the Controller-Treasurer would prefer if staffing were available. 

 

July 2008 
Four Charter Required Audits of Vacated Managers Abandoned Due to Internal Audit Backlog 

6) While  24  department  managers  and  County  Officers  vacated  their  position  
since FY 2008-09, only 18 were audited in accordance with the Charter requirement, 
and none filed a required certified statement of assets to be transferred to their 
successor. Further, due to reduced Internal Audit staffing, audits of four vacated 
department managers were not conducted, due to the excessive amount of time that 
had passed since their positions were vacated. All of the audits conducted met the 
minimum requirements of the Ordinance Code, but excluded accounts receivable 
and fixed assets which had normally been included in such audits. 

 

November 2009 
General Fund Cash Crisis 

7) In November 2009, the Controller-Treasurer determined that the General Fund cash 
balance would be near zero once the pending payroll was paid. Inadequate 
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allocation of staff resources to cash management, budget review and management 
information collection and reporting resulted in this unforeseen financial problem. 

 
April 2011 

Excessive $30.4 Million Loss of VMC Fixed Assets Reported 

8) In April 2011 an audit reported that the Controller-Treasurer had requested 
authority to write off $30.4 million (acquisition value) of fixed assets that had been 
reported to the County Executive as unable to locate. These assets were in the 
custody of Valley Medical Center and had been reported to the Controller-Treasurer 
between FY 2006-07 and FY 2009-10. At the time the assets were reported by VMC to 
the Controller-Treasurer as unable to locate, the Controller-Treasurer reported the 
losses to the County Executive. The County Executive insisted that the hospital 
conduct a thorough search for these assets and provide specific reasons why they 
could not be found. Consequently, the Board of Supervisors was not immediately 
advised of the losses. During the subsequent fiscal years, VMC has made 
improvements to its fixed asset accounting and tracking procedures, and increased 
staff resources dedicated to oversight and accounting for fixed assets. However, in 
the three fiscal years reported since FY 2009-10, VMC reported to the Controller-
Treasurer an additional $4.5 million of unable to locate assets, and this information 
is now reported annually to the Finance and Government Operations Committee of 
the Board of Supervisors, which approves the write-off of these assets. 

 
December 2013 

Millions of Dollars of  Lost Cash Discounts 

9) Between FY 2004-05 and FY 2013-14, the County received about $955,000 in total 
cash discounts (about 0.006 percent) on its purchases of services and supplies, which 
totaled $17.3 billion during this 11-year period. The annual average was about 
$87,000 on $1.6 billion of expenditures per year. Realizing cash discounts on County 
expenditures where cash discounts are available is a joint responsibility of the 
Controller-Treasurer Department, Procurement and the operating departments of 
the County. However, as the department designated by charter and ordinance code 
responsible for County-wide accounting and financial systems, the Controller-
Treasurer has the fiduciary obligation to ensure cash discounts are taken when 
available and availability should be consistent with prevailing business practices.  

 
 During the FY 2004-05 to FY 2013-14 period, both the Controller-Treasurer 

Department and the Procurement Department reported operating at minimal 
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staffing levels that did not include sufficient resources to manage the County-wide 
cash discount function at the level necessary to maximize savings consistent with the 
average annual expenditure of $1.6 billion. While a well-managed cash discount 
function may have produced average annual savings of 0.01 percent or more 
($1.6 million), the County was only able to average $87,000 per year. During this 
time, the County moved to a strategic contracting model and focused on best value 
and value-added service with less emphasis on discounting. However, the ability to 
increase discounts could have been improved with additional Controller-Treasurer 
staff in the Claims Unit responsible for coordinating and expediting vendor 
payment processing. Currently, the Controller-Treasurer and Procurement are in the 
process of implementing an enhanced payment processing system that is designed 
to maximize cash discounts in the future. 

 
October 2014 

$2.6 Million Property Tax Refund Error 

10) Issued duplicate property tax refund in October 2014 in the amount of $2.6 million 
that was only discovered as a result of the property taxpayer reporting the 
overpayment to the County. The Tax Roll Control Unit had outdated written 
policies and procedures. This important internal control function had been deferred 
due to staffing deficiencies. 

 
Organizational Analysis 
As shown in the FY 2014-15 organization chart of the Controller-Treasurer Department 
(Attachment 1.1), the Department is organized into eight divisions and 14 functional 
units. For comparative purposes, we analyzed the organization charts of Controller 
departments in other major California counties. Attachment 1.2 shows the results of that 
comparison with the Auditor-Controller Department of the County of Los Angeles, 
which has a comprehensive organization that is divided into 12 divisions and 61 
operating units. The comparison is based on Fiscal Year 2014-15 information for both 
departments. Since the Controller-Treasurer Department in the County of Santa Clara 
includes the treasurer function, an additional division and unit was added to the 
County of Los Angeles Auditor-Controller detail in Attachment 1.2 bringing the 
division total to 13 and the unit total to 62.  
 
While it is noted that the County of Los Angeles has more than five times the 
population of the County of Santa Clara and more than four times the annual 
expenditures, the functional responsibilities of the two counties under federal, State and 
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local law are substantially the same. Therefore, the organizational structure of the two 
offices and the units within the organizations should be closely aligned. Nevertheless, 
staffing of the Controller-Treasurer function in the County of Los Angeles totals 
approximately 728 positions, versus only 106 in the County of Santa Clara.  Using the 
Attachment 1.2 organizational comparison, it was determined that several important 
functions do not exist in the Santa Clara organization, exist but are understaffed, or 
exist but are no longer staffed. These organizational discrepancies are described below. 
 

(1) Controller-Treasurer Administration: 
Both the County of Los Angeles Auditor-Controller Department and the County of 
Santa Clara Controller-Treasurer Department are managed by a similar official as 
specified by State law. However, the County of Los Angeles is also staffed with three 
Assistant Auditor-Controller positions that bring additional depth of expertise to the 
office and ensure organizational continuity during times of managerial change when a 
vacancy occurs in the Auditor-Controller position due to retirement or other forms of 
attrition. Even though the County of Santa Clara accounts for the fourth highest amount 
of annual expenditures of the 58 California counties at $4.6 billion in FY 2013-14 (only 
Los Angeles, San Francisco and San Diego expended more than Santa Clara), Santa 
Clara does not have an Assistant Controller-Treasurer position. Consequently, 
leadership transition periods in Santa Clara may be subject to periods of time when the 
office is managed by an interim appointment, and a newly appointed Controller-
Treasurer may not be fully productive or effective until becoming familiar with the 
County’s fiscal policies, procedures and financial history. Although the County of Santa 
Clara has a Finance Agency Director who oversees several finance related departments, 
this position does not have day-to-day operational responsibility to ensure that the 
financial transactions are occurring as intended and that the accounting internal 
controls are working effectively. These responsibilities would be assumed by an 
Assistant Controller during any period of leadership transition. 
 

(2) Controller-Treasurer Accounting Division: 
The Accounting Division is the largest division in the County of Santa Clara Controller-
Treasurer Department with 25 authorized positions. The Division includes a General 
Accounting Unit and a Claims Unit. The General Accounting Unit is staffed with a 
Manager and 12 staff and prepares the County’s financial statements, including the 
Comprehensive Annual Financial Report (CAFR), maintains its accounting books, 
establishes controls for financial transactions, oversees accounting for and distribution 
of various revenues, and accounts for fixed assets. The Claims Unit includes a total of 11 
staff, two of whom are senior accountants. However, there was no Unit manager 
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position in this Unit, which is responsible for payment of vendor invoices, processing 
travel reimbursements, and auditing departmental P-Card transactions, at the time of 
the audit. The position has since been added. 
 

 (3) Controller-Treasurer Fiscal Services Division: 
The Fiscal Services Division is staffed with a division manager and 20 accounting and 
systems analysts. The Division includes a Systems Development Unit and a Systems 
Maintenance Unit. The Systems Development Unit is staffed with a manager and eight 
staff. The Systems Maintenance Unit includes 11 systems analyst staff, but no unit 
manager. 
 

(4) Controller-Treasurer Tax Apportionment/Cost Management/Tax Roll Control Division: 
The Tax Apportionment/Cost Management/Tax Roll Control Division includes the Tax 
Apportionment Unit, the Cost Accounting Unit, and the Tax Roll Control Unit. The 
Division includes a total of 23 positions including a division manager. The Tax 
Apportionment Unit includes a unit manager and four staff. The Tax Roll Control Unit 
includes a unit manager and 14 staff. The Cost Accounting Unit includes only two staff 
and no manager. This unit is responsible for the preparation of the annual County-wide 
cost allocation plan, oversight and submission of SB 90 claims, County-wide review and 
analysis of departmental fees and charges, and County-wide training related to all of 
the cost accounting functions. Organizationally, the Cost Accounting Unit should be 
reestablished as a separate division with full responsibility for the annual County-wide 
cost allocation plan, oversight and submission of SB 90 claims, County-wide review and 
analysis of departmental fees and charges, and County-wide training related to all of 
the cost accounting functions with staffing authorization consistent with these 
responsibilities. 
 

(5) Controller-Treasurer Contracts Monitoring Division: 
The Controller-Treasurer Department does not have a contracts monitoring division. 
Consequently, most of the functions that this division would perform are not carried 
out by the County, or are carried out on a sporadic basis to a very limited extent by 
County auditors. Comparatively, the Auditor-Controller of the County of Los Angeles 
has 58 staff assigned to this function that are responsible for county-wide contract 
audits, departmental contract audits, special contract reviews as requested by the Board 
of Supervisors, county staff and contractor training, and county-wide contracting policy 
development. While the newly created Office of County Contracts in the County 
Executive’s Office fulfills the contracting policy development function for the County of 
Santa Clara, the auditing, Board requested contract reviews, and training functions 
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generally do not occur, or are performed on a limited basis by internal audit or 
management audit staff. 
 

 (6) Internal Audit Division: 
The Internal Audit Division of the Controller-Treasurer Department sustained the 
largest staff reduction of any of the divisions of the Controller-Treasurer Department 
between FY 2002-03 and FY 2010-11 declining from 10 positions to only four. Although 
its staffing has gradually been restored, the FY 2014-15 staffing level of eight is far 
below the level required for the Division to accomplish its audit responsibilities. 
Activities currently not being performed or being performed at a minimal, but 
inadequate level include (1) Charter required custody audits of department managers 
leaving the department (no longer auditing fixed assets or certifying fixed asset 
additions and deletions since the prior June 30 physical inventory); (2) compliance 
audits of all major grants; (3) audits of all major service contracts; (4) follow-up audits to 
previously completed Board assigned audits; and (5) audits of County-wide processes 
such as timekeeping and payroll. Based on these unfilled audit needs, clearly a staff of 
eight internal auditors in an organization with a $5.5 billion budget is insufficient. 
Consequently, two additional auditor positions are recommended for the Internal Audit 
Division. 
 

(7) Payroll Division: 
Staffing in the Payroll Division of the Controller-Treasurer Department has decreased 
by 24 percent from 17 positions in FY 2002-03 to 13 positions in FY 2014-15, while the 
County payroll has increased by 94 percent from $1.37 billion to $2.66 billion and added 
934 positions. As a result, the Payroll Division has had to reduce or eliminate activities 
that were important to maintaining internal control over the multi-billion dollar payroll. 
As these activities were eliminated, the risk of payroll errors and related financial losses 
has increased as discussed in Section 2 of this report. Payroll Division activities that 
should be reinstated or enhanced are discussed in greater detail in Section 2 of this 
report, but include the ongoing tasks of developing, enforcing and maintaining 
Countywide timekeeping and payroll policies, developing and implementing a 
centralized timekeeping and payroll training program, maintaining a management 
information system on payroll performance statistics, alleviating payroll correction 
processing workload, and conducting proactive payroll audits. 
 
In addition to the specific organizational units that are understaffed or not staffed as 
described above, a second staffing factor that exists in other organizations, but is 
generally absent in the County’s Controller-Treasurer Department is the authorization 
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for assistant unit and division managers in key parts of the organization where failure is 
not an option. The availability of a back-up position at the top of key units and divisions 
enables redundant verification of important periodic analyses, and provides an 
additional measure of protection against potentially catastrophic human or system 
errors. Due to the Department’s enormous financial responsibility, the Controller-
Treasurer Department regularly makes decisions and performs financial analyses that 
result in the expenditure, apportionment, investment, and borrowing of billions of 
dollars, often on behalf of school and other special districts.  
 
Based on the staffing deficiencies described above, Attachment 1.3 describes the 
additional staffing and organizational modifications that would be necessary to fully 
staff the Controller-Treasurer Department in order to enable the Department to carryout 
its financial management, oversight, training and coordination responsibilities in a 
manner consistent with the size and complexity of the County. A total of 14 positions 
are recommended, less the three new positions recently recommended by the County 
Executive and approved by the Board of Supervisors for the FY 2015-16 budget. The 
estimated FY2015-16 cost of the recommended Controller-Treasurer staffing 
enhancement is approximately $1.56 million, based on the FY 2015-16 position cost of 
similar positions in the Controller-Treasurer budget. However, some, if not all of this 
cost would be offset by expenditure savings and increased revenues and 
reimbursements resulting from audits, increased SB 90 and grant claims, additional 
revenues resulting from full cost recovery fees and charges, increased reimbursements 
from State and federal program claims and cost plan enhancements. 
 
Controller-Treasurer is Unable to Retain Senior and Management Staff 

In addition to operating for many years at minimal staffing levels, the Controller-
Treasurer Department has historically had difficulty in retaining top quality accounting 
staff as they progress through the County’s accounting series of job classifications and 
eventually transfer to another department or leave the County for a promotional 
opportunity. The inability to retain senior and management staff with substantial work 
experience in the Controller-Treasurer Department diminishes readily available 
institutional knowledge that can be a valuable asset in the management and oversight 
of day-to-day operations, minimizing risk as well as facilitating the expertise and 
professional growth of new and less experienced staff. A review of the current status of 
15 management and supervisorial staff showed that the average number of years of 
continuous work experience in the Controller-Treasurer Department was only 7.4 years. 
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No manager or senior staff member has more than 15 years with the Department, and 
most have less than 10 years. 
 
