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Working capital funds are used 1o
finance and account for support services
provided by one State agency to other agen-
cies and institutions. Five working capital
funds are currently in use in State govern-
ment. Computer Services, Systems Develop-
ment, Telecommunications, Central Ware-
house, and Graphic Communications.

The Joint Legislative Audit and Review
Commission has certain oversight responsibil-
ities for working capital funds (Code of
Virginia, §2.1-196.1). The Commission has
the authority to authorize new working
capital funds and to discontinue those no
longer needed. It can also authorize the
transfer of excessive retained earnings to the
general fund. The Commission reviews the

activities of the working capital funds on a
periodic basis.

Introduction (pp. 1-9)

The review of working capital funds
included evaluations of each of the five
funds now in use in Virginia. In addition to
the unique issues of the individual funds,
several areas of common concern have been
addressed. These include the financial condi-
tion of the funds, the appropriateness of an
agency's designation as a working capital
fund agency, the staffing in each agency,
and the satisfaction of customers with the
services provided.

Financial Condition. Because working
capital funds operate in a nonprofit, govern-
mental setting, they must take care not to
incur large surpluses or deficits. Rather,
revenues should just cover the «cost of
providing services.

At the close of FY 1981, the level of
excessive retained earnings in two agencies
appeared unnecessarily high., The Systems
Development fund balance was $151,518,
and the Central Warehouse fund balance
was $351,349.

Recommendation (1). The Commission
should review fund balances for June 390,
1982 and transfer any excess amounis to
the general fund. A recommendation on
the amount that can be so transferred for
each fund will be forthcoming at the close
of this figcal year.

Appropriateness of Virginia’'s Working
Capital Funds. Working capital funds should
be used when a central agency is supplving
support services to other agencies and it is
possible to identify the level of support
services provided in  measurable units.
Current funds appear appropriate with the
exception of several functions at the Depart-
ment of Telecommunications. Two other
service agencies meet the criteria established
for working capital funds. the Central
Garage and correctional industries.



Recommendation {(2). The Ceniral
Garage and correctional indusiries might
be redesignated as working capital funds.

Staffing. The staffing of working capital
fund agencies has grown steadily in recent
years. This growth has resulted from contin-
ued demand from agencies for more services
and an increase in the number of agencies
served. Given the rapid increase in staffing
and the General Assembly’s desire t¢ moni-
wr growth in State government, JLARC will
schedule regular staffing reviews in conjunc-
tion with biennial budget requests.

Fund Redesignation. The National Coun-
cil of Governmental Accounting recominends
the use of the term "internal service” fund
rather than “working capital” fund. Chang-
ing the current designation would bring
Virginia in line with mnationally accepted
terminology.

Recommendation (3). The C(Code of
Virginia might be amended io replace the
term “working capital” fund with “internal
service” fund. The compiroller should be
requested to determine the impact of such
a change on the operation of all funds.

Department of Computer Services
{pp. 11-258)

Staffing and Productivity. In FY 1981
four iob classifications had turnover rates in
excess of 25 percent. (Computer operator
turnover has  been about 36 percent.
Vacancy rates are alse high. DCS empiloyees
appear to receive somewhat lower salaries
than those in the private sector, they do not
receive a shift differential, and they have a
lesser chance for advancement within DCS.

Recommendation (4). A standing list of
available candidates should be developed
to expedite recruitment for high turnover
positions.

Pricing and Billing. Under current DCS
procedures, revenues generated by the billing
formula in excess of the actual cost are
returned to customer agencies in the form
of rebates. The current level of rebates indi-
cates that DXCS rates are higher than neces-
sary to recover costs. In FY 1981, rebates
amounted to $3.9 million, or about 23.5

I

percent of gross revenues. Because some
custorner agencies use federal funds, federal
approval of a change in rates is required.

Recommendation (5). The Secretary of
Administration and Finance should {ake
the necessary action to facilitate prompt
federal approval of the DCS cost alloca-
ticn plan. The plan should be imple-
mented as soon after approval as possible.

Adequacy of the Billing Formula. The
billing formula currently in use appears to
adeguately recover costs. However, there is
no direct charge for tape storage, for which
much wvaluable space has been allocated in
the computer centers.

