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I T.I?-9/115/T Report No: 

Meeting Date: 

Alameda-Contra Costa Transit District 

STAFF REPORT 
TO: Finance and Audit Committee 

AC Transit Board of Directors 

FROM: David J. Armijo, General Manager 

14-062 

July 23, 2014 

SUBJECT: Report on the Government Finance Officers Association Business Review 

BRIEFING ITEM 

RECOMMENDED ACTION(S): 

Receive a report on the Government Finance Officers Association (GFOA) Business Review of the 
District's Budgeting and Financial Reporting practices, and discussion of staff's proposed 
roadmap for the design and implementation of Planning, Budgeting, Performance Monitoring 
and Business Intelligence processes and applications. 

EXECUTIVE SUMMARY: 

The Government Finance Officers Association (GFOA) conducted an audit of the AC Transit 
budget processes, procedures, and practices and provided an assessment of these activities and 
associated supporting tools and inputs. The budget process was analyzed in three critical 
categories: Supporting Inputs & Tools; Process & Activities; and Outcomes & Results, to identify 
opportunities to improve not only the efficiency of the process in terms of infrastructure, but 
also the effectiveness of the process in terms of facilitating desired results and outcomes. 

The GFOA provided recommendations based upon the three critical categories and provided 
short-term and long-term recommendations to improve the effectiveness of the budgeting 
process. Staff has conducted extensive reviews of the GFOA audit and is in the process of 
implementing the recommendations from the report. A matrix has been developed that lists the 
key recommendations from the audit to provide a "roadmap" for these report 
recommendations and provides for the assignment and proposed completion date for each area 
of improvement. 

Since staff has been aware of some recommended best practices identified in the report, staff 
has been working to implement improvements to the budget process over the past couple of 
years. Staff will continue to meet on a monthly basis to monitor the progress toward 
implementing the recommendations outlined in the audit. 

BUDGETARY /FISCAL IMPACT: 

There is no budgetary or fiscal impact associated with this briefing report. 
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BACKGROUND/RATIONALE: 

The Government Finance Officers Association (GFOA) conducted an audit of the AC Transit 
budget processes, procedures, and practices, including a review of budget development, 
budget administration, and budget reporting, and an assessment of the supporting tools and 
inputs, activities, and results and outcomes. GFOA identified areas for potential improvement 
within the processes that were reviewed. The following common areas were identified as the 
most significant contributing factors to existing weaknesses: 

1) Lack of Organizational IT Investment Governance 
2) Lack of Process or System Understanding 
3) Processes Not Aligned with Budgeting Best Practices 
4) Extensive System Limitations 
5) Poor Communications 

The GFOA analyzed the budget process in three critical categories: Supporting Inputs & Tools; 
Process & Activities; and Outcomes & Results, to identify opportunities to improve not only the 
efficiency of the process in terms of infrastructure, but also the effectiveness of the process in 
terms of facilitating desired results and outcomes. 

Inputs & Tools- Budget Administration: 

The GFOA recommended that financial planning, revenue, and expenditure policies be adopted 
by the Board and used to frame major policy initiatives, consistent with the budget and 
communicated in the budget. The GFOA commended AC Transit for revising the budget policy 
to include the organization's goals, objectives, and performance metric targets; however, the 
GFOA noted that current processes do not include this information in a way that allows users to 
base decisions toward achieving the District's goals, objectives, and performance metrics. The 
GFOA identified an inconsistency between the budget and transfer policies and noted that the 
capital project value of $1,000 is not aligned with GFOA's best practice of a capitalization 
threshold of no less than $5,000 for any individual item. The GFOA also recommended a reserve 
set aside equal to two months operations (approximately 17%). 

On the area oftechnology, the GFOA noted that PeopleSoft has been able to realize the system 
potential in some areas to effectively manage operations; however, in other areas, challenges 
during the implementation have led to an impairment that creates significant inefficiencies. In 
addition, staff exhibited inconsistent levels of training and knowledge in the system- resulting 
in very different user experiences which has resulted in shadow systems to augment "missing" 
PeopleSoft functionality to more easily process and report information outside of PeopleSoft 
creating many ripple effects across the organization. The GFOA also noted that AC Transit does 
not have an integrated budget tool that is relied on throughout the organization to help 
prepare budget for revenues and expenses. 
The GFOA also found that staff did not have access to accurate and complete documentation 
for business processes. 
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Process & Activities- Budget Processes: 

The GFOA reported that while staff understood the overall mission and focus of AC Transit- to 
operate a bus fleet and to serve customers, there appeared to be less focus on internal 
business processes resulting in the presence of strong departmental silos causing duplicative 
work, rework, and informational bottlenecks. GFOA also recommended that AC Transit 
"operationalize" strategic goals and priorities that are backed by information, data, and proven 
techniques. The GFOA recommends moving away from maintaining the status quo and move 
toward planning and forecasting expenditures based on completion of strategic goals. 

The GFOA report noted the importance of tracking outcomes and results from the planned 
budget expenditures with a process that clearly identifies and communicates expenditures in 
relation to the plan and what has been accomplished in relation to the plan. The report 
outlined a number of challenges in overall budget execution and administration with the 
current process. In addition, a significant amount of time is currently being spent on manually 
entering, compiling, aggregating, and cleaning up data for analysis that would not be necessary 
with the proper use of PeopleSoft. 

Outcomes & Results- Budget Analysis & Review: 

The GFOA noted that the current budget document is difficult for stakeholders to understand 
the organization's budget plans. The budget document does not have programmatic 
information that links planned activities to planned expenditures. The current structure is not 
well suited for a policy-level or public perspective that is trying to identify what is planned for or 
what the expectation of service can be for that level of expenditure. The GFOA noted that AC 
Transit should consider a formal process for following up on planned budget outcomes to 
provide for "real" accountability for the budget. The report recommended specific meetings 
for periodically reporting budget performance to an executive team that is able to plan for and 
take corrective action, if necessary. 