The primary professional job classifications authorized for the Controller-Treasurer 
Department are the Accountant II, Accountant III, and Senior Accountant 
classifications. The FY 2014-15 authorization totals 29 positions in these classifications. 
Although the Accountant series of job classifications is the generic accounting 
classification used County-wide, the accounting job duties of positions in the 
Controller-Treasurer Department are substantially unique to the Department and have 
a County-wide focus as opposed to departmental accounting work, which is more 
focused on individual operational transactions. By comparison, accounting duties of 
accounting staff in the Controller-Treasurer’s Department versus County department 
accountants are differentiated as described below: 
 
Controller-Treasurer Accounting: 
Accountants in the Controller-Treasurer Department typically perform complex 
County-wide functions that require examining, analyzing, maintaining, reconciling and 
verifying complex financial records often involving State, federal and special district 
entities, as well as approximately 500 separate funds accounted for by the Controller-
Treasurer. Further, these Controller-Treasurer accounting functions also include 
specialty functions not found in departments, such as required annual reports to the 
State, the County-wide cost allocation plan, comprehensive annual financial report, 
property tax apportionment analyses, financial and operational systems analysis and 
development, and County-wide financial accounting and systems training. 
 
County Department Accounting: 
Accounting duties typically performed in County departments include operational and 
transaction related activities such as procurement of services, supplies and equipment, 
bi-weekly payroll and timekeeping, payment of vendor invoices, preparation of budget 
documents, maintenance of fixed asset records, receiving, accounting for and depositing 
revenue, preparation of SB 90 claims, accounting for grants, maintenance of 
departmental financial procedures manual, and preparation of department financial 
and operational reports as requested. 
 
One potential method of reducing the turnover rate of Controller-Treasurer 
professional accounting staff would be to establish an accounting classification series 
specific to the Department. A series that permitted open entry at the beginning 
Accountant I and II level, but was progressively more restrictive through the Senior 
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Accountant, Accountant Manager, Assistant Division Manager, and Division Manager 
classifications, could provide a greater promotional career path within the Controller-
Treasurer Department.  Specialized classifications are sometimes used to recognize the 
unique specialized nature of the duties and responsibilities of the positions and the 
function they perform within the organization.  
 
As an example, the County of Los Angeles Auditor-Controller Department has at least 
15 such specialized classifications in the functional areas of accounting, payroll, and 
financial systems (see examples in Attachment 1.4). Development of these restricted 
classifications has enabled the Department to more precisely define job duties and 
responsibilities to the County-wide requirements of the Auditor-Controller, rather than 
the more generic specifications for similar positions in operating departments. Further, 
the development of these classifications has increased promotional opportunities within 
the Auditor-Controller Department and enhanced retention of skilled and experienced 
employees in the Department. Whereas the average number of years of service of the 15 
current managers and supervisors in our Controller-Treasurer Department is only 7.4 
years with the longest being 15 years, many of the senior audit staff in the Auditor-
Controller Department in the County of Los Angeles average more than 10 years with 
the Department, while most of the Chief Auditors and Division Chiefs have more than 
20 years of service.  
 
Consequently, it is recommended that the Board of Supervisors direct the County 
Executive to direct the Employee Services Agency to (1) evaluate the specialized duties 
and responsibilities of accounting, payroll, and financial systems positions in the 
Controller-Treasurer Department to determine if a similar job classification structure as 
is used by the Auditor-Controller Department in the County of Los Angeles would 
improve retention of senior and managerial professional staff in the Controller-
Treasurer Department, and (2) report the results of their analysis to the County 
Executive and the Board of Supervisors within three months from the date of approval 
of this recommendation by the Board of Supervisors. 
 
CONCLUSION 

The Controller-Treasurer Department has been understaffed for many years.  It has the 
lowest staffing level of any of the 10 most populous counties, with 44.6 percent fewer 
staff and 65.3 percent more expenditure responsibility than the average large county 
auditor-controller department.  As a result, it does not perform several important 
auditor-controller functions, and performs others on a limited basis. The consequences 
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of dedicating insufficient resources to the most critical financial county responsibility 
has been recurring operational and system failures involving as much as $16 million 
each. With responsibility for overseeing the financial integrity of the County’s $5 billion 
annual expenditure budget and the investment of billions of dollars of monies on behalf 
of numerous other governmental entities, the budgetary savings that have been realized 
do not justify the financial risk.  
 
By increasing staffing in several functional areas of the Department and developing 
specialized classifications to more precisely match the centralized accounting and 
financial duties of the Department, the Controller-Treasurer can substantially improve 
its County-wide financial management and oversight performance, while doing a better 
job of developing and retaining highly expert staff, further reducing the risk resulting 
from operational failures. The estimated FY 2015-16 cost of the recommended 
Controller-Treasurer staffing enhancement is approximately $1.56 million, less 
expenditure savings and increased revenues and reimbursement associated with the 
additional functions these staff would implement. 
 
RECOMMENDATIONS 

It is recommended that the Controller-Treasurer: 

1.1 (a) Prepare and submit a detailed staffing enhancement plan to the County 
Executive to address the organizational deficiencies as described in this 
section, within three months from the date of Board approval of this 
recommendation; and,  

 (b)  The County Executive review and forward this plan with his 
recommendations to the Board of Supervisors for implementation during the 
FY 2015-16 mid-year budget review. (Priority 1) 

It is recommended that the Board of Supervisors direct the County Executive to direct 
the Employee Services Agency: 

1.2  To evaluate the specialized duties and responsibilities of accounting, payroll, and 
financial systems positions in the Controller-Treasurer Department to determine 
if a similar job classification structure as is used by the Auditor-Controller 
Department in the County of Los Angeles would improve retention of senior and 
managerial professional staff in the Controller-Treasurer Department, and to 
report the results of this analysis to the County Executive and the Board of 
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Supervisors within three months of the approval of this recommendation by the 
Board of Supervisors. (Priority 2) 

 
SAVINGS AND BENEFIT 

Implementation of these recommendations would result in increased staffing and 
reorganization of the Controller-Treasurer Department and commencement of various 
County-wide financial management and oversight functions including: 

(1) Resumption of payroll audits throughout County departments; 
(2) Performance of all Charter required custody audits upon department managers 

leaving office including certification of fixed asset changes since the last physical 
inventory; 

(3) Commencement of County-wide contract monitoring and audit activities on all 
major County contracts; 

(4) Commencement of Grants auditing on all major grants. 
(5) Increased verification of all property tax apportionment analyses to all taxing 

entities; 
(6) Ongoing verification of all property tax refunds in excess of $50,000; 
(7) Updating and maintaining all financial policies and procedures of the Controller-

Treasurer; 
(8) Resumption of County-wide payroll, cost plan, SB 90, grant and other training for all 

accounting and financial staff, including training in work paper development in 
support of grants, State and federal reimbursements, and annual revenue and 
expenditure budget estimates; 

(9) Resumption of ongoing review and analysis of all departmental fees and charges; 
and, 

(10) Other financial activities as determined by the Controller-Treasurer. 
 
The estimated cost of the Controller-Treasurer recommended staffing enhancement is 
approximately $1.56 million annually based on the FY 2015-16 cost of similar positions 
in the Controller-Treasurer budget, less savings resulting from audits, increased SB 90 
and grant claims, additional revenues resulting from full cost recovery fees and charges, 
increased reimbursements from State and federal program claims and cost plan 
enhancements. 
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Section 2. Timekeeping and Payroll Policies  
 

Background 
• In FY 2013-14, the Controller-Treasurer Department disbursed approximately 

$2.2 billion in salary and benefits to 17,000 employees. Individual departments 
process employee timecards into the County’s Kronos timekeeping system 
where it is subsequently transmitted to PeopleSoft for payroll processing and 
disbursement by the Controller-Treasurer’s Payroll Unit. 

Problem 
• Time and attendance data collection practices vary across departments, and 

there is presently no centralized Controller-Treasurer timekeeping and payroll 
policy. Consequently, no comprehensive countywide training exists for 
department timekeepers or for employee timekeeping and attendance 
practices. Given the wide range of timekeeping policies, the Controller-
Treasurer’s Payroll Unit is insufficiently staffed to conduct necessary audits to 
validate the accuracy of department timekeeping information prior to payroll 
disbursement. Furthermore, audit trails for each department vary, making it 
difficult to analyze and verify performance metrics. 

Adverse Effect 
• Inconsistent timekeeping practices increase the County’s risk of errant payroll 

disbursements. Since Payroll Unit staff must rely on self-reported, aggregated 
timekeeping information provided by departments, the Controller-Treasurer’s 
ability to ensure County funds are expended accurately is diminished, along 
with the reliability of performance metrics. In addition, due to limited Payroll 
Unit staffing, errors are only caught when reported by other departments. 

Recommendations, Savings and Benefits  
• The Controller-Treasurer should (1) establish a Countywide timekeeping and 

payroll procedural manual, (2) develop a standardized training curriculum for 
all timekeeping staff, focusing on timekeeping oversight and management 
practices, and the enforcement of employee time reporting policies, (3) hire 
two additional staff to support implementation and ongoing support (costs are 
included in Section 1 of this report), and (4) collaborate with all departments to 
identify potential solutions for mitigating payroll errors. The Payroll Unit’s 
improved payroll oversight and audit capacity could help the County recover 
up to $2.9 million annually in unreported erroneous overpayments. 
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Authority and Obligation to Monitor Attendance and Payroll 
 
Section A25-665 (a) of the County Ordinance Code requires that each County 
department head shall be responsible for tracking and monitoring employee attendance 
records that are to be submitted to the Department of Finance in a manner consistent 
with policies and procedures set forth by the Director of Finance. While the County 
Ordinance Code provides the Director of Finance with the power to establish a 
countywide policy for timekeeping and payroll, no centralized administrative policy 
exists. Currently, the Controller-Treasurer, through the purview of the Director of 
Finance, delegates the responsibility for establishing proper internal controls for time 
reporting to each department director. The Controller-Treasurer retains the authority to 
monitor compliance with timekeeping policies. Countywide timekeeping and payroll 
are administered under the Controller-Treasurer’s Disbursement Division through the 
Payroll Unit. 
 
Timekeeping and Payroll Process 
 
Every two weeks the Payroll Unit processes payroll distribution for over 17,000 
employees in the County of Santa Clara. At present, pay periods close every other 
Sunday. The timekeeping system closes the following Monday evening, and payroll is 
processed by Tuesday to be disbursed by Friday. This is known as the “on-cycle” 
portion of payroll. Payroll distribution is administered through two separate but 
interfacing software programs. 
 
First, timesheets must be entered through Kronos, the countywide timekeeping 
software program. Depending on the department and its timekeeping policies, time 
reporting is tracked in various ways, including employees acting as their own 
timekeeper through self-reporting, employees tracking their time and attendance by 
swiping in and out with their ID badges, or employees having their time recorded by a 
designated timekeeper. Departments assign designated time approvers to oversee the 
submittal of timesheets into payroll, with the timekeeper sometimes acting as both the 
timekeeper and approver. In some departments and divisions, timekeepers conduct 
initial timesheet management in separate software programs before uploading the data 
to Kronos. Departments require that employees enter their time by the Thursday prior 
to the Sunday pay period close. 
 
After timesheets have been submitted through Kronos, employees and their supervisors 
have until the Monday to submit adjustments to the Payroll Unit for time reporting 
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corrections. Payroll Services Clerks (PSC) must approve all payroll entries and make 
manual adjustments based on the submittal of payroll error correction request forms. 
PSCs must also make other manual adjustments for additional compensation that is not 
currently entered into Kronos, including payouts for legal adjustments, special labor 
agreement benefits not built into the payroll system (such as tuition reimbursement), 
annual leave cash outs, and adjustments to correct errors that were administered in 
prior payroll periods, such as payroll deductions for prior overpayments and additional 
pay for prior underpayments. By Monday evening the information is transmitted from 
Kronos into PeopleSoft, the countywide payroll processing software, as payroll 
processing begins Tuesday for payroll disbursement on Friday. 
 
Lack of Data Reliability Impacts Management Information System 
 
At the start of this audit, Payroll Unit management explained that timekeeping and 
payroll performance metrics were not being compiled; however, through the fieldwork 
phase of this audit, Payroll Unit staff began compiling performance metrics by pay 
period analyzing total payroll payout, total payroll adjustments, categorization of 
adjustment causes, and financial impact for each adjustment. The audit team evaluated 
the first batch of pay period analytical reports generated by the Payroll Unit available 
for the fourth and fifth pay periods in calendar year 2014. Table 2.1 below provides an 
overview of the volume and types of payroll adjustments evaluated in our data sample. 
 

Table 2.1 
Volume of Payroll Adjustments by Cause for Pay Periods 1404 and 14051 

 
Pay Period 1404 Pay Period 1405 

Manual Adjustments Count Percent Manual Adjustments Count Percent 
Legal adjustments 2,244 64% Legal adjustments 1,631  71% 
Annual leave cash outs 692 20% Timekeeping error 481  21% 
Timekeeping error 427 12% Tuition reimbursement 120  5% 
Tuition reimbursement 96 3% Worker's comp adjust 31  1% 
All other causes 45 1% All other causes 23  1% 

Total 3,504  100% Total 2,286  100% 
Source: Controller-Treasurer’s PeopleSoft Payroll Database, Payroll Statistics Report 
1Pay periods 1404 and 1405 refer to the fourth and fifth pay periods in calendar year 2014.  

 
It is important to note that the amount of adjustments listed in Table 2.1 above does not 
represent the number of employees who needed payroll adjustments, but rather, the 
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number of manual transactions that needed to be made by a PSC in the Payroll Unit. An 
employee needing an adjustment in pay could require multiple manual transactions. 
For example, if an employee who typically receives differential pay on top of normal 
salary needs to correct a timesheet for calling in sick, the PSC would need to make three 
manual transactions: 1) reduce differential pay, 2) reduce regular hours worked, 3) add 
sick leave/paid time off. 
 