Recommendation (6). In order to
ensure that agencies direcily reimburse
DCS for the costs of services, plans for
implementing a tape storage charge should
be accelerated. The charge should be
made as soon as possible after federal
approval,

Accuracy and Timeliness of Billings.
While DCS billings are accurate and timely,
there is still some confusion among some
agencies as to the meaning of hilling infor-
mation, Sixteen percent of agencies surveyed
had difficulty in understanding the charges
and how they were calculated.

Recommendation (7). DCS may wish to
reconsider the way in which it reporis
biliing information to customer agencies.
An improved format and the use of
management-oriented information, such as
the cost per fransaction or specific item
produced, could prove useful to customers.
DCS should intensify education of agency
management personnel in the billing
system.

Lack of Setate ADP Plan. At a time
when data processing is becoming an
increasingly important resource, the State is
without a current, comprehensive plan
which would help to manage that resource.
The six year ADP plan prepared by DCS
sets forth the goals and objectives for DCS
only, and was never intended to be a master
plan for managing ADP resources.



Recommendation (8). Under the direc
tion of the Secreilary of Adminisiration
and Finance, DCS and the Department of
Management Analysis and Systems Devel-
opment (MASD) should prepare an ADP
. program pian for S5iate government. The
new plan should go beyond the scope of
previcus systems development and six
year plans prepared by MASD and DCS,
and should include a policy for on-line
gystems, an analysis of systems needs, an
analysis ¢f resources reguired, and a
protocol for managemenit of automated
information.

Proposed Consolidation of DCS Facilities.
Consolidating DCS computer centers in a
single facility could solve many of the prob-
lems now experienced by the centers. It
would be feasible 1o provide for an uninter
ruptable power supply, proper fire protection
systems, and backup computer capability for
on-line systems.

DCS has submitted plans for the consoli-
dated center to the director of the Division
of Engineering and Buildings, and the Secre-
tary of Administration and Finance has
approved the consolidation project, However,
DCS has not adequately explored and docu-
mented the options for implementing the
consolidation.

Recommendation (8). While consolida-
tion of DCS operations appears appropri-
ate, DCS and DEB should carefuily review
all options for acquiring a computer Izciii-
ty, including construction and leasing. The
results of such review should be provided
to the administration and the General
Assembly prior to a capital funding deci
sion., In addition, the comprehensive ADP
program plan should be available at the
same time,

Systems Development Division
{pp. 27-48)

Staffing and Workload. SDD's staff has
more than doubled in the past three vears.
Workload has generally been driven by the
demand for systems development services by
State agencies and has increased substantially
in  recent vears. The measures SDD
currently uses for estimating future revenues
and converting workload to staffing needs

have not been accurate. This inaccuracy in
turn can cause racs 1o be improperly set.

Recommendation (103, In order {o
improve estimates of siaffing needs and
rates, SDD should revise s method of
estimating future revenues. Ii estimafes
are o be based on budget reguests from
agencies, SDD should deiermine the exteni
to which those budgefs have reflecisd
actual expenditures in the past, and should
revige its estimaile accordingly.

Project Planning and User Satisfaction. in
59 percent of development projects active in
FY 1981, proiect costs exceeded the original
estimate given to the customer agencies by
more than 10 percent. Agencies surveyed by
JLARC staff expressed a general dissatisfac
tion with SDD¥Ys management of projects. As
a resuli, 32 percen: of the agencies reported
they discontinued some services from 50D

Becommendation {11}, SDD neads 1o
develop improved estimates of project cost
and time. A Tirst step might be to reguire
agencies to betier define the nseds {o be
met by a proposed sysiem. SDD should
provide agencies with guidelines {o be
used in  defining requiremenis of lhe
system. SDD should also be reguired fo
stay within both time and cost estimates
for the proiects it develops and o doCu-
ment any changes in requiremenis that
occur after agreemenis have Deen
reached. If a private vendor is rejected,
SDI» shouid be prepared ¢ provide equsl
services st an egual cost I SDD s
unablie fo accomplish this obiective, {he
Secretary of Adminigiration and Finance
may wish to reconsider the reguirement
that SDD be given the right of s
refusa] for all systems deveiopment work,

Recommendsation (12}, In order i¢
improve its communications with cusiomer
agencies, 8DD should explore the possibil-
ity of esiablishing a systems development
users’ council

Billings. More than 85 percent of the
agencies surveved by JLARC staff felt that
billings were accurate.  Several agencies
reported problems with S8DD billings, howey-

T
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er. Agencies having problems with 3DD bill-
ings tended to be the large users with many
on-going SDD  actvities. One agency, for
example, identified 180 hours of time erro-
neously charged by SDD.

