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INTRODUCTION

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

of Finance by Government Code Section 13294.

The principal objectives of the Department of Savings and Loan are
to protect the funds of the saving and investing public held by state-licensed
associations, to assure associations' compliance with consumer protection and
anti-discrimination laws and regulations, and to assure the continued finan-

cial growth of these associations consistent with public need and convenience.

The programs of the Department of Savings and Loan are supported by
the Savings and Loan Inspection Fund. The Savings and Loan Inspection Fund
is replenished annually by assessment of savings and loan associations, li-
cense fees, income from investment of surplus money and charges for specific

services.



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 Department of Savings and
Loan as of June 30, 1977, and the related statements of revenues, expendi-
tures, and changes in fund balances for the year then ended. Our examina-
tion was made in accordance with generally accepted auditing standards, and
accordingly included such tests of the accountinyg records and such other
auditing procedures as we considered necessary in the circumstances.

In our opinion, these financial statements present fairly the financial pos-
ition of the Department of Savings and Loan at June 30, 1977, and the results
of its operation 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, 1977, 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 fund balance for the year ended June 30,
1876, 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
Department of Savings and Loan's system of internal accounting control. Our
findings are set forth under the heading "Comments and Recommendations" in this
report.

Revenue Sharing Task Force

John H. Williams, CPA
Auditor General
Date: June 23, 1978

Staff: Curt Davis, CPA
Michael C. Dendorfer
Sandra R. McHaney
Richard R. Sanchez



DEPARTHMENT OF SAVINGS AND LOAI

COMBIHED BALANCE SHEET
ALL FUND TYPES AL ACCOUNT GROUPS

JUNE 30, 1977
(With Unaudited Amounts for 1976)

Governmental Fiduciary Account TOTAL
Fund - Fund Group (Memorandum Only)
Savings and Trust General
ASSETS Loan Inspection _ Account Fixed Assets June 30, 1977  June 30, 1976
Cash $ 471,37¢ S 471,376 S 113,235
Security Guaranty Uepcsits held in Trust -
for Savings and Loan Associations $243,113 243,113 256,461
Ceposits in Surplus loney
Investiment Funa 1,364,500 1,364,500 817,500
Accounts Receijvable 1,611 1,611 -0-
Due from Surplus loney
Investment Funa 68,650 68,650 44,961
Prepayments to Other Funds 3,400 8,400 27,3564
Expense Advancaes to Employees 7,794 7,754 1,847
Other Ceferred Charges 230 230
Equipment $197,048 197,048 160,556
TOTAL ASSETS $1,922,561 $243,113 $197,048 52,362,722 $1.423,944
LIABILITIES, EHCUMBRANCES
OUTSTANDING, AND FULC EQUITY
Liabilities:
Accounts Payable (ilote 2) S 126,074 $ 126,074 $ 97,455
Liatility for Installment Purchase
Contracts (fote 3 $ 3,080 3,060
revenue Collected in Advance 377,910 377,910 379,800
TOTAL LIAGILITIES 503,984 3,080 507,064 477,255
Encumbrances Jutstanding (Note 4) __ 108,893 108,693 92,571
Fund Equity:
Investment in General Fixed Assets 193,9€8 193,968 160,556
Fund Galance 1,309,684 5243,113 1,552,797 693,562
TOTAL FUiD EQLITY 1,309,684 243,113 163,968 1.746.765 854,118
TUTAL LIABILITIES. EWCLHBRANCES
UUTSTANDING AND FUND EQUITY $1,922,561 $243,113 $197,048 $2,362,722 $1,423,944

The notes to the financial statements are an integral part of this statement.
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DEPARTMENT OF SAVINGS AND LOAN
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 1977

Summary of Significant Accounting Policies

The preceding financial statements reflect the financial position and
results of operations of the Department of Savings and Loan. The ac-
counts are maintained in the Savings and Loan Inspection Fund and a

Trust Account for securities held as guaranty deposits.
The accounting policies of the Department of Savings and Loan conform
to generally accepted accounting principles as applicable to govern-

mental units and as contained in the State Administrative Manual.

Savings and Loan Inspection Fund

The Savings and Loan Inspection Fund is used to account for all re-
venues collected and the costs of administering the laws governing

state-licensed savings and loan associations.

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. A1l earned but uncollected revenues and unbilled reimburse-
ments are accrued, except revenue receivables estimated not to be

collectible within one year which are fully reserved.

Expenditures: During the fiscal year, expenditures are accounted on

a claims filed (with the State Controller) basis. Valid expenditure



commitments are accrued at June 30.

Trust Account

The Trust Account is a depository for securities receivea as guar-
anty deposits by out-of-state savings and loan associations oper-

ating branches within California.