As detailed in Table 2.1, legal issues resulting in adjustments to payroll comprise the 
highest volume of payroll adjustments. Legal adjustments can occur for a variety of 
reasons, whether through litigious settlements regarding labor disputes or external 
changes in the payroll environment, such as CalPERS requiring retroactive adjustments 
in retirement contributions. Although legal issues evidently contribute significantly to 
the payroll adjustment workload of the Payroll Unit staff, labor relations operations 
reside under the purview of the Employee Services Agency and are consequently 
outside the scope of this audit. 
 
Although the handling of labor related legal issues are outside the scope of this project, 
the audit team’s evaluation of timekeeping errors revealed a discrepancy between the 
“timekeeping error” label applied by the Payroll Unit and the actual causes written in 
the originating payroll correction forms. As recorded in pay periods 1404 and 1405, 
there were 427 and 481 timekeeping errors, respectively, according to the data 
worksheets provided by the Payroll Unit. Our audit team subsequently requested all of 
the originating payroll correction form documentation to review and verify that these 
errors were actual timekeeping errors or adjustments caused by other factors. A 
timekeeping error indicates some degree of human error on behalf of the timekeepers 
and approvers, either through a lack of training, misunderstanding of timekeeping and 
payroll processes, or inevitable mistakes that may occur through manual processing. 
 
After analyzing the payroll data for pay periods 1404 and 1405, we focused our 
sampling on high risk budget units for each pay period that individually comprised 
more than five percent of total timekeeping errors. Of the 50 budget units running 
payroll through the County, this methodology resulted in identifying five budget units 
for pay period 1404 and three budget units for pay period 1405. The audit team 
compared the payroll correction forms to the reasons listed in the payroll statistical 
spreadsheet to assess the reliability of this newly developed management information.  
 
Due to the decentralized timekeeping system and lack of standardized policies, the way 
in which timekeepers and supervisors completed payroll correction request forms 
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varied greatly in the amount of detail provided behind requested timesheet 
adjustments. For example, if the payroll correction form requests an adjustment in time, 
the timekeeper or supervisor submitting the request could have completed the 
“additional information” section explaining that the employee had not submitted an 
exception form in time to get approval for changes in their work schedule (such as 
overtime) and thus the correction form was needed due to the employee’s failure to 
obtain approval prior to the timesheet submittal deadline. The reason for the correction 
form, therefore, would be an employee submitting their exception form late, as opposed 
to a timekeeper making a mistake. In contrast, another timekeeper or supervisor 
submitting a payroll correction form for the same reason could provide more general 
information on the form, such as “error” or “employee should have been paid 
overtime,” without including the context that the employee submitted their exception 
form late.  
 
Since the audit team could not control the possibility for such variation in reporting in 
our analysis, we took the face value of explanations written on correction forms as the 
primary causes. The consequence of this approach could result in timekeeping errors 
being overstated, while employee errors may be understated. Although this 
information may not reflect the actual cause of every correction due to the lack of 
explanation provided in many of the correction forms evaluated, our observations do 
provide an estimate of the varying types of reasons corrections are submitted that are 
not caused by timekeepers making mistakes. The following Tables 2.2 and 2.3 
summarize the frequency of correction causes as determined through this audit of 
“timekeeping errors” reported by the Payroll Unit for pay periods 1404 and 1405. 
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Table 2.2 
“Timekeeping Errors” Stratified by Originating Cause for Pay Period 14041 

 
Cause Count Percent 

Error 249 74% 
Late or no exception form 68 20% 
Employee missed swipe in/out 9 3% 
Late timesheet 6 2% 
Annual leave cash out 3 1% 
Unknown 1 0% 

Total 336 100% 
Source: Controller-Treasurer’s PeopleSoft Payroll Database, Payroll Statistics Report 
1High risk budget units include the Sheriff’s Department, 
Department of Correction, Probation Department, Social Services 
Agency, and Valley Medical Center. 

 
Table 2.3 

“Timekeeping Errors” Stratified by Originating Cause for Pay Period 14051 

 
Cause Count Percent 

Error 172 55% 
Late or no exception form 60 19% 
Deadline error 47 15% 
Employee missed swipe in/out 22 7% 
Late timesheet 10 3% 
Annual leave cash out 2 1% 
Unknown 1 0% 

Total 314 100% 
Source: Controller-Treasurer’s PeopleSoft Payroll Database, Payroll Statistics Report 
1High risk budget units for pay period 1405 include the Department 
of Correction, Social Services Agency, and Valley Medical Center. 

 
As observed in Tables 2.2 and 2.3 above, a majority of the time, timekeeping errors were 
written as the cause of submitting a correction form for pay period samples analyzed; 
however, a significant portion of these adjustments were needed due to employees not 
submitting exception forms in a timely manner, forgetting to swipe their identification 
badges for the beginning and/or end of work shifts, and submitting timesheets late. 
With 26 percent and 45 percent of “timekeeping errors” in pay periods 1404 and 1405 
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actually originating from employee errors, the management information currently being 
compiled omits greater detail that errors are occurring not just from timekeepers, but 
from employee time reporting practices as well. A Countywide uniform timekeeping 
policy supported by standardized training for all timekeepers and timesheet approvers 
could require that individuals completing payroll correction forms to explicitly state the 
reason for employees requiring payroll adjustments so that the Payroll Unit could 
generate more accurate and meaningful payroll statistics that can guide management in 
finding ways to improve the overall process. 
 
Centralized Timekeeping Management and Oversight is Needed 
 
As the timekeeping data conveys, the reasons for submitting payroll correction forms 
stem not just from timekeepers making mistakes, but employees as well. Aside from 
payouts required by legal agreements, timekeeping related errors were the highest 
reoccurring cause for payroll adjustments, as documented in the two data samples 
analyzed for pay periods 14041 and 1405. In accordance with our observation of how 
payroll correction forms are completed and subsequently recorded, it is apparent that a 
centralized timekeeping policy established and enforced by the Controller-Treasurer 
Payroll Unit could alleviate the variances in how timekeeping is managed by 
timekeepers and timesheet approvers, as well as timekeeping and attendance principles 
practiced by employees. 
 
Centralized oversight by the Payroll Unit could streamline training for timekeepers and 
employees when common problems are identified in various departments and 
divisions. For example, if timekeepers are experiencing trouble applying certain 
exceptions to timekeeping as permitted by applicable labor agreements, the Payroll Unit 
could identify these common problems across the County and implement a centralized 
training program to address them. Similarly, if timekeeping related errors are 
originating from employees not properly checking in at the beginning or end of their 
shifts with their ID badges or not properly completing exception forms, centralized 
training could be implemented by the Payroll Unit to correct this problem. 
 

                                                 
1 In pay period 1404, annual leave cashout adjustments accounted for 20 percent of the total volume of 
payroll adjustments, second only to legal adjustments; however, leave cashout occurs only once annually 
in accordance with particular labor agreements and should not be considered a regular occurrence in pay 
periods throughout the year. If annual leave cashout adjustments were excluded from the total volume of 
adjustments for pay period 1404, timekeeping related errors would rise as the second highest cause of 
payroll adjustments accounting for 15 percent of total adjustments. 
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However, to identify reoccurring or systematic timekeeping and reporting errors across 
the various departments and divisions within the County, Payroll Unit management 
requires reliable data. A centralized timekeeping policy could establish standardized 
recording practices, so that payroll correction request forms contain sufficient detail to 
explain the need for such adjustments. Payroll Unit staff would subsequently need to 
modify their nascent payroll statistics reports so that categorizations of error types 
accurately reflect the reasons listed on the correction forms. 
 
As discussed in the next section, the Payroll Unit’s current staffing level is already 
insufficient to expand beyond its current operating levels; however, by adding two 
permanent full-time employees, the Payroll Unit could implement a centralized 
timekeeping and payroll manual, reflecting the various timekeeping methods in 
different departments, payroll oversight issues facing timekeepers and approvers, and 
employee time reporting concerns. In addition to implementing centralized standards, 
these additional staff can also implement the centralized training program. Once 
centralized timekeeping standards are implemented, the new staff members should 
analyze the updated payroll statistical reports on a monthly basis to identify what type 
of timekeeping related errors are occurring in order to subsequently coordinate 
corrective training sessions. This should be in addition to their ongoing support for 
training and maintaining countywide employee compliance with timekeeping policies 
and procedures.  
 
The two additional staff members could also potentially provide relief support for PSCs 
to alleviate the payroll management workload discussed next in this Section of the 
report. Estimated personnel expenditures are included as a part of our recommendation 
to increase overall staffing levels, which is addressed in Section 1: Staffing and 
Reorganization of this report. 
 
Timekeeping and Payroll Cycle Deadlines May Exacerbate Payroll Adjustment Workload  
 
While automated mechanisms through PeopleSoft allow the Payroll Unit to approve 
payroll disbursement, thousands of manual adjustments must be administered by the 
Payroll Unit from the on-cycle Friday to the following Monday closure of Kronos. As 
discussed in the previous section, the audit team evaluated payroll statistics compiled 
by the Payroll Unit for two pay periods, indicating that payroll staff have to input 
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anywhere from 2,000 to 4,000 manual adjustments into PeopleSoft at the end of every 
on-cycle pay period.2  
 
During the course of this audit, the Payroll Unit had five PSC positions; however, only 
three PSCs are available to process payroll correction forms during the on-cycle period, 
as one PSC focuses solely on managing CalPERS transactions and another PSC is 
working out of class to fulfill a vacant accountant position. With a workload requiring 
the manual processing of 2,000 to 4,000 payroll corrections, three PSCs must 
individually process, over the course of two days, anywhere from 333 to 667 manual 
adjustments a day in order to meet the on-cycle Kronos timekeeping deadline. As 
reported by the Payroll Unit management and staff, such a workload, in addition to 
other job responsibilities, inhibit the Unit’s ability to conduct proactive audits of 
timekeeping and reporting practices. 
 
Although the grand majority of all manual adjustments derive from external factors, as 
observed by the volume of payroll adjustments caused by legal issues in Table 2.1, the 
timekeeping process itself causes a large volume of manual adjustments, particularly 
from departments and divisions which operate facilities and programs 24 hours a day, 
seven days a week. These agencies include the Office of the Sheriff, Department of 
Correction, Probation Department, Social Services Agency, and the Health & Hospital 
System, among others.  
 
The irregular hours worked over the weekend impose a burden not only for 
timekeepers, but for the Payroll Unit staff as well, primarily due to the payroll and 
timekeeping deadlines. Just as every other department, timekeepers in programs 
operating 24 hours a day must submit their timesheets every other Thursday; however, 
since the pay period ends on Sunday, timekeepers must project hours worked over the 
weekend. Consequently, whenever there is an adjustment of time worked, such as an 
employee calling out sick or an employee working unscheduled overtime, payroll 
corrections must be submitted that following Monday if changes are to be incorporated 
for the coming payroll processing, or they may be adjusted in later pay periods. For the 
two pay periods analyzed by the audit team, we found that the five budget units with 
the highest volume of timekeeping related payroll adjustments all included 24-hour 

                                                 
2 It is important to note that the only two pay period samples available to the audit team for this analysis 
included annual cashout adjustments and a significant lawsuit settlement which may not reflect the 
average volume of pay period adjustments due to the possible inflation from these particular 
circumstances. 
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programs. Table 2.4 below highlights the volume of on-cycle timekeeping related 
adjustments by budget unit. 
 

Table 2.4 
Volume of Timekeeping Related Adjustments by Budget Unit  

for Pay Periods 1404 and 14051 
 

Pay Period 1404 Pay Period 1405 
Budget Unit Count Percent Budget Unit Count Percent 

921-VMC 183 43% 921-VMC 214 44% 
501-Social Services Agency 53 12% 501-Social Services Agency 82 17% 
230-Sheriff 38 9% 240-Correction 22 5% 
246-Probation 38 9% 230-Sheriff 20 4% 
240-Correction 24 6% 414-Custody Health 19 4% 
All Other Budget Units 91 21% All Other Budget Units 124 26% 

Total 427 100% Total 481 100% 
Source: Controller-Treasirer’s PeopleSoft Payroll Database, Payroll Statistics Report 
1Pay periods 1404 and 1405 refer to the fourth and fifth pay periods in calendar year 2014.  

 
With the limited data available and lack of context behind every payroll adjustment, we 
were unable to confirm specific amounts of payroll adjustments in these departments 
caused by the payroll cycle deadline; however, the correlation of budget units with the 
largest volumes of payroll corrections being those departments operating 24-hour 
programs is an indication that the timekeeping and payroll cycle deadlines contribute to 
the volume of corrections needed. This observation also correlates with information 
obtained during interviews of timekeepers in different departments and divisions 
operating 24-hour programs that the Sunday closure of the pay period often requires 
the submittal of payroll correction requests.  
 
If the Controller-Treasurer Department were to revise the countywide payroll cycle to 
end every other Friday instead of every other Sunday, this may mitigate the volume of 
correction requests from County programs operating through the weekends. The 
payroll cycle would need to be altered from every other Monday to Sunday to every 
other Saturday to Friday. 
 
However, our audit team also conferred with the Controller-Treasurer’s Fiscal Services 
Division as we learned that they had conducted an informal analysis toward the start of 
calendar year 2013 regarding weekend payroll corrections. The Division had found 
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through a review of five pay periods that one to 13 percent (average of six percent) of 
total payroll correction forms were caused by the weekend operations. While the Fiscal 
Services Division agreed that the County could work to lower weekend payroll 
reporting errors, the Division expressed concern over adjusting the payroll cycle 
without assessing the impacts on the timekeeping, payroll, and financial systems. It is 
also possible that other potential operational adjustments could mitigate weekend 
payroll errors, such as requiring 24-hour programs to maintain administrative staff 
coverage to adjust timesheets at the end of a weekend to prevent the need for payroll 
correction requests. 
 