Recommendation (13). SDD  should
review iis procedures for documenting
time expended on proiecis. Discrepancies
in billings should be explained f{o agencies
and corrected.

Department of Telecommunications
{pp. 41-83;

Funding of DOT. Two of the three divi-
sions in DOT do not meet the criteria for
working capital funds and should not be
funded through the Telecommunications
Working Capitat Fund. The services
provided by these divisions arc not provided
in measurable units and are currently subsi-
dized from charges on telephone services.

Recommendation (14). The legislature
may wish to consider funding the
Research and Planning and the Public
Telecommunications divisions with general
fund appropriations.

Staffing. The ncar total consolidation of
the State telephone systern along with policy
changes requiring agencies- o contact DOT
tor all changes in service has  increased
DOT's responsibilitics. Providing services to
all State agencies, however, appears 1o be
bevond the existing capacity of the commu-
nications engineering section. According to
DO, the swaff works overtime and often at
odd hours (o insure minimal disruption of
agency  office time when supervising an
insgallation.

The need for CENTREX operators has
declined without 2 corresponding reduction
in staff. The CENTREX operators are often
used for duties beyond the normal range of
reasonable responsibility.

Recommendation {(15). The Telephone
Engineering staff of the Communications
Engineering, Planning and Analysis section
should keep better lime sheeis fo indicate
what types of services are being provided,
lengih of backlogs, and hours of overtime.

This information should be used io deter-
mine the need for additional staif to meet
increasing workloads.

Recommendation (18). DOT should
close CENTREX operations in Williams-
burg, Lynchburg, and Staunton and reduce
its operator positions accordingly. The
need for adgditional staff in other divisions
could be met by reclassifying some of
these positions.

Reduction of Rates. A SCATS surcharge
of 12 percent was established for FY 1982,
based on FY 1981 rates and usage. This rate
has resulted in much larger surpluses than
DOT had expscted. The current surplus on
operations s a result of increased telephone
use by agencies and a rate increase by C&F
Telephone. Alsc, DOT charges a flat rate
for CENTREX, but has not received appro-
val for the charge from the commission.

Recommendation (17). The Commission
should approve the flat charge to
CENTREX users to recover the salaries of
switchboard operators, and should set the
maximum SCATS surcharge at 10 perceni.

Billing Problems. POT does not provide
agencies with an itemized bill of all calls
and surcharges. Agencies cannot, therefore,
exercise management control over telephone
use and budget for telephone expenses.

Recommendation (18). DOT should
work closely with telephone coordinators
to devise aliernative methods of coniroll-
ing SCATS gbuse.

Procurement of Phone Systerns. Although
the DOT has updated and distributed its
policies and procedures regarding the use of
competitive procurement, some agencies are
unaware of the policy and contact vendors
directly.

Recommendaiion (19). DOT needs io
better communicate changes in telephone
procurement policy to State agencies. It
may &lso need to supplement its staff with
techaically gqualified personnel and
develop guidelines for preparing specifica.
tions which are fully competitive,



Short- and Long-Term FPlanning. Signifi-
cant advances have been made in relephone
communications in recent vears that
improve efficiency, guality, and wversatility of
services. The integration of computers with
telephones has opened an almost unlimited
variety of uses for the phone beyond tradi-
tional voice communications.

Recornmendation (263, DOT should
develop short- and longterm plans which
identify demands for telephone services
and solutions for meeiing ihose demands.
The plans should address the advisabilily
of continuing to rely on vendor-provided
services. OQOther items that should be
considered inciude equipment invenfory
conirols, maintenance, and financing of
anticipated equipment purchase.

Central Warehouse (pp. 53-83)

Inventory Accuracy. Although error rates
in the quarterly inventories appear high,
they have nonetheless resulted in acceptably
low adjustments to the value of the invento-
ry. The warchouse staff makes an extensive
effort to understand large errors, bur it
currently has no guidelines for determining
what value of errors justifies such efforts.

