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The regulations of the Federal Office of
Revenue Sharing require governments
receiving revenue sharing funds to have
audits of their financial statements not less
than once every three years. This audit
assists in fulfilling the audit requirements
necessary to continue California's eligibility
for federal revenue sharing funds.

Our examination was made in accordance
with generally accepted auditing standards
and included studying and evaluating the
Department's system of internal control.
This study and evaluation disclosed several
conditions which we believe to be
weaknesses and were considered in
determining the nature, timing, and extent
of our audit tests. Presentation of these
conditions, however, does not modify our
opinion on the financial statements.
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The Honorable Speaker of the Assembly

The Honorable President pro Tempore of the Senate

The Honorable Members of the Senate and the
Assembly of the Legislature of California

Members of the Legislature:

Your Joint Legislative Audit Committee respectfully forwards the
Auditor General's financial audit report of Office of Emergency
Services, Year Ended June 30, 1978.

The auditors are Robert Hamric, CPA; William Woodward, CPA;
George Foxworth and Dennis Reinholtsen, CPA.

Sy rely,
g! g r
RD” ROBINSO

Assemblyman, 72nd District
Chairman, Joint Legislative
Audit Committee
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INTRODUCTION

In compliance with federal Office of Revenue Sharing regulations,
we have conducted a financial audit of the Office of Emergency Services.
This audit was conducted under the authority vested in the Auditor General
by Section 10527 of the Government Code and in the Department of Finance

by Section 13294 of the Government Code.

The principal objective of the Office of Emergency Services
(OES) is the coordination of emergency activities to save lives and
reduce property losses during disastors and to expedite recovery from

their effects.

On a day-to-day basis, the OES provides leadership, assistance
and support to state and Tocal agencies in planning and preparing for the
most effective use of federal, state, local and private sector resources
in emergencies. This emergency planning is based upon a system of mutual
aid, in which a jurisdiction relies first on its own resources, then calls
for assistance from its neighbors. The OES plans and programs are coordi-
nated with those of the Federal Government, other states and the state

agencies and political subdivisions of California.

The OES carries out the State's responsibilities under the
Emergency Services Act and applicable federal statutes. It acts as the
conduit for federal assistance through natural disaster grants and federal

agency support.



OES programs are supported by the General Fund and the Natural
Disaster Assistance Fund. Chapter 290, Statutes of 1974.created the
Natural Disastor Fund in the State Treasury and assigned the responsi-
biTity for administering the Natural Disaster Assistance Act to the

Director of the OES.



AUDITOR'S OPINION

To the Joint Legislative Audit Committee of the Ca]ifornia.Legislature
and the Department of Finance:

We have examined the combined balance sheet of the O0ffice of Emergency
Services as of June 30, 1978 and the related statements of revenues,
expenditures and changes in operating clearing for the year then ended.
Our examination was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary in the
circumstances.

Because of inadequate supporting records, we were unable to obtain sufficient
evidence to form an opinion regarding the General Fixed Assets account group

amounting to $6,567,614 at June 30, 1978. Accordingly, we do not express an

opinion on the General Fixed Assets account group.

In our opinion, except as stated in the preceding paragraph, these financial
statements present fairly the financial position of the O0ffice of Emergency
Services at June 30, 1978 and the results of its operations and the changes
in its financial position for the year then ended, in conformity with
generally accepted accounting principles applied on a basis consistent with
that of the preceding year.

The column amounts on the accompanying combined balance sheet captioned
"Total - Memorandum Only" for June 30, 1978, are not necessary for a fair
presentation of the financial statements, but are presented as additional
analytical data and, in our opinion, are fairly stated in all material
respects in relation to the financial statements taken as a whole.

The column amounts on the accompanying combined balance sheet and statement
of revenues, expenditures and changes in operating clearing for the year
ended June 30, 1977, which are presented for comparative purposes only,
were not audited by us and accordingly we do not express an opinion on them.

In connection with our examination, we also made a study and evaluation of
the Office of Emergency Services' system of internal accounting control.
Our findings are set forth under the heading "Comments and Recommendations."