With the lack of detail for payroll correction requests originating from weekend 
operations, we are unable to determine whether shifting the payroll cycle is the most 
effective and efficient means for reducing the volume of weekend payroll correction 
requests. In conjunction with our prior finding regarding the insufficiency of 
management information and its impact on our ability to determine the actual causes 
for timekeeping adjustments, we find that there is need for an additional collaborative 
study with all County departments, such a study being outside the scope of this audit. 
We recommend that the Board of Supervisors direct the Controller-Treasurer to conduct 
a countywide timekeeping and payroll management assessment with all departments to 
determine the root causes for payroll errors and to identity the most efficient 
operational adjustments to mitigate the volume of payroll corrections.  
 
Potential Loss in Unrecovered Overpayments 
 
According to the statistical reports for pay periods 1404 and 1405, there were 427 and 
481 timekeeping errors, respectively. Between the two pay periods, the volume of 
payroll corrections resulting in deductions and payouts maintained their proportions 
with about one deduction for every four payouts. Table 2.5 below shows the average 
volume and value of timekeeping error payroll corrections for the two pay periods 
analyzed in this audit. 

Table 2.5 
Average Value of Timekeeping Error Payroll Corrections 

 
Payroll Corrections Count Value 

Deductions (Prior Overpayment) 93 $506 
Pay Outs (Prior Underpayment) 343 $582 
Technical Adjustments, No Pay Adjustment 19 -    

Source: Analysis of Payroll Statistics Reports for Pay Periods 1404 and 1405 
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The data presented in Table 2.5 is based upon reported errors as documented through 
payroll correction request forms and in the payroll statistics reports. As we noted 
before, due to the lack of staffing and high workload for the Payroll Unit, PSCs are 
unable to conduct proactive payroll audits and consequently maintain no other data to 
indicate what volume of errors may be occurring unreported. 
 
However, without known exception to justify the payroll correction ratio of one to four 
in the payroll process, according to probability theory, there should be a normal 
distribution of payroll errors that result in overpayments and underpayments. In other 
words, normal distribution theory suggests that there should be an equal or near equal 
volume of corrections that result in deductions and payouts. Between the two pay 
periods, there was an average discrepancy of 250 corrections between payroll deduction 
and payout corrections. Assuming that 250 payroll deductions are not being reported 
per pay period, using the average deduction value of $506, and incorporating known 
exceptions for a normal distribution of payroll corrections3, we estimate the annual 
value of unreported overpayments to be $2,937,969.  With the recommendation to 
standardize policies, training, and to hire additional staffing, the County may be able to 
mitigate and proactively correct payroll errors to recover up to our estimated $2.9 
million at risk on an annual basis. 
 
CONCLUSION 
 
Due to the volume of payroll correction requests resulting from timekeeping related 
errors caused by both timekeepers managing timesheets and employee practices for 
reporting time worked, the Controller-Treasurer should establish a Countywide 
timekeeping and payroll procedural manual to monitor and enforce standardized 
timekeeping and reporting practices for all departments. In addition, the Controller-
Treasurer should develop a standardized training curriculum for timekeeping oversight 
and employee time reporting practices. Hiring additional staff to coordinate the 
implementation of these recommendations, to provide ongoing analytical and 
administrative support, and to alleviate current Payroll staff workload will increase 
                                                 
3 In our audit sampling of payroll corrections for high risk budget units, we found that 11 percent of the 
payout samples were caused by pay rate adjustments being submitted late. Since these pay rate 
adjustment errors primarily increase salaries and result in a pay out, we assumed that 11 percent of the 
average difference between deductions and payouts would result in pay rate adjustments and therefore 
be an exception to the assumption of normal distribution. Our at-risk estimate subsequently dropped 
from $3,301,089 to $2.9 million. 
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annual expenditures, these expenditures being included in Section 1: Staffing and 
Reorganization of this report. Implementing these recommendations would enable the 
Controller-Treasurer Department and Payroll Unit to improve payroll oversight, 
mitigate payroll errors, and potentially recover up to $2.9 million in erroneous payroll 
overpayments. 
 
RECOMMENDATIONS 
 
The Board of Supervisors should: 
 
2.1 Direct the Controller-Treasurer to establish a central timekeeping and payroll 

procedural manual that addresses the following issues: 
i. Employee Timekeeping and Attendance Practices: The manual should 

address how employees or designated timekeepers track employee 
timesheets for the varying methods used to track time in the County. 
The manual should also address how employees complete and submit 
exception forms when they seek adjustments in their work schedules. 

ii. Correction Forms: The manual should address how timekeepers and 
approvers complete payroll correction request forms so that the 
Payroll Unit can better track and record the causes for timesheet and 
payroll adjustments. 
(Priority 3) 

 
2.2 Direct the Controller-Treasurer to establish a centralized training program in 

order to streamline training for timekeepers/approvers and employee 
timekeeping and attendance practices reflective of changes adopted in the central 
manual. (Priority 3) 

 
2.3 Direct the Controller-Treasurer to conduct a Countywide timekeeping and payroll 

management assessment with all departments to determine the root causes for payroll 
errors and to identity the most efficient operational adjustments to mitigate the volume of 
payroll corrections. (Priority 3) 

 
SAVINGS, BENEFITS AND COSTS 
 
Recommendations 2.1 and 2.2 rely upon the Payroll Unit maintaining sufficient staffing 
to coordinate and implement a centralized timekeeping manual and training program. 
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If Recommendations 2.1 and 2.2 are to be successfully carried out, the Payroll Unit will 
need two additional staff members, of which this recommendation and its associated 
costs are included in Section 1: Staffing and Reorganization of this report. With 
additional Payroll staff to train and enforce department timekeeping standards, in 
addition to conducting proactive audits of payroll records, the County may recover up 
to $2.9 million in erroneous overpayments. 
 
Recommendation 2.3 is a directive for the Controller-Treasurer’s Department to assess 
the timekeeping and payroll operational needs of all County departments, and to 
identify ways to improve payroll management, including mitigating weekend payroll 
corrections. There are no immediate financial impacts associated with this 
recommendation. 
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Section 3. Backlog of State-held Unclaimed Moneys Owed to the County  

Background 
• In an August, 2007 memo to the Board of Supervisors, the Management Audit 

Division identified $146,148 of unclaimed checks and other monies identified 
as the property of the County of Santa Clara that were held by the California 
State Controller’s Office and remained unclaimed. These funds were 
subsequently claimed and returned to the County. In order to prevent a 
backlog of unclaimed items accumulating with the State Controller again, a 
process to periodically claim these funds was subsequently assigned for 
implementation to the Controller-Treasurer Department.  

Problem 
• Based on an updated review of unclaimed funds identified as the property of 

the County of Santa Clara held by the State Controller, 442 items totaling 
$222,246 remained unclaimed as of November 20, 2014.  

 
Adverse Effect 

• Funds held by the State Controller do not accrue interest, are not available to 
fund County programs or pay for County expenses. Pursuant to Section 
1564(c) of the California Code of Civil Procedure unclaimed monies are 
transferred to the State General Fund monthly, even if such monies are 
identified as the property of the County of Santa Clara, unless the County 
submits claims to the State Controller for these monies. Further, monies 
originally sent as payment to the County in relation to County services or 
business matters, but not received and properly recorded, could result in the 
County unduly levying late payments, pursuing unnecessary collection 
efforts or delaying or denying services. 

Recommendations, Savings and Benefits 
• The Controller-Treasurer Department should immediately process a claim for 

all funds held by the State Controller’s Office that are identified as the 
property of the County or any of its departments, agencies or political 
subdivisions, or that is addressed to any County facility. In addition, the 
Department should amend its policies and procedures manual by preparing a 
written policy and procedure pertaining to the processing of claims for 
County monies held by the State Controller.  
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Background  

The California State Controller holds more than $6.9 billion in unclaimed funds that have 
been transferred to the State by corporations, business associations, financial institutions, and 
insurance companies. When checks, bank accounts, stocks, insurance policies, and other non-
real estate financial assets held by these companies become dormant for an extended period 
of time, they are remitted to the State. The law defines how long each of these different 
property types must remain dormant before transfer to the State, but generally the term is 
three years of inactivity. These assets are held by the State while attempts are made to contact 
the owner, and are listed on the State Controller’s website. The State Controller charges 
nothing to claim funds, so the entire amount of any unclaimed funds that are due to the 
County of Santa Clara is available to the County. 

In a memo dated August 2007, the Management Audit Manager notified the County of Santa 
Clara Board of Supervisors that a large amount of unclaimed property that belonged to the 
County was held by the State Controller’s office. The 341 items totaled $146,148, which was 
successfully claimed and returned. Because of the quantity of items owed to the County, the 
State Controller agreed to release the funds in a streamlined procedure that allowed the 
County to claim multiple items at once. Following this, a procedure was supposed to be 
implemented in the County Controller-Treasurer Department that would regularly check for 
funds with the State Controller and claim them. 

Unclaimed County Funds with the State Controller 

Funds owed to the County of Santa Clara can become dormant due to incorrect contact 
information that makes them undeliverable, typos in the name of the County department, or 
a mistake in processing the payment. After the funds go unclaimed for the required period, 
they are sent to the State Controller and listed on an online database.  

In a November 2014 comprehensive review of funds listed on the State Controller’s website 
that appear to belong to the County of Santa Clara or its entities, the Management Audit 
Division identified 442 items totaling $222,246. The largest of these unclaimed items is worth 
$48,368, but most are worth less than $100, with the average being about $503. The table 
below shows the range of amounts payable to the County, the listed entity owed, and the 
reporting entity that formerly held funds. A large number of unclaimed funds appear to be 
refunds, vendor payments, or insurance payouts that were either not properly processed or 
were sent to an invalid address. A complete list of unclaimed items is included in Attachment 
3.1, and additional information on two of the largest items is in Attachments 3.2 through 3.3. 
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Table 3.1  

Distribution of 442 Unclaimed Items Held by the State Controller 
By Amounts, Entity Owed, and Reporting Entity  

As of November 2014 

Range of Amount 
Owed 

Count 
of 

Items* 
  Entity Owed Count 

of Items 
  Reporting Entity Count 

of Items 

More than $10,000 2  
County of Santa 
Clara 110  Bank of America 23 

$1,000 to $9,999 48 
 

County Recorder, 
Clerk, or Clerk 
Recorder 

71 
 

J.P. Morgan Chase 22 

$500 to $999 23 
 

County Tax 
Collector 

21 
 

Beverly Health 
and Rehab 
Services 

14 

$100-$499 101  County Sheriff 13  

Stanford 
University or 
Stanford Hospital 

11 

Less than $100 260 
 

County Child 
Support Services 

9 
 

AT&T 10 

Other 8 
 

Other 218 
 

Other 362 
*Eight items on the State Controller’s website did not specify the exact amount owed to the County. Six of them 
indicated that the amount owed was $100 or greater, and two were less than $100. 

The County of Santa Clara and its various associated departments receive tens of thousands 
of payments each year from clients, vendors, taxpayers and other entities. Due to the large 
volume, some percentage of payments will be misdirected and ultimately be transmitted to 
the California State Controller’s Unclaimed Property Division. However, funds held by the 
State Controller do not accrue interest, and are unavailable to the County if not claimed. In 
addition, the State Controller’s Office is not proactive in notifying government agencies that 
the Office is holding property belonging to another government agency, including cities, 
counties, states and the federal government. Further, depending on the type of asset and 
period of dormancy, unclaimed items may eventually revert to the State if not claimed. 
Because most unclaimed monies are in the form of cash held by the State Controller, 
pursuant to California Code of Civil Procedure Section 1564(c), the State Controller transfers 
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all unclaimed monies to the State General Fund on a monthly basis.1 Consequently, the 
County of Santa Clara is losing money on State-held assets that could otherwise be invested 
or used to provide County services. As the unclaimed funds are now listed in a searchable 
database, it would take a minimum level of resources to periodically check for new 
unclaimed moneys and initiate the claims process. Such periodic evaluation would avoid 
large sums of money accruing with the State Controller.  

The periodic checking process recommended by the Management Audit Division in 2007 was 
either not properly acted upon originally, or not implemented by the organization due to 
staffing shortages and/or the failure to develop the recommended written procedure for this 
monitoring process.  A review of Controller-Treasurer Department procedures found no 
reference to periodically checking for unclaimed property, or an assignment of duty for this 
type of process in the Controller-Treasurer Department. It is important that this process be 
reinstated and codified in the Department Policy and Procedure Manual in order to ensure 
that it is regularly performed on a timely basis. At the exit conference, the Department 
reported that Accounting Division staff is assigned to this function and have made some 
claims since the initial 2007 report on this issue. However, the claims have been very limited, 
as explained below. 

Under current procedures, County staff attempt to verify that each unclaimed item is actually 
due to the County before an item is claimed. Any item not belonging to the Controller-
Treasurer Department is not claimed, but rather is referred to the County department that 
appears to be the intended recipient of the monies. This was based on the premise that 
County departments have a better understanding of amounts owed to them than does the 
Controller-Treasurer Department. In many instances, the departments refused to claim 
amounts under the belief that the customer had already reimbursed the County for the 
amounts that they owed.  
 