Recommendation (21). The Ceniral
Warehouse should esisblish guidelines for
following up errors identitied during rout-
ine inventories. Guidelines should require
that shortages in  excess of $150 be
theroughly investigaled by wareho%se staff,

Automated Inventory System. While the
automated inventory system should improve
warchouse efficiency, current plans for
implementing the system do not  allow
adequate transition time to the new system.
Plans call for the automated system o be
operated in parallel with the manual system
only between May and August 1982, Suaff
of the Anditor of Public Accounts suggests
that both systems should be operated in
parallel untl  warehouse management s
confident in the accuracy of the new
system.

REecommendation (22, The Ceniral
Warehouse should plan on operating the
automated inveniory and manual Kardex

file in paraiiel uniil the accuracy of the
automated system is established. Accuracy
of the sysiem should be gauged by consis
tent achievement of specific performance
criterin, such a8 an acceptable level of
discrepancies between the two systems, for
three consecutive months.

Systern Funding. The development of the
autpmated inventory system for the ware-
house—a working capital fund agencvehas
been inappropriately funded from  the
general fund. Total cost to develop the
systern is estimated at 8221000, An initlal
repayviment of 3105084 w the general fund
has been made.

Recommendation (23). The repavment
scheduie suggested by the Division of
Purchases and Supply io cover develop-
ment of the auifomated inventory system
should be followed, According to the sche-
dule, the division iz foc repay $105,084.24
to the general fund for expenses incurred
by MASD through February 1882, and io
repay up to $10.0600 per month to ihe
general fund uniil all the development
costs are covered.

Staffing. Several changes in the workload
of warehouse staff appear imminent,  vet
there is currentdy no staffing plan which
ties such workicad shifts o staff size.

Recommendation {24). A staffing pian
should he developed for the Cenirgl Ware-
house. The pian should be based on an
assessmient of tasks that will be performsd
under the automaited inventory sysiem,
and should specify how changes in sales
volume will affect staffing.

Deliveries.  The chief complaint  of
cusimer agencies  concerning  warchouse
gperations  was  ihe delaved  delivery  of
orders. These delavs are usuzlly a result of
the warchouse practice of making deliveries
only when a 40-foor railer s full and ready
for shipment. HMHowever, the necds  of
customers must be balanced with the need
ty recover delivery gost, which is 31,10 pey
mile from Richmond



Recommendation {25, The Ceniral
Warehouse should consider the several
options for improving deliveries tc smaller
customers. One option is to add a surc-
harge for delivering smaller loads, so that
small customers willing to pay extra for
quicker or more definile deliveries could
be accommeodated. Warehouse staff could
continue fo encourage small cusiomers in
neighboring areas {o consolidate (their
orders to facilitate delivery.

Unfilled Orders. Fifty-nine percent of
customer agencies reported minor problems
wirth orders that are incompletely filled. The
usual warchouse procedure is to back-order
these items, but this appears to be done
inconsistently.

Recommendation {26). Warehouse staff
should consistently back-order items for
all customers.

Catalog. The warehouse catalog does not
reflect current prices and items available
because it is issued only onece 2 vear.

Recommendation (27). The Ceniral
Warehouse catalog should be issued in
ioose-leaf form with periedic price and
item updates. Additieonal infermation
should be included {o assisi customers in
making efficient use of the warehouse.

Quality of Coods. Ninety-three percent
of the customer agencies who purchase food-
stuffs from the warchouse were satisfied
with the items provided. The warehouse
staft works ciosely with food service direc-
tors  at State agencies and  institutions  to
ensure  adequate quality of foodstuffs. A
simiiar method is not used for non-food
items, although it appears to be needed.
Several custorner agencies mentioned specific
products which were not of adequate quality
and indicated a willingness o pay a higher
price for better guality items.

Recommendation (28). The Division of
Purchases and Supply should congider a
feedback mechanism i{o monitor the quai-
ity and other aspects of non-foed items. A

guestionnaire sent {o customers on a regu-
iar basis may be preferable {o a special
comimittee on such non-food items,

Otfice ef Graphic Communicatiens
(pp. 67-71)
Financial Viability. OGC has been in

pperation for only 16 months, an insuffi-
cient period for determinig its financial
viability. Although the fund was showing a
small loss by PFebruary 1982, additional work
expected in the balance of the vyear could
generate 3 year-end surplus. It would appear
reasonable to provide additional ume for the
office to demonstrate its financial viability.