NEXT STEPS 

The GFOA provided recommendations for the three critical categories: Supporting Inputs & 

Tools; Process & Activities; and Outcomes & Results, to improve the effectiveness of the 

budgeting process and achieve the desired results and outcomes, as follows: 

Short Range 

• Engage in business process documentation and mapping to better understand 
interdepartmental connections on business processes. 

• Develop cross departmental process improvement sessions where current process 
stakeholders are allowed the opportunity to identify current challenges. 

• Prepare a system inventory to identify all systems used throughout the organization to 
support key business processes, in order to identify sources of redundancy and wasted 
effort. 

• Invest in training for select staff on PeopleSoft standard reports. 
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• Identify and incorporate as many shadow systems as possible into the current PeopleSoft 
configuration. 

• Assign a team of cross departmental users to begin reviewing data quality and identifying 
potential system improvements. 

• Explicitly link budget expenditures to organizational goals identifying the purpose of 
expenditures and the planned output/outcome from that budget expenses. 

• Identify performance measures to track progress towards planned outputs/outcomes for 
each strategy that is communicated regularly to appropriate stakeholders. 

• Create a grants management policy that defines expectations on grants management and 
reporting. 

Long Range 

• Revisit the PeopleSoft implementation and make a second attempt at implementing core 
PeopleSoft functionality, including the PeopleSoft Financials, Expense Management, Capital 
Asset Management, Purchasing, Human Resources, Payroll, and Time and Labor suites. 

• Invest in and mandate regular PeopleSoft training for key users. 
• Evaluate options and implement a budget development system that can fully utilize 

PeopleSoft data in making projections, forecasting revenues and expenses. 
• Transition the budget from an incremental based "line item budget" to a programmatic 

budget that identifies outcomes and planned services for each expense. 
• Implement a new budgeting system and/or make changes to the PeopleSoft system that 

provides the features to analyze programs, track costs (by program as well as departmental 
line item) and report performance. 

• Adopting an ongoing quality management or continuous improvement structure in the 
budgeting process that will focus on process quality and process improvement. 

Staff has conducted extensive reviews of the GFOA audit and is in the process of implementing 
the recommendations from the report. A matrix has been developed that lists the key 
recommendations from the audit to provide a "roadmap" for these report recommendations 
and provides for the assignment and proposed completion date for each area of improvement. 
Since staff has been aware of some recommended best practices identified in the report, staff 
has been working to implement improvements to the budget process over the past couple of 
years. Staff will continue to meet on a monthly basis to monitor the progress on the 
implementation of the recommendations outlined in the audit. 

ADVANTAGES/DISADVANTAGES: 

The advantage of implementing the recommendations from the GFOA audit is in improved 
accuracy, consistency, and the quality of management reporting. There are no apparent 
disadvantages of implementing the recommendations from the audit. 

ALTERNATIVES ANALYSIS: 

Staff found no practical alternatives to the course of action recommended in this report that 
would better serve the District. 
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PRIOR RELEVANT BOARD ACTIONS/POLICIES: 

There are no prior relevant board actions/policies. 

ATTACHMENTS: 

1: GFOA Business Review Report 

Department Head Approval: James D. Pachan, Interim Chief Financial Officer 

Reviewed by: Tom O'Neill, Chief Technology Officer 
Ralph Martini, Controller 
Hernan Vargas, Budget Manager 

Prepared by: James D. Pachan, Interim Chief Financial Officer 
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GOVERNMENT FINANCE OFFICERS ASSOCIATION 

(GFOA) 
RESEARCH AND CONSULTING CENTER 

Alameda-Contra Costa Transit 
(AC Transit) 
Oakland, CA 
August2013 

Business Review Report 
Budgeting & Financial Reporting 

Note: This is a privileged and confidentia l document between the client listed above GFOA. 
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Section 1: Executive Summary 

GFOA reviewed AC Transit processes and practices against our process review methodologyJ. 
looking at supporting tools and inputs, activities, and results and outcomes. For AC Transit, 
GFOA focused primarily on the budget process, including budget development, budget 
administration, and budget reporting. 

The focus of this report is on process improvement, and it therefore provides much greater 
emphasis on process improvement opportunities than current strengths. This report should not 
be viewed as an overall assessment to determine if the process or function is working as it 
should; any attempt to infer that information based on quantity of comments or language used 
within this report would be misleading. The report should be viewed in the context that overall , 
processes are completed and AC Transit staff on many occasions "make things work" despite 
some of the issues identified. 

GFOA did find numerous areas of potential improvement within the reviewed processes. The 
current weaknesses are identified in this report. In general, GFOA found there to be common 
themes or challenges that contributed to those weaknesses. The following represent the most 
significant contributing factors to existing weaknesses. 

1) Lack of Organizational IT Governance: AC Transit lacks an effective IT governance 
structure that can manage IT investments and ensure that they support organizational 
processes. In addition, effective IT governance manages technology from the 
organizational perspective, rather than the departmental or user perspective, to do 
what's best for the entire organization. As a result, AC Transit has been limited by an 
ERP system (PeopleSoft) that doesn't properly support the business process, resulting 
in a proliferation of shadow systems that fragment information and further divide 
departments into silos. 

2) Lack of Process or System Understanding: In general, AC Transit staff members who 
work as part of the process suffer from a lack of process and system understanding. 
There is very little to no documentation that accurately communicates standard 
operating procedures, process steps, or organizational business process policies. 
Existing staff members have managed to acquire this information over time, but the 
introduction of new staff (or new roles for existing staff) often results in process 
compliance issues due to the lack of documentation. In addition, staff members receive 
little formal training to help them understand new processes or systems, leaving most to 
"learn as they go." As a result, many system features are not leveraged. 

3) Processes Not Aligned with Budgeting Best Practices: Current budget development 
processes focus exclusively on adjusting past budgeted amounts to maintain the status 
quo. This provides very little focus on linking financial requests to operational plans or 
organizational goals. Best practices in budgeting prioritize strategies and programs 
(services), and then allocate funding to specific programs that will best accomplish the 
organization's goals. This practice allows for transparency in budget decision making 
and more effective communication about budget plans and what budgeted resources are 
required, and it facilitates overall accountability for budget performance. 