This has resulted in the more than 400 items going unclaimed, even though the payee is the 
County of Santa Clara, or a County department or agency, and even though the payment was 
addressed to a County facility. As a result, hundreds of thousands of dollars intended by the 
payors to be paid to the County of Santa Clara have been transferred by the State Controller 
to the State General Fund. To remedy the unintended escheatment of County of Santa Clara 
monies by the State Controller to the State General Fund, the Controller-Treasurer 

                                                 
1 The actual language is as follows: “At the end of each month, or more often if he or she deems it advisable, the Controller 
shall transfer all money in the Abandoned Property Account in excess of fifty thousand dollars ($50,000) to the General 
Fund.” Maintenance of a $50,000 cash balance is probably a minimum level for working capital purposes to cover 
uncashed checks issued pursuant to payments made on approved claims. 
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Department should implement revised procedures for the identification and claiming of 
unclaimed monies held by the State Controller. The alternative procedure would establish 
the County’s criteria for identifying and claiming unclaimed monies as: “Any item held by 
the State Controller that identified the County of Santa Clara or a County department or 
agency as the “Owner Name”, or any item that was addressed to an address that is a County 
facility.” By claiming any and all items that meet the recommended criteria, all monies held 
by the State Controller that were originally paid to the County of Santa Clara or addressed to 
a County facility would be remitted by the State Controller to the County for its review and 
disposition. In accordance with Government Code Sections 50050-50053, the County would 
be able to determine the County department or agency, to which payment of the monies was 
intended and effectuate payment, including to County taxpayers, if appropriate and any 
remaining monies transferred to the County General Fund.  This recommended alternative 
procedure for claiming unclaimed monies held by the State Controller was reviewed with 
County Counsel who concurs with the legality of this process which would be more 
beneficial to the County. 
 
CONCLUSION 

Current procedures used by the Controller-Treasurer Department to identify and claim 
unclaimed monies held by the California State Controller’s Office results in the exclusion of 
hundreds of items intended by the payors to be paid to the County of Santa Clara. As a 
result, more than $222,000 in unclaimed County of Santa Clara monies have been transferred 
to the State General Fund. By revising the Controller-Treasurer procedures for the 
identification and claiming of unclaimed monies held by the State Controller, the County can 
recover these monies and increase future revenue from this source. Consequently, the 
Controller-Treasurer Department should prepare a written procedure for the claiming of 
unclaimed monies held by the State Controller as described in this section and implement the 
procedure as soon as possible. 
 
RECOMMENDATIONS 

The Controller-Treasurer should: 

3.1 Immediately submit claims for unclaimed funds currently held by the State Controller 
and identified as property of the County of Santa Clara or originally addressed to a 
County facility. (Priority 1) 
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3.2 Formally assign organizational responsibility to the Controller-Treasurer’s General 
Accounting Unit for claiming cash and other assets belonging to the County that are 
temporarily held by the State Controller. The Unit should ensure that the process of 
checking for, identifying and claiming unclaimed funds is properly codified in the 
Departmental Policy and Procedures Manual and implemented on an ongoing basis. 
(Priority 3) 

 
SAVINGS, BENEFITS AND COSTS 

Implementation of Recommendation 3.1 would result in an immediate benefit of 
approximately $222,246 to the County. The implementation of Recommendation 3.2 would 
provide periodic transfers of funds to the County estimated in the tens of thousands 
annually. 
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Section 4.  Centralized Contract Review 

Background 
The County of Santa Clara has no centralized review for many of its services 
contracts, particularly those with other governmental agencies and non-profit 
community-based organizations. These contracts are generally developed by County 
departments, and review by the Office of the County Counsel is limited to whether 
the proposed contract document is legally sufficient, not whether it represents good 
business practices or is a good deal for the County and taxpayers. 

Problem 
Previous audits, special studies and other memoranda from the Management Audit 
Division have regularly documented contracting problems, primarily with payment 
and performance language that is not clear, or is not consistent for different 
contractors providing similar services. Further, documentation requirements are not 
consistent and are generally inadequate. 

Adverse Effect 
This lack of clear contract language has resulted in regular disputes with contractors, 
documented in these previous Management Audit reports, as to how their 
performance is to be judged, their level of compensation, and other matters. County 
departments, and the Board of Supervisors, have struggled to properly enforce the 
contracts, ensure contractor performance, and ensure that County expenditures are 
limited to those justified by services provided, within dollar limits supposedly 
established in the contracts. 

Recommendations, Savings and Benefits 
It is recommended that a Contracts Division be established in the Controller-
Treasurer Department to review proposed contract language on major service 
contracts, to audit contractor performance and compliance, and to provide County-
wide training of fiscal staff related to fiscal administration and contract monitoring. 
The Controller-Treasurer Contracts Division would provide the fiscal quality control 
function for County contracting, coordinated with the County Executive’s Office of 
Countywide Contract Management, and the Procurement Department’s oversight of 
contract business and legal provisions with County Counsel. Collectively, these 
contract development and oversight offices would ensure that taxpayer monies are 
properly spent only on high-quality services, and that non-performing/non-
compliant contractors are identified early in the contracting process. 
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Contracting for professional services, including agreements with other governmental 
agencies and with community-based organizations, is highly decentralized, with 
agreements generally developed by the County operating departments who are going 
to use the contracted services themselves, or have the contractor provide services to 
department clients. Such contracts are reviewed by the Office of County Counsel, but 
that office’s review is specific to whether a contract is legally sufficient, not whether its 
provisions represent good business practices, or are a good deal for the County.  
 
The lack of resources devoted to contract review was identified by the Office of the 
County Executive in an October 16, 2014 report to the Finance and Government 
Operations Committee, which identified the available resources as one Deputy County 
Counsel with overall oversight as part of his duties, one portion of a staff person in the 
Office of Budget and Analysis, which oversees the Master Contract List and Master 
Acquisition List of contracts that have been delegated to operating departments, and 4.0 
FTEs in the Procurement Department to support training and respond to requests for 
assistance with the procurement process. 
 
As a result of this decentralized contracting process with limited support, the 
Management Audit Division in recent years has identified in management audits, 
special studies and other reports to the Board, numerous examples of problematic 
contracts. Examples of contract problems identified in past studies include the 
following: 
 
Gardner Family Health Network 
 
In response to a request by this non-profit for $4.3 million in subsidies, advances and a 
line of credit from the County, we reviewed Gardner’s operations and finances. One of 
our findings was that Gardner had budgeted $762,000 of a net $2.3 million in surplus 
from operations of its six clinics located in the County of Santa Clara to offset losses of a 
seventh clinic located in San Mateo County. The $2.3 million included funding from 
$1.5 million contract from the County of Santa Clara to provide primary health care 
services. Although the agreement stated: “Contractor will not use County funds for 
general costs that do not support or otherwise directly relate to the scope of contracted 
services,” Gardner argued that it could use the surplus for the San Mateo County clinic, 
because that clinic served some County of Santa Clara residents, rather than preserving 
the surplus for future operations at clinics within this County. We recommended that 
additional County financial assistance to Gardner include a prohibition on using 
surplus funds generated from County agreements at the San Mateo County clinic. 
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We also recommended that Gardner’s financial operations within the County of Santa 
Clara be accounted for in a separate account, something not required under Gardner’s 
agreements with the County. 
 
Department of Drug and Alcohol Services Contracts 
 
In a 2014 management audit of the Department of Alcohol and Drug Services, 
Management Audit staff identified shortfalls in the evaluation process for non-profit 
community-based organizations that provide treatment services to clients. Providers of 
services to adult clients did not provide evaluation methods that followed clients once 
they left treatment, even though at least one method, called Continuous Recovery 
Monitoring, was available. Instead, measures required in the services contracts focused 
primarily on numbers of clients treated, waiting times, amount of direct service time 
provided to clients, and other process measures. 
 
For service providers to youth clients, the Department did not include in contracts a 
practice it informally followed of requesting and receiving corrective action plans when 
providers did not meet contract performance measures, which frequently occurred. 
Department management also acknowledged that the performance standards “do not 
accurately gauge the work being performed by providers, because they are not rooted 
in industry standards or best practices for youth outpatient treatment.” Although 
revised standards were being planned at the time of the audit, Management Audit staff 
found that even the revised standards were not clearly linked to best practices. We also 
found that contracts with service providers to youth did not provide caseload standards 
to the contractors, which varied widely from one provider to another, as did costs to the 
County per service hour. Finally, substance abuse prevention contracts with youth 
providers generally lacked performance measures entirely. 
 
Wraparound Services Contracts 
 
In 2013, Management Audit Division staff was asked by the County Executive to review 
payment issues related to four contractors that provided social services and mental 
health “wraparound” services provided to children removed from their homes and 
placed in group homes, or in danger of such removal and placement. The services are 
supposed to permit such children to remain with their families and in their 
communities. 
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That review identified several weaknesses in the contracts with these providers, 
including: 
 
Contracts with providers for the last half of Fiscal Year 2012-13 and all of Fiscal Year 
2013-14 eliminated a previous provision requiring contractors to return unspent funds 
due to cost savings, to be expended in future years. One provider also used a surplus of 
funds in one year to offset a deficit in another year, because its contract did not address 
whether that was permitted. Another provider received verbal approval, not reflected 
in its contract as required, to use cost savings for wraparound services for other services 
for clients in the County. 
 
While provisions in the contracts required the providers to get Social Services Agency 
approval for changes to their annual budgets, SSA reported that contractors were not in 
fact required to submit annual budgets, and SSA did budget its funds for individual 
contractors, but to the wraparound program as a whole. 
 
Average monthly costs per child varied significantly among the four provides, 
suggesting differences in the services provided and in cost effectiveness among the 
providers. No service cost, quality or quantity standards, related to the needs of the 
children served, were provided in the providers’ contracts. 
 
Lastly, the contracts did not include a methodology by which payments to contractors 
would be tracked and reconciled with contractor expenses, even though such an 
accounting process was necessary to perform a final accounting at the conclusion of the 
three-year contract period for the $48.1 million paid to the contractors. 
 
Probation Department Contracts 
 
A review of Probation Department administrative and support services functions in 
2013 found that the Department’s contracts with service providers did not provide 
sufficient information, such as the units of service actually provided by a contractor, to 
permit the cost effectiveness of contractors to be evaluated, or even to determine if the 
services paid for had actually been rendered. As a result, one contractor was paid at 
least $45,404 for services not provided. 
 
The audit also found that the Probation Department had been authorized to spend up 
to $230,000 in County discretionary monies on a contract with the County Office of 
Education to provide Community Day School services to some Juvenile Court wards as 
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an alternative to incarceration, but the Department entered into a contract that could 
cost up to $557,151, then amended that amount to $382,621, without returning to the 
Board to amend its authorization for that contract, or to obtain authorization to expand 
the to the larger amount of $557,151. 
 
Deloitte Consulting Contract for Valley Medical Center 
 
On November 6, 2007, the Board of Supervisors approved a $20 million contract with 
Deloitte Consulting to provide design and implementation services for Transformation 
2010, a project to achieve financial performance improvements at Valley Medical 
Center. Prior to the award of the contract, the Management Audit Division provided 
several memoranda to the Office of County Counsel and to the Board of Supervisors, 
expressing concerns about aspects of the proposed contract, including Deloitte’s refusal 
to document non-labor contract expenses with receipts, failure to link the cost of the 
contract to the number of hours expected to be provided, and failing to provide phased 
work orders for the project, thereby giving the Board an opportunity to review the 
project at milestone dates and possibly end or modify it based on interim results. We 
also noted that performance measures and benchmarks to determine the success of 
Deloitte’s work were not well defined in the contract, making verification of results 
difficult to determine. 
 
A subsequent review of the contract results, completed by the Management Audit 
Division in August 2010, assessed results of two of the 13 Deloitte savings initiatives 
pursued, for supply chain improvements at the hospital, and for organizational 
restructuring. This review concluded that there was a lack of precise, verifiable criteria 
to calculate successful savings from the initiatives, and limited evidence that Deloitte’s 
efforts were responsible for any savings that did occur. This report recommended that 
any future such contracts measure savings based on actual, rather than budgeted 
expenditures, as VMC did for the Deloitte engagement. It also recommended that the 
method for calculating savings be determined in advance, and account for changes in 
demand and other factors not linked to a consultant’s work, and that work papers 
documenting savings be more precise than in the Deloitte engagement. The current 
County Executive also concluded that Deloitte’s work had been of limited value. 
 
Based on these recent examples, and similar problems we have found over the history 
of the management audit program in the County, there is a need for more centralized 
review of service contracts to ensure that the language is clear and enforceable, and that 
the contracts reflect proper business practices and a fair deal for the County and for 
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County taxpayers. Based on the history of contract issues impacting virtually every area 
of County government, it is clear that the County Auditor-Controller must more 
aggressively exercise his powers and duties under Charter Section 6.01, by conducting 
contract audits for purposes of ensuring proper management, control and oversight of 
County financial operations. 
 
CONTRACT REVIEW IN OTHER GOVERNMENT AGENCIES 
 
Based on the obvious need identified for greater centralized review of contract terms, 
we used Internet searches and other means to identify other government agencies that 
provide more centralized contract review than does the County of Santa Clara. 
 
A key example is provided in the County of Los Angeles, which operates a Countywide 
Contract Monitoring Division in the Department of Auditor-Controller, with a Division 
Chief overseeing a 46-person staff and reporting to one of the three Assistant Auditor-
Controllers. According to the Auditor-Controller’s FY 2012-13 annual report, the most 
recent available, this unit provides technical support in contracting to health services 
and social services departments, including developing monitoring tools for staff to use 
that cover key contract requirements, and recommending contract language to hold 
contractors more accountable. 
 
The Division also developed the Contractor Alert Reporting Database, a centralized 
online database that resides on the County’s existing financial system and improves 
interdepartmental oversight and communication regarding contractor performance 
issues, alerting departments who are considering contracting with entities that have had 
past performance problems, thereby encouraging contractors to comply with County 
requirements. 
 
The Division also regularly conducts reviews of contracting processes in selected 
County departments to recommend improvements, audits contractors on payment and 
service issues, and provides contract monitoring training to more than 950 County staff 
and contractors in the social services and health services departments. It has developed 
a Contract Accounting and Administration Handbook for departments to use, 
establishing very specific record-keeping and accounting standards that County 
contractors must follow. 
 
Other detailed centralized contract review systems are provided at the State level. For 
example, the State of New Mexico requires all professional services contracts by all State 
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agencies be reviewed by Contracts Review Bureau in the Administrative Services 
Division of the Department of Finance and Administration. The approval of contracts 
through this process includes submission of a contract brief, which includes a 
description of the services to be provided, how the contract was awarded, whether 
performance measures are included, with information on the measures attached. Any 
departures from standard contract language provided by the Bureau require Bureau 
approval on a year-to-year basis. All contracts include a not-to-exceed amount that 
must be approved by the Bureau, and how payments will be made, including the 
requirement for the contractor to submit a detailed statement of accounting for services 
rendered under the contract terms. 
 