Recommendation (29). The graphics
fund and OGC should be given additional
time to demonstrate financial viability. If
OGC has not shown that it can regularly
recover its cosis by that time, it should be
discontinued.

Need for Better Ultilization of OGC.
Some State agencies are not currently utiliz-
ing OGC, although GGC prices are competi-
tive with or lower than those of the private
sector according to 73 percent of the respon-
dents to JLARC's user survey. None of four
agencies with vacant graphic artist positions
was using OGC. Two of the agencies
reported they were unaware of OGC's opera-
tion. Several actions can lead to additional
sales volume for OGC and significant
savings for agencies.

Recommendation (30). The Secretary
of Administration and Finance should
direct State agencies to consider using
OGC before filling graphics vacancies or
using private vendors for graphics servic-
es.

Recommendation (31). The OGC direc-
tor should contact State agencies with
vacant graphics artist positions to inform
the agencies of services available from
OGC.

Recommendation (32). Printing requisi-
tions handled by the Division of Purchases
and Supply should be sysiematically
screened for graphics work and referred
to OGC for bids.



PREFACE

The Joint Legislative Audit and Review Commission has a
continuing responsibility for review of Virginia's working capital
funds under authority of Section 2.1-196.1, Code of Virginia. OQur last
comprehensive study of working capital funds was made in 1976. Follow-
ing that report a number of changes were made, including a reducticn in
the number of activities funded by working capital advances. This
report reviews selected areas of management of the five funds thai now
exist.

Qverall, the management of working capital agencies has
improved significantly. The funds are in sound financial condition,
they generally provide high quality services, and customer agencies
have expressed a great deal of satisfaction with services.

Several important changes need to be made, however, to en-
hance the services provided by the working capital fund agencies:

A revised vrate structure for the Department of Computer
Services will simpiify the billings of user agencies and will
eliminate the rebate process now in place.

oImproved project cost estimates made by the Systems Develop-
ment Division will provide agencies with better information
for planning and budgeting new and revised automated informa-
tion systems.

eThe reduction of the SCATS surcharge and the closing of
operator stations in three locations will help the Department
of Telecommunications hold down the costs of telephone ser-
vices for State agencies.

A new automated inventory system for the Central Warehouse
will improve its operations.

sGreater use of the services previded by the Office of Graphic
Communications by State agencies will help improve the finan-
cial viability of the graphics fund.

On behalf of the Commission staff, I wish to acknowledge the
cooperation and assistance provided by each of the working capital fund
managers and agency empioyees during the course of this review.

oy 8ttt

Ray D. Pethteid
Divector

June 30, 1982
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I. INTRODUCTION

Working capital funds are used to finance and account for
support services provided by one State agency to other agencies and
institutions. When properly administered, these funds can take advan-
tage of economies of scale and encourage provision of goods and ser-
vices in an efficient and businesslike manner. Five working capital
funds are currently in use in State government:

*The Computer Services Fund finances the operation
of five State-owned computer facilities adminis-
tered by the Department of Computer Services. A
full range of data processing services is provided

to more than 50 State agencies. Billings to
agencies for ADP services amounted to $14.4 million
in FY 1981.

eThe Systems Development Fund finances the Systems
Development Division of the Department of Manage-
ment Analysis and Systems Development. The divi-
sion provides ADP systems design and maintenance
services to about 35 agencies. Agency billings for
ADP development services totailed $2.4 millicn in
FY 1981.

eThe Telecommunications Fund finances the operations
of the Department of Telecommunications. The
department provides telephone service to ail State
agencies and coordinates other public tetecommuni-
cations activities in Virginia. In FY 1981, the
total value of services provided was $20.1 miilion.

oThe Central Warehouse Fund finances the warehouse
facilities of the Division of Purchases and Supply.
The warehouse provides processed and frozen foods,
maintenance supplies, and cleaning materials to
more than 400 agencies and local jurisdictions. 1In
FY 1981, sales totalled $20.6 million,

®The Graphics Fund finances the graphics and layoutl
section of the Division of Purchases and Supply.
This unit provides graphics design, publications
tayout, and related services to some 35 agencies.
The total value of services provided in FY 1981 was
$41,485.



A working capital fund may be started with capital provided
by direct appropriation from other funds such as the general fund, or
with long term advances to be repaid over a fixed period from earnings
of the fund. The working capital advances to the five funds total
$5,580,000.