Revenue Sharing Task Force

Wesley E. Voss
Assistant Auditor General

Date:  September 7, 1978

Staff: Robert Hamric, CPA
William Woodward, CPA
George Foxworth -3-
Dennis Reinholtsen
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OFFICE OF EMERGENCY SERVICES
STATEMENT OF CHANGES IN OPERATING CLEARING
NATURAL DISASTER ASSISTANCE FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 1978
(With Unaudited Amounts for 1977)

978 1977
Operating Clearing - July 1 $303,883 $356,849
Additions:
Allocations for Natural Disasters 89,312 28,058
Deductions:
Reduction of Allocations 1,793 81,024
Operating Clearing - June 30 $391,402 $303,883

The notes to the financial statements are an integral part of this statement.



OFFICE OF EMERGENCY SERVICES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 1978

Summary of Significant Accounting Policies

The preceding financial statements reflect the financial position and
results of operations of the Office of Emergency Services. The accounts
are maintained in the General Fund, the Natural Disaster Assistance Fund

and the Special Deposit Fund.
The accounting policies of the 0ffice of Emergency Services conform to
generally accepted accounting principles as contained in the State

Administrative Manual.

General Fund

The Office of Emergency Services accounts for only its portion of
the State's General Fund. Central accounts for the General Fund
are maintained by the State Controller and consolidated General

Fund statements are published by that office.
Income:

Throughout the fiscal year, income is accounted on a cash basis,
except appropriation reimbursements which are recorded when billed.
At June 30, the accounts are adjusted to a modified accrual basis.
A11 earned but uncollected revenues and unbilled reimbursements are
accrued, except revenue receivables estimated not to be collectible

within one year which are fully reserved.

-7-



Expenditures:

During the fiscal year, expenditures are accounted on a claims
filed (with fhe State Controller) basis. Valid expenditure

commitments are accrued at June 30.

Natural Disaster Assistance Fund

Monies from this fund are appropriated by the State Legislature to

be used to repair, restore or replace streets, roads, bridges or

other public facilities when damaged or destroyed by natural disasters
such as floods, earthquakes or droughts. Allocations are made to local
agencies, cities and counties by the Department of Finance for the
State's share of the natural disaster costs. Applications for the
monies are made to and approved by the O0ffice of Emergency Services
before any monies are allocated. This is a special fund in the State
Treasury and is maintained by the State Controller. Consolidated
Natural Disaster Assistance Fund statements are published by that

office.

Disposition of Funds:

1) Allocations to local agencies for the repair or replacement
of public facilities damaged or destroyed by natural disasters;
2) Allocations to cities and counties for the repair or replacement

of streets, roads or bridges damaged by natural disasters.



Special Deposit Fund

Monies received or collected for specific purposes by‘a state agency
for which no fund has been created in the State Treasury are accounted
in the Special Deposit Fund. Separate fund accounts for each agency
are maintained by the State Controller and consolidated Special

Deposit Fund statements are published by that office.

Income and Expenditures:

Both income and expenditures are accounted on a cash basis during

the fiscal year.

Liabilities

Retirement Plan: Regular employees of the Office of Emergency

Services are members of the Public Employees' Retirement System
(PERS) which is a defined benefit, contributory retirement plan.
The amount the agency and employees contribute to PERS is
actuarially determined under a program in which contributions
plus retirement system earnings provide the necessary funds to
pay retirement costs as accrued. Retirement contributions for
the year included in the expenditures-personal services account

were $239,863.

Vacation and Sick Leave: The State does not record the costs of

vacation and sick leave at the time the benefits are accumulated.
At the time of usage, the expenditures-personal services account

is charged.



General Fixed Assets

Purchases of equipment are recorded as expenditures in the year of
acquisition. The aggregate cost, with the exception of certain
nonexpendable equipment items not on the State Administrative Manual
equipment 1list, is capitalized and fully reserved on the balance
sheet. Nonexpendable equipment, generally valued at $150 or over
with a useful 1ife of two years or more, is recorded at original

cost, or if not available, at fair market value.