Similarly, the State of Louisiana Office of Contractual Review adopts rules and 
regulations for procurement, management, control and disposition of professional, 
personal, consulting and social services required by State agencies, and also reviews all 
contracts worth more than $20,000. 
 
The State of North Dakota requires contracts entered into by State agencies to be 
reviewed by assigned counsel in the Office of the Attorney General. It also has 
developed a detailed “Contract Drafting and Review Manual” providing key issues to 
be considered in developing various types of contracts, including sample language to be 
used in writing key contract provisions. 
 
Based on the historical contracting problems previously identified in the County of 
Santa Clara, and the existence of these examples of more centralized contract review in 
other jurisdictions, we believe the County should provide additional centralized review 
of contracts, beyond that provided by County Counsel. 
 
The County has already made some limited steps in this regard. In October 2014, the 
Office of the County Executive provided the Finance and Government Operations 
Committee with a progress report on countywide contracting issues, including 
implementation of revised Board contracting policies adopted in 2012. 
 
This update noted that the Board policy, even as revised, included many exemptions, 
types of contracts where the policy itself states that its requirements should not apply, 
and exceptions, case-by-case requests by County departments for relief from some 
requirements. The report stated that most often exemptions and exceptions are sought 
for competitive bidding requirements, and for permission to enact contracts for terms 
greater than the five-year limit in the Board policy. The report noted that contracts 
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reviewed by the Procurement Department now include standard forms other 
departments must complete, justifying in detail departures from these policies. 
Procurement also had developed more detailed guidelines for departments to use when 
determining whether a sole source contract for professional services is appropriate. 
 
The report indicated, that for contracts reviewed by the Board, the County Executive’s 
Office was pursuing an administrative pre-approval process for such exemptions and 
exceptions, similar to what Procurement is now requiring, so that the reasons for such 
requests are vetted prior to a contract coming to the Board, and consistent information 
is provided by departments justifying such requests. 
 
The Board took additional action on November 18, 2014, approving as a policy decision 
creation of an Office of Countywide Contract Management within the Office of the 
County Executive. As described in a memorandum proposing the unit: 
 
“At this time, the unit would be focused on analytical work and scoping activities 
related to bringing forward a more comprehensive proposal for contracting compliance, 
governance, and implementation activities. . . . To be clear: the proposed staffing 
discussed in this legislative file does not include resources for the implementation of 
contract policies or other programs, but rather lays a groundwork for the kind of 
analysis required to support these initiatives.” 
 
Approved by the Board were 3.0 positions, either Principal Budget and Public Policy 
Analysts, or Budget and Public Policy Analysts, at a cost of up to $126,048 in FY 2014-
15, and $530,207 in FY 2015-16. The proposal also included $250,000, appropriated in 
mid-FY 2014-15, for consultant assistance with this project. 
 
The memorandum also indicated that the new unit’s work would include identifying 
additional resources that need to be provided to assist departments with the contracting 
process, and where those additional resources should be placed. It concluded: 
 
“There is an identified need for greater promptness, consistency, transparency, and 
support to assist departments in dealing with contracting issues. A center-led, rather 
than centralized, model will be the goal in moving forward with scoping work, 
recommendations for policy modifications, and resource augmentation, both centrally 
and within departments to support contracting activities.” 
 



Section 4: Centralized Contract Review 
 

 
 Board of Supervisors Management Audit Division 
 

107 

The Management Audit Division supports the creation of this new unit, and its pending 
work to identify how to improve the County’s contracting process. We believe that the 
additional analysis should proceed from the standpoint of reviewing all contracts above 
a certain dollar amount, that have been negotiated by County departments without 
approval from the Procurement Department, for proper business practices and clear 
terms, before they are submitted to the Board of Supervisors for approval. The dollar 
level of such review will determine the amount of additional staff required, although 
Section 1 of this report, regarding reorganization of the Controller-Treasurer 
Department, suggests a four-person unit be provided. 
 
We also strongly recommend that some of the additional resources, once they are 
identified, be placed within the Controller-Treasurer Department. We recommend this 
placement for the following reasons: 
 

• The County Executive’s Office is responsible for developing and implementing 
County policy through the annual budget in collaboration with the operating 
departments. As such, the Office has the programmatic and County-wide policy 
expertise to ensure that contracts are drafted to provide the appropriate quality 
and quantity of services envisioned by the budget. 

 
• The Controller-Treasurer Department is ultimately going to have to approve 

payments under the contracts, in its role as the accounts payable processor for 
the County. Ensuring that contract terms are clear, and contracts reflect sound 
business practices, will reduce the likelihood of conflicts over payments at a later 
date. During an exit conference for this audit, Procurement Department staff 
suggested this role is properly placed in that department. We believe both 
departments should conduct their own reviews, in part because Controller-
Treasurer, because they are not working directly with other departments on a 
specific procurement, may be less subject to pressure from departments or 
vendors to approve less-than-optimal contract terms for operational reasons. 

 
• The County Auditor-Controller is designated as the Chief accounting officer of 

the County and is specifically charged with overseeing the financial operations of 
the entire County, conducting audits, monitoring financial transactions and 
issuing reports for use in managing and controlling the financial operations of 
the County. In this connection, reviewing and analyzing the financial and 
business terms of contracts in advance of Board approval would improve the 
quality of County contracts and facilitate the County’s contract audit function. 
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• The Controller-Treasurer Department already provides training to County staff 

in key fiscal monitoring functions, such as business meal and travel policies, use 
of direct payment codes for purchases, and operation of the County’s SAP 
accounting system. Training in contract monitoring, provided in conjuction with 
the Procurement Department and the County Executive’s contract function, 
would be a logical extension of the Controller-Treasurer Department’s focus on 
training. 

 
• More broadly, the public purpose of the Controller-Treasurer Department, as 

stated in the FY 2014-15 Final Budget, is to “maintain the financial integrity of 
County government in order to assure the cost-effective use of taxpayer monies 
to support services for County residents.” Providing additional review of 
contracts relates directly to this purpose. 
 

Essentially, we believe there should be multiple actors involved in review of services 
contracts that are for large amounts, as exemplified by some of the contracts discussed 
earlier in this section. Underlying this belief is our observation, from the contracting 
snafus described in this section, and others we have reported on over the years, that 
there is an ongoing tension between, on one side, the Procurement Department, the 
Controller-Treasurer Department, and other “regulatory” departments whose job is to 
enforce State and County laws and policies and provide proper stewardship of taxpayer 
monies; and, on the other side, vendors who regularly criticize contracting procedures 
and policies as too burdensome, along with County “service-provider” departments 
whose primary worry is getting consultants and other contract vendors on board as 
quickly as possible, with a minimum of bureaucratic fiction, so that the services 
contracted for can be provided. We believe giving contract review to multiple entities 
with the regulatory authority enhances their authority and ability to enforce good 
contracting practices against attempts to cut corners for operational expediency. 
 
Accordingly, we recommend that the Controller-Treasurer Department work with the 
Office of the County Executive’s Office of Countywide Contract Management to 
determine the additional resources needed for additional review of contracts submitted 
for approval to the Board of Supervisors, and request those additional resources for a 
Contracts Division within the Controller-Treasurer Department. This request would 
logically accompany the request for additional staff identified in Section 1 of this report. 
Assuming the staff performing this function were at the Internal Auditor II 
classification, which we believe would be appropriate, costs of each position would be 
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approximately $106,460 at Salary Step III, including benefits, based on the FY 2014-15 
County Salary Ordinance and current benefit rates. 
 
CONCLUSION 
 
Previous management audits and other reports by the Management Audit Division 
have identified numerous instances of contracting problems in County departments, 
leading to disputes over payments, limited ability to monitor contractor performance, 
and poor stewardship of taxpayer monies. These problems are a result of a 
decentralized process that provides limited review of whether contract terms are clear 
and represent good business practices and a fair deal for the County. 
 
RECOMMENDATIONS 
 
It is recommended that the Controller-Treasurer Department: 
 
4.1 Develop a proposal, with the Office of Countywide Contract Management in the 

Office of the County Executive, to add staff for the creation of a new Contracts 
Division to review contracts for clarity, good business practices and favorable 
terms to the County, before such contracts are presented to the Board of 
Supervisors for approval, to perform contract audits on an on-going basis, and to 
provide training to staff in other County departments on contract monitoring. 
The proposal should include a dollar amount above which the Controller-
Treasurer Contract Division would perform a review of the proposed contract 
terms and conditions, and tie the proposed staffing to the workload associated 
with that dollar limit. (Priority 1) 

 
SAVINGS, BENEFITS AND COSTS 
 
The number of staff required for this function would depend on the dollar-level of 
contracts for which review was required. It is assumed that they average annual cost of 
staff for the function, based on using the Internal Auditor II classification, would be 
approximately $104,460 annually per position in salary and benefits. Providing this 
review would ensure that contract terms are clear, reflect good business practices, and 
are fair to the County, preventing the variety of contract problems described at the start 
of this section. 
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Section 5.  Fixed Asset Accountability  
 

Background 
• As of June 30, 2013, County financial statements reported $5.0 billion of assets, 

which must be inventoried and reported annually by County officers and 
department managers to the Controller-Treasurer pursuant to State and County 
law. County Ordinance Code Section A15-14 also requires department managers 
who vacate their positions to certify department assets in a form prescribed by the 
Chief Internal Auditor, with such certifications being subject to audit. 

Problem 
• Although 24 officers and department managers vacated their positions since July 

1, 2008, none filed a certification of department assets as required, four managers 
did not go through the minimally mandated cash-on-hand audit, and no fixed-
asset audits were conducted. Consequently, there is no managerial accountability 
or consequences to departing officers or managers for not safeguarding valuable 
taxpayer assets. Also, the County’s annual fixed asset inventory preparation and 
filing dates do not comply with State law, and the Board of Supervisors has not 
established alternative dates by ordinance as State law requires. However, the 
Controller-Treasurer has developed alternate dates which meet operating needs, 
and will submit them for Board approval in an amended ordinance. 

Adverse Effect 
• During the past 10 fiscal years, County officers and department managers, 

excluding the Health and Hospital System (HHS), submitted annual reports to the 
Controller-Treasurer listing $3 million of assets, or a median of $128,000 annually, 
which were written off by the Controller-Treasurer because they could not be 
located. During the same period, HHS reported $38.7 million of unable to locate 
assets, of which $4.3 million were written off and $0.8 million are still missing. 

Recommendations, Savings and Benefits  
• It is recommended that the Board of Supervisors amend the County Ordinance 

Code to (a) establish annual fixed asset inventory dates as required by State law, 
and (b) to update Ordinance Code Section A15-14 based on the current County 
organization and current Board policies. The Controller-Treasurer should also 
update County fixed asset policies and procedures, and an employment 
agreement should be required to ensure the filing of fixed asset inventory 
certifications when Managers and Officers leave their position. Implementation 
of these recommendations would improve internal control over fixed assets. 
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According to State law and County ordinance, the County of Santa Clara is required to 
track and certify inventory on a regular basis. California Government Code Section 
24051 requires a board of supervisors to establish policies and procedures for all 
department directors or county officers to inventory under oath all county property 
under their possession or charge. While this statute requires the preparation and filing 
of inventory to occur at least annually by July 10th, the law does provide for a board of 
supervisors to establish by ordinance its own time frame, not to exceed three years.  
 
Under the County of Santa Clara Ordinance Code, Section A15-14 requires that all 
County officers in charge of departments file all inventories, inclusive of fixed assets, to 
the Director of Finance at least annually, and in the manner designated by the Director 
of Finance. The Controller-Treasurer, under the purview of the Finance Director, 
published and disseminated to all departments a Fixed Assets Policies and Procedures 
manual that was last updated in April 2011. Controller-Treasurer staff also indicated 
during our exit conference that the manual is currently under review for an updated 
publication. 
 
While the County of Santa Clara does require the annual inventory of assets, 
Government Code Section 24051, County Charter Section 602, and County Ordinance 
Section A15-14 also require that department officers certify an inventory of assets prior 
to vacating their positions of authority. The Ordinance Code requires the Chief Internal 
Auditor to collect a certified inventory of all assets under the charge of a vacating 
County officer, and empowers the Chief Internal Auditor to audit, at the minimum, the 
cash on hand of such certified inventory. The Government Code also requires that the 
vacating County officer deliver the certified inventory of assets to his or her successor. 
 
Failure to Comply with State Law Deadlines to Prepare and File Annual Inventory 
 
Government Code Section 24051, Subsection (b) stipulates that by ordinance the board 
of supervisors will provide annual direction for county departments to prepare 
inventory and a correspondingly different date for the filing of said inventories. 
Accordingly, Ordinance Code Section A15-14 mandates all departments to “file with the 
Director of Finance not less often than annually, and at times fixed by the Director of 
Finance,” an inventory of all assets. While the Ordinance Code calls for annual 
preparation of inventory as mandated by State law, the Ordinance Code remains silent 
on delineating dates by which an inventory must be prepared and filed. 
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Currently, the Fixed Assets Policies and Procedures manual requires the annual 
inventory to be initiated in the month of August. This manual, however, does not set a 
separate date for filing all inventories. Controller-Treasurer Department staff provided 
other documents disseminated to all departments at the annual initiation of inventory, 
including a sample cover letter issued every year that sets a deadline for filing 
inventory, typically in the month of November. While the policies and procedures 
manual and other internal documents set the dates for inventory preparation and filing, 
these dates are not stipulated by ordinance of the Board of Supervisors, and the 
November filing exceeds the July 10th deadline established in the Government Code. 
During the course of this audit, the Office of the County Counsel expressed concern 
over failure to comply with State law due to the Ordinance Code remaining silent on 
firm dates for the annual preparation and subsequent filing of inventory as mandated in 
the Government Code. The Board of Supervisors should amend the Ordinance Code to 
establish firm dates for the annual preparation and filing of inventory to ensure 
compliance with State law. 
 