The daily operations of the working capital fund agencies are
much Tike those of a private business. The central warehouse is illus-
trative of the process:

The central warehouse purchases various com-
modities in bulk from private vendors. Customer
agencies then order the specific goods that they
need. As requests from customers are recelved, the
central warehouse delivers the commodities -- at a
reduced cost because of the bulk purchasing. It
then bills the customer agencies for the cost of
the goods and uses the Income to purchase addi-
tional supplies for Its inventory. In addition, it
adds a surcharge to each bill to cover its overhead
costs.

Simitar procedures are used at each of the other four working capital
fund agencies (Figure 1. In FY 1981, the combined value of goods and
services provided by the five working capital fund agencies amounted to
more than $57 million.

STUDY APPROACH

The Joint Legistative Audit and Review Commission has certain
oversight responsibilities for working capital funds {Code of Virginia
§2.1-196.1). The Commission has the authority to authorize new working
capital funds and to discontinue those no longer needed. It can also
authorize the transfer of excessive retained earnings to the general
fund.

The Commission reviews the activities of the working capital
funds on a periodic basis, and is alsc authorized to conduct follow-up
reviews of previous reports. For this study, staff reviewed the
pregress made by the funds since the JLARC report in 1976.

Methodology

Research for this report included field visits to all of the
facilities operated by the working capital agencies. These included
CENTREX telephone operations 1in Lynchburg and Williamsburg, the five
computer centers 1in Richmond, and the Central Warehouse. JLARC staff
also conducted a telephone survey of 74 customer agencies. The survey
included questions on satisfaction with services, billings, demand for



Figure 1

HOW THE WORKING CAPITAL FUNDS WORK
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services, and future needs. In order to make comparisons with other
providers of services, JLARC staff visited corporate computer centers
and interviewed telephone vendors. JLARC staff also had numerous
interviews with working capital agency personnel.

Report Organization

The major issues facing the five working capital fund agen-
cies are discussed in detail in the following chapters. The discussion
of each fund includes an analysis of financial condition and the
results of reviews of staffing, billing procedures, and other manage-
ment and operational issues relevant to the individual funds.

The remainder of this chapter summarizes some of the major
cross-cutting issues. Chapter II discusses the Computer Services fund
and reviews the staffing and consolidation of computer centers.



Chapter III analyzes the Systems Development fund. Chapter IV reviews
the operations of the Telecommunications fund. Chapters V and VI deal
with the two funds operated by the Department of General Services:
Central Warehouse and Graphics.

COMMCON AREAS OF REVIEW

In addition to addressing issues unique to individual funds,
this report alsc examines several areas common tc all the funds. These
include the financial condition of the funds, the appropriateness of an
agency's designation as a working capital fund agency, the staffing in
each agency, and the satisfaction of customers with the services
provided.

Financial Condition

Because working capital funds operate in a nonprofit, govern-
mental setting, they must take care not to incur large surpluses or
deficits. Rather, revenues should just cover the cost of providing
services. In the event that excessive earnings are accumulated, JLARC
is authorized by 8§2.1-196.1, Code of Virginia, to direct the comptrol-
ler to transfer surpluses to the general fund. Statute also requires
working capital fund managers to establish rates adequate to recover
all costs.

For the fiscal year ended June 30, 1981, two of the five
funds had net deficits on operations (Table 1). In one case, Telecom-
munications, the loss on operations was Jlarge enough to result in a
deficit in the fund balance {Table 2).

Table 1
ANALYSIS OF WORKING CAPITAL FUNDS--FY 1981
{Unaudited)
Sales or Operating Net
Billing Cost of Surptus Surplus
Fund Revenue Service {lLoss) {Loss)

Central Warehouse $20,566,839  $20,507,112 $ 59,727 $221,501l
Telecommunications 20,105,259 720,226,295 (121,036) {121,036)
Computer Services 14,373,079 14,412,002 (37,923) (37,923)
Systems Development 2,422,586 2,404,403 18,583 18,583
Graphics 41,485 39,669 1,816 1,824

1Inc?udes $161,774 in miscellaneous revenues, including cash discounts,
federal donated food, revenue from rent, and surplus property sales,

Source: Financial statements from the working capital fund agencies.