Page 3 of 22 
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4) Extensive System Limitations: AC Transit's recent PeopleSoft implementation failed to 
provide a system that properly supports the organization's business processes. AC 
Transit faces ongoing challenges with modules that don't appear to work correctly, 
modules that were never implemented, and numerous training and change management 
issues (e.g., staff is either not aware of system features or elects to hold onto the use of 
older, "more comfortable" systems). 

5) Poor Communications: GFOA also noted that overall communications between 
departments is lacking. This lack of effective internal communication has resulted in 
significant challenges and has perpetuated the creation and maintenance of 
independent silos of information. Organizations that maintain multiple silos of information 
spend an inordinate amount of time reconciling and correcting data instead of focusing 
on what the data represent. 

The remainder of this report provides an overview of GFOA's methodology and approach to this 
project, analysis of AC Transit business processes, and recommendations for improving those 
processes. Where appropriate, the report cites GFOA best practice documentation and 
provides a reference to the best practice document in an Appendix. 

Page 4 of 22 
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II Section 2: Approach & Methodology 

1. Onsite Assessment 

GFOA's team worked with management and administrative staff from various departments at 
AC Transit to review both the processes and tools used in the annual budget process and the 
associated reporting required by internal and external stakeholders. GFOA used focus groups, 
interviews, and document review to obtain the information needed to assess AC Transit's 
budget processes against GFOA expertise and industry best practices. GFOA also reviewed 
various financial reporting processes in relationship to the budget process. The team used the 
framework shown below to determine whether the current infrastructure of processes and 
technologies will support management and decision-making needs within the organization. 

Supporting Inputs & 
Tools 

• Polides 
• Docum entation 
• Technology 
• Staffing 

Process & Activities 

• Leadership 
• Dedsion Support 
• Business Process 
• ValueAddedActivittes 
• Reporting/ Communications 
• Control 

Outcomes & Results 

• Meet Stakeholder Expectations 
• Desired Outcomes 
• Best Practices 
• Transparency 
• Accountability 

Outcomes & Results: In GFOA's approach, the ultimate purpose of a high-performing 
finance/budget function is to enable a jurisdiction to achieve high-quality results, demonstrating 
that the government is an effective steward of financial resources, that it is meeting the 
expectations and needs of users (both internal departments and the public), and that it supports 
the achievement of organization-wide goals. 

Processes & Activities: An organization that is able to successfully execute key financial 
management activities can produce results. These activities include provision of analytical and 
informational services to decision makers, efficient and accurate transaction processing, 
effective internal control and risk mitigation, and timely and accurate financial reporting. 

Inputs & Tools: Finally, the finance/budget function's technology, staffing, policies and 
procedures, and business processes determine the quality of its financial management 
activities. 

. Page 5 of 22 
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GFOA reviews activities to identify what is working well and what might be improved, then 
analyzes supporting practices and tools to provide specific suggestions on improvement 
opportunities. 

GFOA approached this engagement from two interdependent perspectives. The first 
perspective is organizational efficiency - that is, what activities are being performed well? 
Questions we explored from this perspective included: 

Are functions performed as efficiently as possible? 
• Are staff resources sufficient, and are staff adequately trained? 
• Are processes, policies, and technologies up-to-date and adequate to meet the needs of 

internal and external customers? 

The second perspective is strategic- are activities being conducted in line with the results 
desired by the community and by AC Transit's leadership? Questions we explored from this 
perspective included: 

• Are business processes focused on achieving the intended results? 
• Do activities produce information and services that are consistent with user 

expectations? For example, do officials receive the information they need, in a timely 
manner, to support their decision making and fiscal monitoring roles? 

Information for this assessment was collected from documents provided by AC Transit, 
interviews with staff, and discussions with executive leadership. 

While formal assessments typically focus on opportunities for improvement, GFOA also strives 
to identify areas of strength within the organization. By identifying areas of strong performance, 
the leadership team gains the ability to make use of those strengths in other areas of the 
organization. Opportunities for improvement should also be viewed in the context of overall 
organizational performance and strategic vision for the organization going forward. AC Transit 
should note that this report is not intended to be an overall assessment of the organization to 
determine if a specific standard is being met; our focus was to find areas for improvement. As a 
result, the findings in this report will focus much more on shortcomings and areas for 
improvement. 

2. Report Preparation & Recommendations 

Following onsite work at AC Transit, the team reviewed materials and information gathered 
during interviews to identify and prioritize opportunities for improvement. Using GFOA expertise 
and industry best practices, the team performed gap analyses between AC Transit's current 
state and the ideal state of operation for the highest-priority items. 

The team has structured its recommendations for AC Transit into two categories, described 
below: 

Short Range: Recommendations categorized as short range tend to be objectives that , by the 
team's assessment, can be adopted or implemented without significant adaptations to current 
systems or processes, and will help the organization move toward more efficient and effective 
execution of key business activities. 

Page 6 of 22 
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Long Range: The recommendations categorized as longer-range objectives require more in
depth planning and implementation effort. Longer-range recommendations can be high-value 
adaptations of current processes and systems, but to be successful, they require champions at 
multiple levels of the organization. The impact of longer-range objectives may also depend 
heavily on successful execution of the associated shorter-term recommendations. 

3. Review & Action Planning 

After AC Transit has had an opportunity to review the issues identified in this report and GFOA's 
recommendations for improvement (both short range and long range), GFOA will be onsite to 
facilitate a discussion of the recommendations and preparation of an Action Plan that AC Transit 
can use to track progress toward improvements. GFOA will use a template similar to the 
example below to identify improvement opportunities, identify stakeholders responsible for 
executing the improvements, and designate a measure or indicator assigned to each outcome 
to demonstrate that improvement has actually taken place. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

Improvement 
I 

Timeframe I Responsible Measure/ 
Outcome 

Note: All improvements identified in the action plan will be based on AC Transit's decisions and 
approved by AC Transit leadership. The action plan is intended to be a document that AC 
Transit has ownership over and not simply a consultant recommendation. 