Failure to Comply with State and County Laws for Asset Certification of Vacating Officers 
 
Section 602 of the County Charter requires that the Administrative Code, or Ordinance 
Code, provide direction for auditing the accounts and records of all offices and 
departments for two scenarios: (1) when directed by the Board of Supervisors, County 
Executive or Auditor-Controller, and (2) when there is a vacancy in any office charged 
with the responsibility for receipt, disbursement, or custody of cash. Under the 
requirement of the County Charter, Ordinance Code Section A14-15, Subsection (b) 
stipulates that whenever a County officer responsible for managing any assets vacates 
his or her position, that officer shall also be responsible for certifying an inventory of all 
assets (including cash on hand, trust-accounts, accounts receivable, fixed assets, unused 
receipts, and unused warrants) in a form prescribed by the Chief Internal Auditor. The 
Chief Internal Auditor will also be responsible for auditing, at the minimum, cash on 
hand as certified by the vacating officer. 
 
During the course of this audit, interviews with the Internal Audit Division (IAD) 
revealed that the County has not been operating in compliance with these regulatory 
requirements. Although the Chief Internal Auditor is supposed to prescribe an 
inventory process, prior to this audit which commenced on October 31, 2013, the IAD 
had not established any policies or procedures for the certification of assets when 
department managers vacate their positions. Consequently, since at least FY 2007-08, 
the IAD has not collected any certified inventories from vacating County officers. While 
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there are no policies or procedures and certified asset inventories are not collected, the 
IAD has historically audited cash on hand, as required by County ordinance. 
 
Furthermore, Government Code 24051, Subsection (c) also requires that certified asset 
inventories be delivered by the vacating department officer to his or her successor in 
office, that the successor shall acknowledge in writing receipt for such inventory, and 
that the receipt shall be filed with the county clerk or auditor. Since the IAD does not 
collect certified inventories from vacating officers, the County fails to comply with State 
law, as there are no transition inventories to deliver to successor County officers or file 
with either the County Clerk or Auditor. 
 
After coordinating with the Employee Services Agency Office of Labor Relations and 
IAD, it was determined that 24 department managers vacated their positions from July 
1, 2008 until July, 2014. Of these managers, six managers did not undergo cash-on-hand 
audits, including four managers for whom the IAD determined too much time had 
elapsed between position vacancy and audit assessment, and two managers who were 
overseeing non-cash operations. During this time period, the IAD did not conduct any 
transition audits of fixed assets, since the Division’s policy focused on verifying cash 
assets only. Table 5.1 provides an overview of transition audits that should have 
occurred during this timeframe. 

Table 5.1 
Cash on Hand Transition Audits of County Managers 

FY 2007-08 through FY 2013-14 
 

Cash on Hand Audits Count Percent 
Number of Managers Audited 18 75% 
Number of Managers Not Audited 
Due to a Lapse in Time 4 17% 
Number of Managers Not 
Requiring an Audit Due to Non 
Cash Operations   2 8% 

Total 24 100% 
Source: List of Executive Managers provided by ESA Labor Relations; 
Confirmation and explanation of transition audits provided by the 
IAD. 

 
With the hiring of new management within the Internal Audit Division and the Finance 
Agency, the Director of Finance subsequently delivered a memorandum to the County 
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Executive detailing the shortcomings of the transition audit program and the intent of 
the IAD to include a revitalization project of the transition audit program in its Fiscal 
Year 2014-15 Work Plan. On January 27, 2015, the Internal Audit Manager issued a 
memorandum to the Controller-Treasurer addressing proposed improvements in the 
transition audit program as follows: 
 

• Defining which officers and managers are subject to transitions audits;  
• Designing an asset certification form and transition audit review procedures; 
• Proposing updates to the Ordinance Code; and, 
• Proposing better coordination between the Employee Services Agency and the 

Controller-Treasurer to identify vacating managers who are subject to a 
transition audit. 

 
The IAD’s new transition audit review procedures and recommended adjustments to 
the County Ordinance Code would update the Code to (1) remove references to the 
courts, and (2) limit the scope of certification of assets by County managers and officers, 
including removing fixed assets from the list of assets for which managers and officers 
are responsible. Based on our review of Government Code Section 24051 and County 
Ordinance Code Section A15-14, it is clear that both State and County law intended for 
managers and officers of county departments, offices and institutions to be responsible 
and held accountable for the assets in their possession, or for which they are in charge 
pursuant to the managerial or administrative position which they occupy.  
 
Consequently, the Controller-Treasurer has proposed an alternative procedure to the 
procedure described in the January 27, 2015 memorandum described above, which will 
achieve the goal of managerial accountability for all taxpayer assets over which County 
managers and officers have charge, and do so without requiring costly mid-year 
inventories. The Controller-Treasurer has proposed that Internal Audit verify the 
certified statement of assets submitted by a manager or officer when vacating his or her 
position by certifying only the additions and deletions to the fixed asset inventory since 
the most recent prior fiscal year June 30 physical inventory reported to the Controller-
Treasurer.  
 
Therefore, the Controller-Treasurer should submit the proposed revised procedure to 
the Board of Supervisors for approval and the corresponding amendment of Ordinance 
Code Section A15-14. Following amendment of County Ordinance Code Section A15-14, 
the Director of Finance should also direct the Controller-Treasurer to create a policy to 
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guide applicable County managers and officers identified by the IAD in submitting 
their asset certification forms prior to leaving their position or office.  
 
With the realization that only 75 percent of departing managers went through a cash-
on-hand transition audit and that none of the managers turned in the legally required 
asset certifications, we also recommend that a contractual safeguard requiring 
applicable County managers and officers to submit their asset certification forms prior 
to leaving office be implemented. The County may withhold accumulated sick leave, 
which otherwise would be disbursed in a lump sum payout upon retirement, with prior 
agreement from an employee, which may come in the form of an employment contract. 
The Employee Services Agency should require as a condition of appointment that all 
prospective department heads, County managers and officers identified by the IAD as 
subject to Ordinance Code Section A15-14 execute employment agreements authorizing 
the County to withhold lump sum sick leave payouts due at retirement, until legally 
required asset certification forms are submitted. These would be employees who are 
covered by the executive management salary ordinance, and are not part of any of the 
County’s collective bargaining agreements.1 
 
Unable to Locate Fixed Assets 
In the Controller-Treasurer’s manual of policies and procedures, fixed assets are 
defined as “tangible assets of significant value with useful life that extends beyond one 
year; and are broadly classified as land, buildings and improvements, infrastructure, 
and equipment,” usually worth at least $5,000 or more in value at the time of 
acquisition. Whenever a fixed asset cannot be accounted for through the course of the 
annual inventory inspection, those assets will be labeled as unable to locate (UTL) and 
reported to the Controller-Treasurer in each department’s annual inventory report. 
There are a variety of reasons for assets being UTL including: 
 

• Prior disposal, retirement or trade-in of assets without proper documentation 
• Prior transfer of assets to a different department without proper documentation 
• Misplaced in an unknown location (yet to be located) 
• Theft 

                                                 
1 A total of 54 positions were identified by Controller Internal Audit as being subject to Ordinance Code 
Section A15-14. Of these, 52 positions are executive management, and would be covered by the proposed 
recommendation. The Vector Control Manager, who is represented by the County Employees 
Management Association, and the County Surveyor, who is represented by Local 21 of the International 
Federation of Professional and Technical Engineers, would not be covered by the recommendation. 
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County Departments’ Annual Write Offs Minimal in Comparison to the Hospital System 

Every year the Controller-Treasurer requests approval from the County Executive to 
write off UTL assets for every department. Over the last decade the losses identified 
from the Countywide asset management program, not including HHS, have been 
minimal, with a median annual write off value of $128,380. The annual UTL write offs 
value less than $1 million 90 percent of the time, as detailed in Table 5.2. 

 
Table 5.2 

Annual Write-Off Value of UTL Assets at Acquisition for 
County Departments Outside the HHS, CY 2004 to CY 2013 

 
Calendar 

Year 
Annual Write Off 

Value 
2004 $549,541 
2005 $1,053,529 
2006 $100,756 
2007 $87,840 
2008 $34,919 
2009 $42,992 
2010 $716,603 
2011 $271,141 
2012 $56,748 
2013 $156,004 

Total $3,070,074 
Source: Controller-Treasurer Department, 

Inventory Certification Records 
 
While all departments outside the HHS have written off about $3 million over this last 
10-year period, not all assets labeled as UTL for the HHS have been written off, due to 
inconsistent inventory practices. In 2011, the Management Audit Division published a 
management audit of the Santa Clara Valley Health and Hospital System - 
Administration and Support Services with a section dedicated to the Control of 
Hospital Assets. Recommendations from that report included adopting and enforcing 
stricter oversight of inventory certification due to significant discrepancies in tracking 
inventory. 
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The Finance Agency reported at the April 16, 2014 FGOC meeting that HHS had 
appointed an Asset Coordinator to manage the inventory process and reconcile the 
discrepancies in its annual UTL reporting. As reported in Table 5.3 below, HHS 
reported $1.3 million in UTL assets for 2013; however, the HHS did not request these 
assets to be written off until completion of the Asset Coordinator’s investigation of 
unaccounted for assets. Subsequently, UTL assets and their acquisition values are 
carried over and accounted for again in following annual UTL reports summarized in 
Table 5.3. 
 

Table 5.3 
Annual Write Off Value of HHS UTL Assets at Acquisition, 2004–2013 

 
Calendar 

Year 
Annual Write-Off 

Value 
2004 $117,817 
2005 $18,312 
2006 $3,650,796 
2007 $3,959,363 
2008 $16,778,427 
2009 $6,315,686 
2010 $3,391,862 
2011 $1,754,234 
2012 $1,371,162 
2013 $1,330,000 

Total $38,687,659 
Source: Controller-Treasurer Department, 
Inventory Certification Records 

 
Subsequent to this analysis, the HHS submitted a report to FGOC on April 14, 2015 for 
the 2014 calendar year, detailing $5.6 million worth of assets that were not identified in 
this inventory. Of this amount, $4.3 million worth of assets (with purchase dates as far 
back as 1962) were declared as UTL with a net book value of $270,110; $394,699 worth of 
assets were identified as being properly disposed, but had not been removed from the 
SAP inventory; and, $819,338 worth of assets were reported as UTL, but not written off 
pending further investigation. 
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Santa Clara County’s Annual Write Offs Comparable to Peer Counties 
 
The Management Audit Division surveyed other large counties within the State to 
gather and analyze various operating statistics of comparable Controller-Treasurer 
functions. Regarding fixed assets, only four peer agencies responded to our inquiry 
about the total annual value of UTL assets typically written off. As depicted in Table 5.5 
below, the results were evenly divided with Los Angeles and Orange Counties 
responding that they typically wrote off less than $100,000 in assets every year. San 
Bernardino and Kern Counties explained that they wrote off anywhere from $100,000 to 
$1 million annually. It is important to note that we have not verified the accuracy of 
write offs in these counties; this information is self-reported. 
 

Table 5.5 
Peer Survey Comparative Results on Unable-to-Locate Fixed Assets 

 
 
 
 

County 

 
 

UTL 
Value  

< 
$100,000 

 
 

UTL 
Value $100,0

00 - $1M 

 
 

UTL 
Valu

e 
> 

$1M 

 
 

County Hospit
al? 

County Hospital 
Integrated with 
County Asset 

Management Syste
m? 

      
Santa Clara    X Yes Yes 
Kern   X  Yes Yes 
Los Angeles X    Yes Yes 
Orange X    No Not Applicable 
San 
Bernardino 

  X  Yes No 

Source: Survey of peer California counties; peer data is self-reported. 

 
The two counties who typically write off between $100,000 to $1 million (San 
Bernardino and Kern), also report operating a public hospital system similar to the 
County of Santa Clara; however, the County of Santa Clara has continuously reported 
annual UTL asset values in excess of $1 million for the last 10 years, primarily due to 
HHS’s portion of the annual UTL listing. In conjunction with our observation that 
departments outside the HHS have written off over $3 million in lost assets over a 
decade and that HHS recently wrote off $4.3 million in assets for calendar year 2014, the 
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evidence supports our recommendations to increase accountability and control over 
Countywide asset inventory. 
CONCLUSION 
 
The County of Santa Clara manages a Countywide fixed asset management program 
accounting for approximately $5.0 billion in assets. Over the course of 10 years, 
departments outside of HHS wrote off over $3 million while HHS recently wrote off 
$4.3 million for CY 2014 with $819,000 worth of assets still under review. As the County 
moves forward in improving its asset management program, the Controller-Treasurer’s 
Department will need to focus on meeting compliance with State and County laws 
regarding setting inventory preparation and filing dates and holding County managers 
and officers accountable for appropriately verifying asset inventory prior to leaving 
their position or office. The Employee Services Agency can further promote this 
endeavor by requiring all applicable County managers and officers selected to 
prospectively be hired as a department manager subject to Ordinance Code Section 
A15-14, to execute employment contracts that permit the County to withhold lump sum 
sick leave payouts due at retirement, until a legally required asset certification form is 
submitted when leaving their position or office. 
 