Liabilities

Retirement Plan: Regular employees of the Department of Savings

and Loan 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 actuar-
ially determined under a program in which contributions plus re-
tirement 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
$406,751.

Vacation and Sick Leave: The Department 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 expend-

itures in the year of acquisition. The aggregate cost, with the ex-
ception of certain non-expendable equipment items not on the State Ad-
ministrative Manual equipment list, is capitalized in the General Fixed

Assets account group. Non-expendable equipment, generally valued at



$150 or over with a useful life of two years or more, is recorded at
original cost, or, if not available, at fair market value. No depre-

ciation has been provided for equipment.

Accounts Payable

Accounts payable include all unpaid liabilities for goods and services
received as of June 30, 1977. Accordingly, they also include liabilities
whose disbursement requests were submitted to the State Controller by

June 30, 1977 (“claims filed"), but which he had not paid as of that date.

Liability for Installment Purchase Contract

This account shows the liability for future installment payments on

fixed assets purchased under a installment purchase c@ntract.'

Encumbrances Outstanding

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

June 30, 1977.



COMMENTS AND RECOMMENDATIONS

As part of our examination we made a study of theADepartment of
Savings and Loan's system of internal accounting control to the extent we
considered necessary to evaluate the system as required by generally ac=
cepted 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 in planning and performing the exam-

ination of the financial statements.

The objective of internal accounting control is to provide rea-
sonable, but not absolute, assurance as .to (1) the safeguarding of assets
against loss from unauthorized use or disposition, and (2) the reliability
of financial records for preparing financial statements and maintaining ac-
countability 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

personal factors. Control procedures whose effectiveness depends upon



segregation of duties can be circumvented by collusion. Similarly, con-

trol procedures can be circumvented intentionally by management either with
respect to executing ana recording transactions or with respect to the
estimates and judgments required in preparing financial statements. Further,
projection of any evaluation of internal accounting 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 eval-
uating the Department of Savings and Loan's system of internal accounting
control for the year ended June 30, 1977. This study and evaluation was de-
signed for the purposes set forth in the first paragraph of this report
and would not necessarily disclose all weaknesses in the system because it
was based on selective tests of accounting records and related data. How-
ever, such study and evaluation disclosed the following conditions which we

believe to be weaknesses.

Separation of Duties Over Cash Transactions Are Inadequate

The separation of duties of employees handling cash transactions

do not comply with the State Administrative Manual (SAM) section 8080.

In our opinion, the most serious weaknesses over the separation of

duties invelving cash transactions are:



- The person who authorizes disbursements also has the authority

to sign checks

- The person who prepares the checks also mails or distributes the
checks. SAM section 8080 states:
“Checks will not be routed for mailing or distribution through

the person who authorized the disbursement or prepared the check."

- The person who prepares and mails or distributes the checks also
maintains the disbursement register, controls blank check stock and
has access to the safe.

Recommendation: Cash receipt and disbursement duties be separated
as prescribed by SAM section 8080.

Performance Bonds Are Not Reviewed Periodically

The Department is not currently reviewing Faithful Performance Bonds
to determine if bonding coverage should be in excess of the amount covered
under the State's blanket bond. This review is required by SAM section 2582.

Recommendation: Performance bonds be reviewed periodically for
adequacy of coverage in accordance with SAM section 2582.

Cash Receipts Are Recorded on Dates Different from the Dates of Actual Receipt

Tests of cash receipts disclosed instances where the date of posting
the receipt in the cash receipt register was different from the date of actual
receipt. Good internal contrc! procedures call for the recording of cash

receipts on the date of actual receipt.

-10-



Recommendation: Cash receipts be recorded on the date of actual
receipt.

Separation Payments Are Inadequately Documented

Six of 13 separation payments were reviewed for determination of
proper payment amounts for accumulated vacation and overtime. The sample
revealed two employees whose payments for accumulated vacation and overtime
could not be verified because of inadequate documentation.

Recommendation: Adequate documentation be maintained to support
separation payments.

Bank Reconciliation Procedures hNeed Strengthening

The Department's bank reconciliation procedures do not provide for:
- Examination of paid checks for suspicious or irregular features

(SAM 8041.1)
- Written acknowledgement for questionable endorsements (SAM 8041.1)

- Review of the bank reconciliation by responsible officers (SAM 7921

and 8080).

Recommendation: The Department strengthen its bank reconcili-
ation process by complying with SAM sections 7921, 8041.1 and 8080.

Undeposited Cash Is Inadequately Safeguarded

The Department does not restrict access to its safe to a limited

number of employees and the combination to the safe is not changed with a

-11-