Page 7 of 22 
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Section 3: Detailed Analysis & Recommendations 

1. Introduction 

Using the framework described in Section 2: Approach & Methodology, GFOA deconstructed 
and analyzed the budgeting process in three critical categories: Supporting Inputs & Tools; 
Process & Activities; and Outcomes & Results. By reviewing the budgeting process in this way, 
the team has identified opportunities to improve not only the efficiency of the process in terms of 
infrastructure, but also the effectiveness of the process in terms of facilitating desired results 
and outcomes. We have segmented our recommendations into short- and long-term objectives 
to help AC Transit plan and prioritize action planning and ultimately extract the maximum 
potential value from the annual budgeting process. The analysis is structured as follows: 

Inputs & Tools- Budget Administration: This section discusses the infrastructure of the 
budget process in terms of policies, documentation, technology, and staffing. The team's 
analysis focuses on AC Transit's effective and complete use of the PeopleS oft platforms and 
other budget systems in terms of both human and technological capability. This section also 
discusses the degree to which AC Transit has the proper policies and documentation in place to 
ensure cross-training and continuity in the event of turnover or absences. 

Process & Activities - Budget Processes: This section discusses the budget development 
process and other related processes at AC Transit in terms of process design, organizational 
support, and effective use of the inputs to the process. GFOA's analysis focuses on 
communication and coordination between organizational units and the relation those elements 
have to the efficiency and control of business processes. 

Outcomes & Results- Budget Analysis & Review: This section discusses the degree to 
which the budget process adequately supports understanding of the organization's strategic 
success. The analysis focuses on whether desired outcomes and stakeholder expectations are, 
or can be, addressed from a review of the budget process and actual performance. GFOA also 
explores whether appropriate transparency and accountability are facilitated by the budget 
process. 

2. Inputs & Tools 

Analysis of Current State 
Policies 
GFOA recommends that , at a minimum, financial policies in the following areas be adopted by 
an organization's board: 

• Financial planning policies 
• Revenue policies 
• Expenditure policies 

The adopted financial policies should then be used to frame major policy initiatives, consistent 
with the budget and communicated in the budget (contributing to the budget's ability to 

Page 8 of 22 
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communicate the organization's policy direction and provide context for more targeted budget 
plans). (See GFOA Best Practice: Adoption of Financial Policies) 

GFOA provided a review of AC Transit's budget policy, capital project policy, and reserve policy. 

• Budget Policy 
The budget policy appears to have been revised- or emphasis added- in sections 
related to the organization's goals, objectives, and performance metric targets. GFOA 
commends AC Transit for including this in the budget policy and creating the expectation 
that this information will become part of the process. However, the current process does 
not seem to include this information (or does not include this information in a way that 
allows users to base decisions on it). 

The budget policy also sets the expectation that staff will prepare quarterly projections of 
revenue and expenses as well as a report on the progress toward achieving the District's 
goals, objectives, and performance metrics. Similar to the comment above, GFOA did 
not find processes that would support this policy. If AC Transit is working to add this 
process in the future, GFOA would recommend that overall budget to actual reporting 
(and reporting on performance metrics) be managed in the same system- preferably 
the financial system- to avoid creating an additional shadow system. 

• Budget, Operating Transfers 
GFOA found what appeared to be an inconsistency between AC Transit's policy on the 
budget and the policy on budget transfers. The policy on budget transfers focuses on 
transferring budgeted amounts between accounts. The policy on budget indicates that 
the budget will be controlled at the department level - eliminating the need for 
transferring between accounts during the year. For example, within a department, one 
account could be over budget so long as other accounts are under budget by equal 
amounts. 

• Capital Project Policy 
AC Transit's capital project policy defines a capital project as any expenditure that has a 
value of more than $1 ,000 and a life expectancy of one year or more (with the exception 
of FTA and preventative maintenance projects). This is not aligned with GFOA's best 
practice, which states, "In no case should a government establish a capitalization 
threshold of less than $5,000 for any individual item." (See GFOA Best Practice on 
Establishing Appropriate Capitalization Thresholds for Capital Asset) 

In addition, the policy provides criteria for evaluating capital projects in preparing the 
capital budget. GFOA acknowledges that this is most likely implied with the criteria 
stated, but would expect that the policy require projects to be aligned with the 
organization's goals. That is currently not stated in the policy. 

• Reserve Policy 
GFOA reviewed AC Transit's reserve policy for alignment with GFOA best practices. 
The AC Transit reserve policy requires that AC Transit maintain a reserve that is more 
than 10% of the operating budget (up to a maximum of 20%). This is consistent with the 
GFOA best practice that states that organizations should set aside an amount equal to 2 
months of operations (approximately 17%). Depending on the volatility of AC Transit's 
revenue sources, this amount may be increased. AC Transit's policy includes a method 

Page 9 of 22 
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of replenishment that is also consistent with GFOA best practice statements. (See 
GFOA Best Practice on Appropriate Level of Unrestricted Fund Balance in the 
General Fund, Appropriate Levels of Working Capital in Enterprise Funds, and 
Replenishing Fund Balance in the General Fund) 

Technology 
Ineffective use of PeopleS oft and other technologies does not support informed business 
decisions during the budgeting process. 

• Lack of an Integrated Budget Preparation Tool 
AC Transit does not have an integrated budget tool that the entire organization uses to 
prepare project revenues and expenses. The tool that exists is not well understood, is 
not integrated with PeopleSoft, and serves primarily as a data entry tool, which does not 
support many of the features found in commercially available budget packages in use at 
comparable organizations across the United States. 

• Limited Use of PeopleS oft 
AC Transit has purchased and implemented the PeopleSoft system. PeopleSoft is a 
market-leading enterprise resource planning (ERP) application that is used by many 
high-performing organizations. In some areas, AC Transit has been able to realize the 
potential of the system and use it effectively to manage operations. However, it appears 
that in others, challenges during the implementation have led to an impaired system that 
creates significant inefficiencies. In addition, even in areas where PeopleSoft appears to 
have features available to support AC Transit's processes, staff has exhibited 
inconsistent levels of training and knowledge of the system - resulting in very different 
user experiences. In other areas, it appears as though large portions of the system 
(such as grants management, project costing, and payroll/general ledger integration) 
were never set up or fully deployed. This causes inefficiency and the need for additional 
systems (shadow systems) to augment "missing" PeopleSoft functionality. 