RECOMMENDATIONS 
 
The Board of Supervisors should: 
 
5.1 Amend County Ordinance Code Section A15-14 Subsection (a) to delineate 

separate dates for preparing the annual asset inventory and subsequently filing 
the inventory with the Controller-Treasurer in order to comply with State law 
(Government Code Section 24051). (Priority 1) 

 
5.2 Direct the Controller-Treasurer to update the Fixed Assets Policies and 

Procedures manual to include the inventory preparation and filing dates as they 
are established by ordinance in accordance with recommendation 5.1. (Priority 3) 

 
5.3 Amend County Ordinance Code Section A15-14 Subsections (a) and (b) to update 

and clarify inventory requirements as described in this section. (Priority 1) 
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5.4 Direct the Controller-Treasurer to establish a procedural guide for applicable 
County managers and officers on how to complete and submit the asset 
certification form when leaving their position or office. (Priority 3) 

 
5.5 Direct the Employee Services Agency to require as a condition of appointment 

that all prospective department heads, County managers and officers identified 
by the IAD as subject to Ordinance Code Section A15-14, execute employment 
agreements authorizing the County to withhold lump sum sick leave payouts 
due at retirement until legally required asset certification forms are submitted. 
These would be employees who are covered by the executive management salary 
ordinance, and are not part of any of the County’s collective bargaining 
agreements. (Priority 3) 

 
SAVINGS, BENEFITS AND COSTS 
 
Recommendation 5.1 will ensure the County complies with State law regarding timing 
of inventory preparation and inventory filing. Recommendation 5.2 will ensure the 
inventory preparation and filing dates adopted by ordinance through Recommendation 
5.1 are reflected in the Controller-Treasurer’s internal policies. No significant financial 
impacts are associated with the implementation of these recommendations. 
 
Recommendation 5.3 will update and clarify inventory requirements stipulated in the 
Ordinance Code. Recommendation 5.4 will also ensure that the updated inventory 
requirements are communicated to applicable County officers. No significant or 
immediate financial impacts are associated with the implementation of these 
recommendations. 
 
Recommendation 5.5 will empower the Controller-Treasurer to withhold accrued 
wages of a vacating County manager or officer as a safeguard mechanism to ensure 
accountability of public assets as required by law. No significant or immediate financial 
impacts are associated with the implementation of this recommendation. Pursuant to 
County Counsel’s advice, this recommendation only applies to unrepresented executive 
managers. As a result, no meet-and-confer processes are required with labor 
organizations. 
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Section 6. Management Information 

Background 

•  As the Chief Fiscal Officer for the County, the Controller-Treasurer is responsible 
to ensure that the accounting policies and procedures, and the financial systems 
employed by the County, provide accurate and timely information, that managers 
can rely upon to exercise their responsibilities over the receipt, expenditure, and 
investment of all funds in the custody of the Department. These requirements are 
embodied in State law, the County Charter (Section 601), and the County 
Ordinance Code (Section A15-15).  

Problem 

• Currently, the Controller-Treasurer Department Policy and Procedure Manual 
does not include a section describing the Departmental management information 
system, organizational responsibilities related to the production and use of 
management information, or a description of the specific reports and other 
elements that comprise the system. Although the Department has developed and 
implemented some reports and reporting procedures, the existing information is 
not comprehensive or standardized throughout the Department. 

Adverse Effect 

• As a result, the Controller-Treasurer Department has experienced some 
operational problems which could have been avoided. Specific examples can be 
directly traced to the absence of a comprehensive management information 
system and to a lack of policies and procedures, and are described in the other 
sections of this report. Backlogged custody audits, unclaimed County property 
held by the State Controller, and the FY 2012-13 backlog of 48,000 unprocessed 
property tax roll corrections and assessment appeal refunds, to name a few. 

Recommendations/Savings/Benefits 

• It is recommended that the Controller-Treasurer Department implement a 
comprehensive management information system as described in this section with 
the assistance of the additional administrative support position recommended in 
Section 1 of this report. The successful implementation of a comprehensive 
management information system would enable the Department to improve 
timeliness, prioritize workload, focus on efforts to achieve established goals, and 
proactively address issues internally, rather than when reported by external 
sources.  
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The Controller-Treasurer is the Chief Financial Officer of the County and is responsible 
to establish all of the accounting and financial systems in the County, to train County 
staff in the use of these systems, to ensure that the County systems and accounting 
policies and procedures comply with State and federal requirements, and to monitor 
compliance. Due to these County-wide responsibilities, it is essential that the 
Controller-Treasurer Department have a comprehensive management information 
system that provides valid and reliable information on all important aspects of the 
Departments operations on an established periodic basis (daily, monthly, yearly 
depending on the information). Although the Controller-Treasurer Department has 
eight Divisions and 14 Units, the Department does not have a uniform management 
information system that reports measurable parameters to the Controller-Treasurer on a 
regular basis. The Controller-Treasurer does receive periodic updates from various 
divisions, but they are not standardized and often in the form of casual emails or 
conversations. Further, the Division Managers themselves often did not have a 
standardized format for management information from their staff, similarly relying on 
casual communication for updates. 

While periodic staff meetings are an important component of a comprehensive 
management information system, a lack of a standardized management information 
reporting system for each division, and for the Controller-Treasurer’s Office as a whole, 
does not promote an easily-understandable mode of communication. When a transition 
of function occurs, or when personnel transfer elsewhere, there is a significant amount 
of knowledge loss that could otherwise be retained. Someone new entering a 
management position would have no record of progress, goals, or key performance 
data, if a substantial portion of the management information system is by email or 
conversation. The Controller-Treasurer’s Office should undertake developing a 
management information system for each individual division. In addition, a 
management information system for the office as a whole, to be delivered periodically 
to the Controller-Treasurer, should also be developed. Such a system provides an 
ongoing, historic record of performance, which is otherwise lost if not captured by a 
Departmental management information system. Such a system can be the difference 
between a smooth transition of management within the organization, and the genesis of 
unforeseen significant operational problems, due to the County-wide responsibilities of 
the Controller-Treasurer Department. 

The development of a comprehensive management information system should include 
an assessment of each unit and division in the Department to identify the key operating 
data that is used to measure workload and performance. Once identified, these 
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parameters should be measured and reported on a periodic basis as determined by the 
Department, and included in divisional reports and a consolidated Departmental 
report. Specific responsibilities should be assigned to positions responsible for the 
compilation and reporting of the information, and the distribution should also be 
included in the written policies and procedures. Ultimately, this Controller-Treasurer 
information should feed into a County-wide reporting system to the County Executive 
and the Board of Supervisors. 

Throughout this report, examples of operational failures can be traced directly back to 
the absence of specific written procedures. Further, these failures were in nearly all 
cases compounded due to the absence of a comprehensive management information 
system that would have provided warning signs to Unit, Division and Departmental 
management. As an example, the Management Audit Division reported in August 2007 
that the State Controller was holding hundreds of checks valued at nearly $150,000 that 
were identified as the property of the County. At that time, the responsibility to monitor 
and claim such property was given to the Controller-Treasurer Department. Now, eight 
years later, it was determined that the Controller-Treasurer Department had not been 
performing its monitoring and claiming responsibilities. Such information would have 
become immediately apparent if revenue from this source suddenly disappeared from a 
periodic management report to the Division Manager or to Departmental management. 
Similarly, a periodic report from the Internal Audit Division identifying a growing 
backlog of custody audits, including the months and years overdue, would have 
triggered a proactive inquiry as to the cause and implementation of corrective action, 
and/or reporting of this Charter compliance problem to the County Executive and the 
Board of Supervisors. 

CONCLUSION 

The Controller-Treasurer Department has primary responsibility for the County 
accounting system and its accurate implementation in all transactions and records 
affecting more than $5 billion of revenue and expenditures annually. However, the 
Department does not have a comprehensive management information system to 
facilitate its oversight and monitoring responsibilities and enable the timely 
identification of problems and implementation of corrective actions. 
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RECOMMENDATIONS 

It is recommended that the Controller-Treasurer Department: 

6.1 Perform a comprehensive assessment of all units and divisions within the 
Department to identify all key workload and performance parameters to be 
tracked and reported periodically in a management information system. Prepare 
detailed written policies and procedures describing the management information 
system, its components, the positions responsible to compile and prepare the 
periodic reports and the distribution list of the positions that should receive the 
reports. Implement the system as soon as possible. (Priority 1) 

SAVINGS, BENEFITS AND COSTS 

The implementation of this recommendation would enable the Controller-Treasurer 
Department to significantly improve the thoroughness and timeliness of its monitoring 
of operations related to both internal Controller-Treasurer operations and County-wide 
issues. The costs associated with the development and implementation of a 
comprehensive system would include some additional staff time throughout the 
Department for the compilation and reporting of information. If the recommended 
additional staffing in Section 1 of this report is approved by the Board of Supervisors, 
this function would be included in the additional staff resources without need for any 
additional staff resources for this function. 
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The Employee Services Agency did not provide a written 
response to the audit prior to the issuance of this audit report. 
The Agency expects to issue a response directly to the Board of 
Supervisors. 
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County of Santa Clara
Employee Seruices Agency
Eighth Floor- East riling
70 West Hedding Street
San Jose, California 95110

DATE: October 20,2015

Board of Supervisors' Management Audit Division

John P. Mills z 7¿.h.
TO

FROM;
Deputy
Acting Employee Sen¡ices Agency

SUB}ECT: REVISED EMPLQYEE SERVICES AGENCY RESPONSE TO
REVISED RECOMMENDATIONS OF THE MANAGEMENT
AUDIT OF THE CONTROLLER.TREASURER DEPARTMENT

The Employee Services Agency (ESA) has reviewed pertinent recommendations of the
Management Audit of the Controller-Treasurer Department, prepared by the Board of
Supervisors' Management Audit Division's contract auditor, the Harvey M. Rose

Accountancy Corporation. ESA's responses to these recommendations are below.

Recotntnendation 7.2: It ís rccommended thøt the Boørd of Superoisors direct the County

Executhte to dírect the Employee Sentíces Agency to eualuate the speciøIized duties and

responsibílíties of øccounting, payroll, andfinancíøl systems positions in the Controller-Treasurer

Department to determine if a similar job cløssification structure as is used by the Auditor-

Controller Department in the County of Los Angeles woulil improae retention of senior and

mønageriøl professional støff in the Controller-Treøsurer Department, and to report the results of
this anølysis to the County Executfue ønd the Boørd of Supentísors within three months of the

øpproaal of this recommendationby the Board of Superaisors, @riority 2)

ESA Response: Partially Agree. The Management Audit Division's recommendation
may not address the retention issue. ESA instead proposes an analysis of the reasons

for turnover to determine the appropriate course of action, A review of exit interview
information would provide some clarification as to reasons for tumover, Based on such

an analysis, a classification study of senior and managerial classifications in the

Controller-Treasurer Department to create more specialized classifications may be one

possible approadr. ESA-Human Resources (HR) proposes to work with the Controller-
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Treasurer Department to conduct this retention/turnover analysis and report the results
to the Board of Supervisors by mid-2016,

As a point of information, ESA-HR recentþ conducted a classification study in the
Controller-Treasurer Department, which resulted in the creation of a specialized
Controller-Treasurer Accounting Manager classification to provide flexibility in
managing the Department. In additioru ESA-HR also worked with the Controller-
Treasurer Department to identify the appropriate classification for a support position in
the Investment Unit. A classification study of the Payroll Services Clerks is also
currently underway.

Reaísed Recotntnendøtion 5,5: The Boørd of Superaisors should direct the Employee Seruices
Agency to require øs a condition of øppointmcnt thøt øll prospective unrepresented (non-union)
department heads, executhte managerc, and appoínted offi.cers identified bV tht Controller-
Treøstfier's IAD øs subject to Ordinnnce C.ode Section A75-74, executive employment agreements
autlnrizing the C-ounty to withhold lutttp sum sick leøve pøyouts due at retirement untit legøIly
required øsset certificøtion forms øre submitted. Tlwse zuouldbe employees wlto are cooeredby the
executiae manøgement sølary ordinance, ønd øre not part of øny of the Cmmty's collectiae
bargainìng agreements, In aldition, ESA should meet and confer with the County Executive
Mønngement Association (CEMA) to negotinte an amendment to the collectiae børgaining
agreement adding ø proaision øuthorizing tle C.ounty to withhold lump sum sick leøae pøyouts
due at retírement from nny member occupying apositon thøt is subject to Ordinønce Code Sectìon
415-L4, until legølly required øsset certificøtion formt øre submitted. Cunently, ttuo CEMA
positions, tIæ Vector Control Mnnøger øn¡l tle County Suraeyor, øre subject to Ordinønce Code
Section AL5-14, (Prìority 3)

ESA Response: Disagree. Individual employment agreements that cover only a subset
of newly appointed executive leaders, for only one provision of employment terms, are
not a preferred solutíon, nor does such an approach represent best practice in the field
of human resources.

In the case of new executives hired from outside the County otganwattory there is no
accrual of sick leave, so there is nothing to be collected. Sick leave accrual for existing
executives was discontinued in2007, so few have any balance remaining. In the case of
internal promotions to the executive ranks, while sick leave balances are present,
County Counsel's opinion is that there is a strong argument that sick leave earned
under the terms of a labor agreement prior to appointment to executive leader positions
are entitled, and therefore not subject to be captured and surrendered at the time of
separation from the County.

132



Employee Services Agency Response

Management Audit of the Controller-Treasurer Deparünent
Page 3

In the caÉ¡e of the County Employees Management Association (CEMA)* represented
position of Vector Control Manager, ESA does not agree to seek to negotiate an
amendment to the existing fíve-year labor contract to include a term that is considered
less favorable and applies only to this one position. As for the County Surveyor
position, it is represented by the International Federation of Professional and Technical
Engineers Local 21, and not by CEMA. Likewise, ESA does not recommend seeking to
re-open this contract in the middle of its current term.

*(NOTE: ln tlw reaised drnft of the manøgement audit report, ÇEMA is refened to øs tlß
"C.ounty Executioe Manøgement Associøtion" ot the "Coun$ Employee Mønøgerc
Assocìation;" howeuel, tlu conect name of tlæ børgaining unit is the County Employees

Mønøgement Asso ciøtìon.)

John Þam, Human Resources Director, Employee Services Agency

Sandra J. Poole, Labor Relations Directot Employee Services Agency
Patricia Carrillo, Executive Services, Employee Services Agency

Quyen Ng,ry"t, Administrative Services Manager, Employee Services Agency
Donald A. Larkin, Deputy County Counsel

Robert M. Coelho, Assistant County Counsel

cc:
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