Accounts Payable

Accounts payable include all unpaid liabilities for goods and services
received as of June 30. Accordingly, they also include liabilities for
which disbursement requests were submitted to the State Controller by
June 30, but which had not been paid as of that date. At June 30, 1978,
Accounts Payable included $3,436,958 representing claims against funds

held in the State Treasury for storm damage incurred in February 1978.

Encumbrances Qutstanding

Encumbrances outstanding include all valid commitments against budget
appropriations for which no goods or services had been received by

June 30.

Operating Clearing

This account is the connecting Tink between the Office of Emergency Services'

portion of the General Fund and the central accounts of the General Fund

-10-



maintained by the State Controller. The account balance at June 30, 1978
represents a clearing account between the Office of Emergency Services and

the State Controller.

Support Appropriations

Support appropriation is the portion of the General Fund allocated to the

Office of Emergency Services by the legislative budget act.

Prior Year Appropriation Adjustment

This account shows the difference between the net amount of expenditures,
abatements and reimbursements accrued as of the previous June 30 and the
amount of actual expenditures, abatements and reimbursements during the
current fiscal year (including accruals) for appropriations no longer

available for encumbrance.

Revenues

Revenues collected by a state agency that is supported by an appropriation
from the General Fund are considered General Fund revenues and must be

remitted in total to the State Treasurer.

General Fixed Assets Account Group

The agency has not maintained an adequate record of its general fixed

assets. Subsidiary records are not reconciled with the general ledger
equipment account. In addition, facilities constructed at the premises
occupied by the Office of Emergency Services have not been recorded and

amounts could not be determined by the OES staff.

-11-



COMMENTS AND RECOMMENDATIONS

Internal Accounting Control

As part of our examination we made a study of the Office of

Emergency Services' system of internal accounting control to the extent we
considered necessary to evaluate the system as required by generally accepted
auditing standards. Under these standards, the purpose of such evaluation is
to establish a basis for reliance on the system of internal accounting control
in determining the nature, timing and extent of other auditing procedures that
are necessary for expressing an opinion on the financial statements and to
assist the auditor in planning and performing the examination of the financial

statements.

The objective of internal accounting control is to provide reason-
able, but not absolute, assurance as to (1) the safeguarding of assets against
Toss from unauthorized use or disposition.and (2) the reliability 6f .financial
records for preparing financial statements and maintaining accountability
for assets. The concept of reasonable assurance recognizes that the cost of
a system of internal accounting control should not exceed the benefits derived
and also recognizes that the evaluation of these factors necessarily requires

estimates and judgments by management.

There are inherent limitations that should be recognized in con-
sidering the potential effectiveness of any system of internal accounting
control. In the performance of most control procedures, errors can result

from misunderstood instructions, mistaken judgment, carelessness or other

-12-



personal factors. Control procedures whose effectiveness depends upon
segregation of duties can be circumvented by collusion. Similarly,
control procedures can be circumvented intentionally by management

either with respect to executing and recording transactions or with
respect to the estimates and judgments required in preparing financial
statements. Further, projection of any evaluation of internal account-
ing control to future periods is subject to the risk that the procedures
may become inadequate because of changes in conditions and that the degree

of compliance with the procedures may deteriorate.

Our examination of the financial statements was made in accordance
with generally accepted auditing standards. This included studying and
evaluating the Office of Emergency Services' system of internal accounting
control for the year ended June 30, 1978. This study and evaluation was
designed for the purposes set forth in the first paragraph of this section
of the report and would not necessarily disclose all weaknesses in the
system because it was based on selective tests of accounting records and
related data. However, such study and evaluation disclosed the following

conditions which we believe to be weaknesses.

Year-End Adjusting Entries

The agency did not prepare the year-end adjusting entry for
Revolving Fund Cash required by the State Administrative Manual (SAM)
Section 10586. During the fiscal year, the Revolving Fund is accounted

on an imprest basis. Adjusting entry A-6 (SAM 10586) reduces the cash

-13-




