• Proliferation of Other (Shadow) Systems 
As a result (direct or indirect) of some of the limitations of PeopleSoft, staff has created 
or purchased a number of shadow systems to more easily process and report 
information outside of PeopleSoft. While in many cases this is viewed as an 
improvement on an individual or departmental level, it creates significant issues as far as 
organizational reporting and overall system (PeopleSoft) trust issues. These shadow 
systems cause data to become fragmented, and there is continued deterioration of 
integrated PeopleSoft functionality and the system's ability to serve the full organization. 
For example, GFOA identified at least three systems (PeopleSoft, SharePoint, and 
Excel) that are used for budget development, each with different information. Multiple 
staff members reported confusion as to what systems were actually in use. 

• Overall Lack of Trusted/Quality Data 
With few exceptions, AC Transit owns or has access to the technology and systems that 
would be necessary to support successful business activities and outcomes. However 
those systems are under-deployed and underutilized. In cases where the system has 
been configured, staff seemed to indicate that the organization did not have full trust in 
the system data and preferred to rely on shadow (or parallel) systems to provide, for 
example, budget reporting and position control, rather than using PeopleSoft as it was 
designed. This creates many ripple effects across the organization- most notably, 
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inefficiencies from having to maintain a separate system, reconciliation challenges, and 
failure to use system data for managerial reporting (since key data exist in other 
systems). 

Documentation 

GFOA found that staff did not have access to accurate and complete documentation for 
business process and system use. Numerous AC Transit staff members mentioned that efforts 
at documenting business processes have been made, but those efforts were either completed 
by outside stakeholders and did not involve key stakeholders (for example, process 
documentation efforts by the Auditor's Office), or did not consider organizational processes 
(documentation was only intradepartmental). 

• Incomplete Process Documentation 
Lack of full documentation of interdepartmental processes makes complete 
understanding of AC Transit's business processes difficult. It is clear that in some areas 
of the organization, attempts have been made to document business processes, and this 
effort appears to have helped communicate process expectations. However, these 
efforts tend to be within a department and thus do not address some of AC Transit's 
primary business process issues related to interdepartmental communication (more 
comments later in the report) . 

• System Documentation Does Not Exist 
Also, lack of system documentation and standard operating procedures for PeopleSoft 
and other systems has resulted in inconsistent use (some departments use reports and 
functions that others don't know exist) . Additionally, this has resulted in proliferation of 
shadow systems, as users are more familiar with the shadow systems than they are with 
the standard enterprise systems. 

Staffing 
Throughout many of the meetings and interviews GFOA conducted, staff seemed to be 
experienced, knowledgeable, and professional. Many had an in-depth understanding of 
business requirements and were able to produce results despite some of the deficiencies noted 
in this section. It was also clear that doing so is not sustainable and that if key personnel were 
removed from the organization, there would be little capacity to shift work and/or train new 
employees. 

In addition, AC Transit does not appear to have sufficient staff support for its systems. Many 
comparable organizations establish an IT governance structure to maintain, support, and 
ultimately enhance their enterprise systems. Individuals assigned to this support structure 
either exist as part of a dedicated support department or are disbursed throughout the 
organization, but clear responsibilities (and time commitments) are identified for ongoing 
training, performing incremental adjustments to the system, making sure system documentation 
is current, and supporting end users. 

Recommendations 
GFOA has developed the following recommendations to help resolve the issues identified 
above. All recommendations will be discussed during a follow-up presentation and action plan 
discussion. 
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Short Range 
• Engage in business process mapping to better understand the interdepartmental 

connections of its business processes. 

• Prepare a system inventory to identify all systems used throughout the organization to 
support key business processes. The system inventory should include all commercially 
available systems, custom systems, any databases or spreadsheets, and any files or 
data storage, analytics, and workflow reminder systems used to support the process. 
GFOA believes this is an important part of business process analysis that can help 
identify sources of redundancy and wasted effort. 

• Invest in training for select staff on PeopleSoft standard reports. GFOA believes that 
with an enhanced ability to get information from PeopleSoft, users would have a much 
more pleasant experience with the system. NOTE: This recommendation is not intended 
to solve the limitations in the PeopleSoft configuration. 

• Assess the People Soft system and related shadow systems. The goal of the 
assessment should be finding an approach for incorporating as many shadow systems 
as possible into the current PeopleSoft configuration. 

• Assign a team of cross-departmental users to begin reviewing data quality and 
identifying potential system improvements. 

• Identify and prioritize PeopleSoft training needs. This includes listing all AC Transit staff 
members who should have in-depth knowledge of PeopleSoft and identifying a limited 
number of individuals for detailed training. Those individuals would then educate other 
key users. 

Medium I Long Range 
• Revisit the PeopleSoft implementation and make a second attempt at implementing core 

PeopleSoft functionality. The final scope of the implementation would be determined by 
the assessment identified above, but GFOA would expect it to include the following 
PeopleSoft modules: 

o PeopleSoft Financials Suite 
o PeopleSoft Expense Management Suite 
o PeopleSoft Project Management Suite 
o PeopleSoft Capital Asset Management Suite 
o PeopleSoft Purchasing 
o PeopleSoft Human Resources 
o PeopleSoft Payroll 
o PeopleSoft Time and Labor 

Without a solid enterprise system to handle key administrative functions such as 
accounting, project accounting, procurement, and payroll, AC Transit will face significant 
process limitations. The system will act as a permanent constraint against improvement. 

• Invest in and mandate PeopleSoft training for key users during the implementation. 
During GFOA's assessment, many staff members commented on their desire to attend 
training. AC Transit should facilitate and mandate PeopleSoft training and develop 
system manuals. 
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• Evaluate options and implement a budget development system that can make full use of 
PeopleSoft data for projections and forecasting revenues and expenses. Also, give AC 
Transit staff the ability to budget and consider all necessary information to make 
effective budget decisions. Examples of products on the market include: 

o Hyperion 
o Questica 
o NeuBrain 
o A3 Solutions 
o SAP Public Budget Formulation 
o AMS Advantage Performance Budgeting 

NOTE: GFOA is not providing an endorsement of the products listed above. This list is intended to provide 
examples of products that are available in the market. GFOA acknowledges the list is not comprehensive, 
and products listed were not chosen with criteria specific to what would be a good fit for AC Transit. 

When the organization is ready to procure a budget system, GFOA strongly recommends that 
AC Transit define a set of functional requirements and focus the procurement around fulfilling 
the functional requirements. Many organizations purchase budget software that is never fully 
implemented, based on the "bells and whistles" shown in a demonstration and as a result of 
overbuy. Budget systems do not need to be complex, but they should provide basic analytics 
and budget development capabilities (including tracking both financial and non-financial data). 
(See GFOA Best Practice: Using of Technology in Capital Planning and Management) 

3. Processes & Activit ies 

Analysis of Current State 
Leadership 
Throughout multiple interviews with AC Transit staff, it was clear that all staff understood the 
overall mission and focus of AC Transit -to operate a bus fleet and to serve customers. There 
also appeared to be much less of a leadership focus on internal business processes and the 
organization's support activities. GFOA believes that the most significant result from this is the 
presence of strong departmental silos. Communication across departments is lacking and 
there is a general lack of understanding of how other departments interact and contribute to a 
process. This results in duplicative work, rework, and informational bottlenecks. For example, 
GFOA has identified the following interdepartmental relationships that could be improved: 

• Grant accounting and grant administration 
• Budget department an organizational units 
• PeopleSoft support function and user departments 
• Purchasing department and capital projects department 

Without better communication, trust, and understanding of all the departments' roles, AC Transit 
will continue to suffer process inefficiencies. 

Decision Support 
Due primarily to the technology limitation identified in the section above, AC Transit lacks tools 
that provide accurate, timely, and relevant information for decision support. Generally, any 
management-level decision support must be created manually from many different systems and 
combined in Microsoft Excel or a similar tool. However, existence of a tool by itself would not 
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instantly lead to quality information for decision support. The organization also doesn't appear 
to be tracking budget information at a level that would be effective or understood by managers. 
For example, GFOA noted the following issues: 

• Budget requests do not seek or capture in-depth justification or analysis of the requested 
amount. It is therefore difficult to understand how the funding would be used to 
accomplish AC Transit goals or with defined programs. 

• Budget requests are not directly tied to strategic goals or key performance indicators. 
• Labor data are not tracked at a level of detail necessary to support project and grant 

accounting. 
• Users do not understand decision support data. For example, managers indicated that 

they did not understand budget reports (or that budget reports were inaccurate). 

Business Processes 
GFOA reviewed several business processes related to the budget process for AC Transit. 
Findings are separated by high-level process. 

• Budget Development Process 
As mentioned above, a typical public-sector budget process that is following industry 
standard best practices will contain the following major components: 

1. Set organizational goals and priorities. 
2. Action plans and strategic focus (both organizationally and at department level). 
3. Specific programs identified to fulfill the action plan. 
4. Resources allocated to programs/business units. 
5. Communication of budget decisions and an established system for budget 

accountability. 

Obviously, AC Transit passes a budget each year and is thus able to complete step 4, 
successfully allocating resources each year. GFOA also commends AC Transit on 
clearly identifying organizational goals and priorities. While it is clear that these goals 
and priorities have been well communicated and are more or less universally understood 
throughout the organization, there is a disconnect with the budget process. The AC 
Transit budget process seems to skip (or at least does not formally contain) steps 2 and 
3. These are critical in allowing the organization to "operationalize" the strategic goals 
and priorities, and develop strategies and plans backed by information, data, and proven 
techniques that support the link between AC Transit's approved budget allocations and 
the goals the organization is hoping to achieve. Without this link, it is not clear how the 
organization intends to achieve its goals through the budget. 

In addition, in practice, it appears that when the AC Transit budget is prepared, the focus 
is on maintaining the status quo - rather than planning and forecasting expenditures 
based on completion of strategic goals. Managers prepare the budget by adjusting up or 
down in comparison to the previous year at a very detailed line item level. This does not 
permit discussions or debate (or decision making) on a larger programmatic or strategic 
level. 

• Budget Administration I Monitoring Process 
Budget administration relates to how an organization spends its budget throughout the 
year and how that spending is tracked. Budget administration also relates to how the 
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organization is tracking outcomes and results from the planned budget expenditures. An 
effective budget administration function will clearly identify and communicate what has 
been spent in relation to the plan and what has been accomplished in relation to the 
plan. 

AC Transit reported a number of challenges in overall budget execution and 
administration. For example: 

o The inability to record time (salary and benefits) directly to projects compromises 
timely project and grant reporting and adds significant manual work. 

o Errors or lack of proper set up for projects and grants result in issues with 
reporting accuracy and create additional work to reconcile issues and maintain 
proper control for processing required reports and reimbursement requests. 

o The lack of understanding of the purchasing process (and potentially process 
limitations within the purchasing process, although this was not a focus of 
GFOA's analysis) among departments creates the perception that it is extremely 
difficult to purchase/spend against the approved budget. 

o Key performance indicators are not tracked along with the budget; therefore, no 
reporting is done on outcomes. 

o Staff commented that there is little accountability for executing the budget. The 
organization's budget administration function does not follow through to ensure 
that the budget was spent as planned. 

o Overall, there is a reliance on third-party systems to track spending against the 
budget. The organization's PeopleSoft system has this capability and it is not 
being used to its full extent, causing fragmented data and the need for significant 
redundant manual effort. 

• Financial Reporting Processes 
GFOA understands the complexity involved with end-of-period and end-of-year financial 
reporting processes, and it is clear that several system limitations contribute to further 
increased levels of complexity. However, all staff interviewed seemed to have a 
thorough understanding of the process and their role in the process. End-of-year 
processes were identified and documented, and with the exception of workarounds 
based on system limitations (for ex~mple, information stored in external systems that 
needs to be reconciled), the process works as designed. 

In general, AC Transit creates the need for significant reconciliation when preparing 
reports because data were not captured correctly at the point of data entry. This leads 
to a significant manual work effort for grant reporting, asset tracking, and project costing. 

Value-Added Activities 
As reported above, GFOA found, and AC Transit staff reported, that a significant amount of time 
was spent manually entering, compiling, aggregating, and cleaning up data for analysis. This is 
very common in organizations that lack a modern ERP system. However, with the investment 
that AC Transit has made in PeopleSoft, this should not be the case for this organization. Staff 
expressed a strong desire to spend more time making valuable improvements to the way data 
are captured and shared, but does not feel that current processes or systems allow such 
opportunities. 
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Reporting 
The organization has fairly substantial reporting requirements. In addition to "standard" 
managerial reports, AC Transit has to comply with public-sector financial reporting requirements 
as well as the numerous reporting requirements of the grantor agencies from which AC Transit 
receives funding. Not all reporting is automated in organizations that fully utilize their financial 
systems, as many grantor organizations require a specialized format for reporting. However, in 
these cases, all of the pertinent data comes from the financial system. Reporting (of all kinds) 
from AC Transit is a very manual process, which means that: 

• Little reporting comes directly from the PeopleSoft system without first being manually 
aggregated, modified, or scrubbed. 

• End users must rely on manual reporting from other departments. There is a missed 
opportunity to use the system as designed and allow users to retrieve and analyze 
meaningful data on their own. 

• PeopleSoft reporting is not used (even when it is available). This creates an 
unnecessary shadow system that must be reconciled and maintained. Interviews with 
individuals who have greater levels of familiarity with PeopleSoft indicated that in certain 
cases (for example, budget to actual reporting), reports existed that would serve the 
needs of AC Transit, but these reports were not used. Not using available PeopleSoft 
features creates additional (unnecessary) work and continues to fragment data, creating 
additional doubt in the system. 

(See GFOA Best Practice: Improving the Timeliness of Financial Reports) 

Control 
Any findings of process controls require differentiation between intra-departmental processes 
and inter-departmental processes. 

• Intra-Departmental Process 
Among the departments interviewed in relation to this report, all appeared to have well 
understood roles and responsibilities and worked well together to complete necessary 
tasks. Department leadership was well informed and supportive of activities going on in 
the department, and department staff felt that department leadership provided the 
necessary support within the department. Within the department, staff does the best they 
can to work with any situation they are given from another department. GFOA also 
found that within the department, processes were controlled and consistent. As noted 
earlier, AC Transit's business process focus on the department creates issues not within 
a department, but when processes cross over to different departments. 

• Inter-Departmental Process 
Partly as a result of the lack of documentation and overall understanding of organization
wide business processes (e.g., budget process, fixed asset reporting process, 
procurement process, and grant or project accounting process), processes were found 
to not be "in control." GFOA heard of many instances of process variation resulting from 
misunderstanding of process rules or lack of enforcement of process rules. 
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Recommendations 
GFOA has developed the following recommendations to help resolve the issues identified 
above. All recommendations will be discussed during a follow-up presentation and action plan 
discussion. 

Short Range 

• Create an explicit link between budget expenditures and organizational goals through a 
strategy or program that AC Transit is using to accomplish the goal. GFOA believes that 
department managers should be able to provide information on departmental 
expenditures to specify the purpose of the expenditure and the planned output/outcome 
of that budget expense. (See GFOA Best Practice: Budgeting for Outcomes) 

• Identify performance measures to track progress toward planned outputs/outcomes for 
each strategy or program identified. These performance measures should then be 
tracked throughout the year and communicated regularly to appropriate stakeholders. 
(See GFOA Best Practice: Performance Management: using Performance 
Measurement for Decision Making) 

• Create a grants management policy that defines expectations for the entire organization 
for how grants will be managed and what is required for grant reporting. This would 
enable the organization to properly set up appropriate systems to capture grant 
information at the beginning of the process rather than at the end. (See GFOA Best 
Practice: Establishing and Effective Grants Policy) 

• Schedule cross-departmental process improvement sessions in which full business 
processes are discussed and current process stakeholders are given the opportunity to 
identify current challenges. GFOA recommends that AC Transit map existing business 
processes with participants from the full process. This should provide a greater level of 
understanding within the prqcess and help identify improvement opportunities, with 
various departments better able to provide the necessary information at subsequent 
steps in the process - leading to less redundant data entry and process re-work. 

• Create and maintain an issues list that will be managed by the executive team for any 
cross-departmental process issues. 

Long Term 

• Work to transition the budget from an incremental "line item budget" to a programmatic 
budget that identifies outcomes and planned services for each expense. The budget 
would then be communicated by program so audiences could easily link planned 
outcome with planned expense, thus making budget accountability much easier and the 
overall process much more transparent. (See GFOA Best Practice: Budgeting for 
Results and Outcomes) 

• Implement a new budgeting system with features to analyze programs, track costs (by 
program as well as departmental line item), and report performance. 

• Consider adopting an ongoing quality management or continuous improvement structure 
that will focus on process quality and process improvement. Many examples of such 
programs exist. GFOA has been involved in researching best practices for public-sector 
application of Lean techniques. Lean is a potentially powerful way to increase the speed 
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with which work is completed, increase the quality, focus on the "customer" perspective, 
and ultimately decrease the cost. GFOA believes that a continual focus on such 
process improvement will provide the sustained effort that most organizations (including 
AC Transit) require to become more efficient and effective, through a series of 
incremental improvement projects. 

4. Outcomes & Results 

Analysis of Current State 
Stakeholder Expectations 
While it is clear AC Transit has been taking strides to become a performance-based 
organization, strategic budgeting is not yet a fully developed and implemented concept. While 
strategic goals and associated key performance indicators are being developed, there is no 
clear link between these goals and the related budget allocations or decisions. In addition, it 
appears that there are unmet or unclear expectations of stakeholder groups at numerous levels 
of the organization. In interviews with staff, there was little focus on meeting customer 
expectations. All business processes have a "customer" (external citizen customer or internal 
customer that serves as the next step in the process). Without understanding the expectations 
of that customer, it is difficult to review whether the process meets those expectations. 

For the budget process, GFOA understands that AC Transit has completed initiatives to 
determine public preferences; however, it is not clear how this information is related to the AC 
Transit goals. Therefore, it is not clear how planned budget expenses relate to (or are not) 
successful in meeting those expectations. 

Desired Outcomes 
AC Transit has not been collecting performance data on budget performance, so an evaluation 
of budget process results was not possible. This section provides analysis on desired outcomes 
from a process management perspective rather than identifying results from budget decisions. 

Budget Development & Administration 
AC Transit 's budget process does not provide the same level of desired outcomes identified in 
GFOA's best practice statements. The AC Transit budget development process is almost 
entirely focused on preparing a financial plan for the organization and forecasting revenues and 
expenses to maintain a "status quo." It does not appear that the process includes preparation of 
an operations plan. Obviously, this is being done, but the lack of a link to the budget process 
contributes to limitations with reporting on execution of the budget and accountability for the 
operations plan. 

Financial Reporting 
While the processes were inefficient and the tools used in the process were not providing as 
much support as would be expected, GFOA did not find that AC Transit was failing to meet 
financial reporting outcomes related to required external reporting. The process makes it much 
more difficult to accomplish the outcomes, but the desired outcomes are still being 
accomplished. AC Transit continues to receive GFOA's Certificate of Achievement for 
Excellence in Financial Reporting and appears to have met all grantor reporting requirements. 

However, desired outcomes for internal reporting seem to be unmet. Managers indicated they 
did not receive sufficient budgeUactual reporting that was timely (or accurate) to properly 
evaluate and provide decision support during the year. In addition, outside of the organization's 
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official financial statements, it does not appear that much is being done to report financial 
information for a larger stakeholder audience. GFOA was unable to find key financial 
documents on the organization's website. (See GFOA Best Practice on Preparing Popular 
Reports and Website Presentation of Official Financial Documents) 

Transparency 

AC Transit's budget document presents information at a level that makes it difficult for 
stakeholders to understand the organization's budget plans. While the budget document has 
high-quality information on the organization and meets GFOA's standards for the Distinguished 
Budget Presentation Award, it does not have programmatic information that links planned 
activities to planned expenditures. All budget expenditures are presented either by position or 
by chart of account segment. This structure is well suited for an "accounting audience" with the 
goal of tracking spending within those categories, but is not well suited for a policy-level or 
public perspective that is trying to identify what is planned for or what the expectation of service 
can be for that level of expenditure. Reporting that X dollars will be spent on position Y does 
not provide any information on what position Y will be doing to accomplish the organization's 
goals. 

For example, GFOA identified Sound Transit's budget document as providing this level of 
information. The budget document is available on the Sound Transit website 
(http://www.soundtransit.org/). GFOA did find evidence of this type of analysis in the AC Transit 
short-range transit plan developed in 2010, but it was not integrated with the budget document. 

In addition, based on interviews with AC Transit staff, it appears that the budget process 
identified in the budget document is slightly different that the process that occurs. 

Accountability 
After the budget is adopted, it does not appear that AC Transit has a formal process for 
following up on planned budget outcomes or any "real" accountability for the budget. For 
example, little justification is required during the budget preparation process, which makes it 
difficult for any performance reviews relative to the budget. Similarly, performance metrics are 
not tied directly to the budget or collected and presented against the budget. 

Many organizations plan specific meetings or have a specific agenda for periodically reporting 
budget performance (not only budget spending) to an executive team that is able to plan for and 
take corrective action, if necessary. GFOA did not evaluate whether informal "accountability" 
was taking place and if AC Transit leadership were incorporating these meetings as part of 
regular ongoing management activities, but there was no documentation that communicated this 
level of accountability outside the organization. For example, GFOA was provided a set of 
"critical business outcomes" that appear to have been developed as performance indicators for 
each department or function . GFOA was unable to find any performance information on these 
indicators or determine how planned budget expenditures are linked to achieving these critical 
business outcomes. 

Recommendations 
The GFOA recommendations provided in earlier sections of this report are made with the intent 
that each will lead to improved outcomes. Recommendations listed here are in addition to those 
already stated. 

Page 19 of 22 



218

Ge Government Finance O fficers Association 

• Focus on and implement a plan for improved budget communications. GFOA 
understands that AC Transit has a public relations/communications department. AC 
Transit's budget function could benefit from an improved communication strategy to 
improve transparency with external stakeholders. This would also allow for greater 
accountability. 

• Consider expanding the role/scope of public participation in the budget process. As part 
of the budget process, AC Transit could facilitate focus group meetings and surveys with 
stakeholders, or have select external stakeholders participate in the budget process to 
ensure that the planned expenditures are consistent with stakeholder expectations. (See 
GFOA Best Practice: Public Participation in Planning, Budgeting, and 
Performance Management) 
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I Section 4: Action Plan 

To be completed in next phase of the project. 
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I Section 5: Appendix 

This Appendix includes the GFOA best practices referenced in this report and related to budget 
and fiscal policy that may support AC Transit in adopting and implementing more effective 
budget processes. 

1. Relevant GFOA Best Practices 

• Adoption of Financial Policies 

• Appropriate Level of Unrestricted Fund Balance in the General Fund 

• Appropriate Levels of Working Capital in Enterprise Funds 

• Budgeting for Results and Outcomes 

• Establishing Appropriate Capitalization Thresholds for Tangible Capital Assets 

• Establishing an Effective Grants Policy 

• Improving the Timeliness of Financial Reports 

• Performance Management: Using Performance Measurement for Decision Making 

• Preparing Popular Reports 

• Public Participation in Planning, Budgeting, and Performance Management 

• Replenishing Fund Balance in the General Fund 

• Use of Technology in Capital Planning and Management 

• Web Site Presentation of Official Financial Documents 
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