Table 2

ANALYSIS OF CHANGES IN FUND BALANCES--FY 1981

{Unaudited)

Fund Balance MNet Surplus Fund Balance

Fund June 30, 1980 (Loss) Adjustments June 30, 1981
Central Warehouse $264,175 $221,501 ($134,327) $351,349
Telecommunications 86,570 {121,036) -~ (34,466}
Computer Services 204,428 (37,923) {15,247 151,258
Systems Development 132,935 18,583 - 151,518
Graphics 1,977 1,824 211 4,012

Source: Financial statements from the working capital fund agencies.

At the close of FY 1981, the level of retained earnings in
two agencies appeared unnecessarily high. The Systems Development fund
balance was $151,518, the Central Warehouse's $351,3495.

Appropriateness of Virginia's Working Capital Funds

The National Council of Governmental Accounting has defined
working capital funds as funds that

...account for the financing of goods or services
provided by one department or agency primarily or
solely to other departments or agencies of the
goverpmental unit, or to other governmental units,
on a cost-reimbursed basis.

Fach of Virginia's funds was evaluated on the basis of this definition.
In addition, several other service agencies were reviewed Lo determine
whether the working capital designation would be appropriate for them
also,

Current Funds. Working capital funds are the appropriate
method of financing and accounting for services provided by the Central
Warehouse, Computer Services, Graphics, and Systems Development. The
Telecommunications fund is used to finance some planning and research
functions which do not meet the criteria for working capital funds
because the services are provided on a non-reimbursable basis. As a
result, State telephone users subsidize some functions which are not
generally considered appropriate to working capital funds. The Commis-
sion may wish to reconsider whether the plarning functions of the
Department of Telecommunications should continue to be funded as work-
ing capital funds. This issue is discussed further in Chapler IV.

Other Funds. Two other service agencies meet the criteria
established for working capital funds: the Central Garage and correc-
tional industries. The Central Garage is the central agency which



provides motor vehicles for State agency use. The Lentral! Garage was
established as a division of the Department of Highways and Transperta-
tion (DHT) in 1948 to promote economy and efficiency in the use of
State automobiles. Today, DHT administers the Central Garage pursuant
to policies developed by an aulonomous statewide committee. The
Central Garage has 2,410 cars permanently assigned to individuals or to
State agencies, leaving 258 available for dispatch to State employees.
Customer agencies are Dilled for vehicle use en a per-mile basis. With
the excepticen of periodic appropriations in the past to purchase addi-
tional cars, all cests associated with the Central Garage are paid from
user fees. Revenue from agency charges and the sale of cars in FY 1981
was $8.4 million.

Correcticnal industries also provide goods and services
primariiy to State agencies and institutions. The Correcticnal Enter-
prise fund finances various industries within the Department of Correc~
tions. These inciude the manufacture of wood products, clothing,
shoes, metal products, and Ticense pliates. Other services provided
include printing, dental laboratory services, book repair, data proces-
sing and Tlaundry services. The correctional industry operations have
been acceounted for by a self-sustaining enterprise fund in which custo-
mers are charged prices for goods and services based on the cost of
inmate labor, administrative overhead, and raw materials. More than
606 inmates are employed 1in these activities, and during FY 1981 the
fund sold goods and services valued at more than $8 million. Its
current designation as an enterprise fund is incorrect, however, since
it does not provide services to the general public, as is normally the
case for enterprise funds.

An earlier JLARC report recommended that these two operations
be considered for redesignation as working capital funds. No action as
yei has been taken on that recommandation.

In addition, the General Assembily may wish to amend the Code
of Virginia, changing the name "working capital” funds to "internal
service” funds. This term is recommended by the National Council of
Governmental Accounting, and is already in use by most states and by
some Virginia agencies. The change would bring Virginia into Tine with
natiocnally accepted terminology.

Staffing

the staffing of working capital fund agencies has grown
steadily in recent years {Figure 2). This growth has resulted from an
increase in the number of agencies served and from continued agency
demand for more services. This is especially true in the area of data
processing. In the case of the Systems Development Division, efforts
to curb the use of consultants may also have contributed to the
increase in employment.



Figure 2

EMPLOYMENT GROWTH IN WORKING CAPITAL ¥FUNDS
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The rapid increases in staffing 1in working capital fund
agencies point to the need for greater oversight of authorized posi-
tions. Staff positions reguested for the next biennium, in fact, were
reduced after a JLARC staff review was made at the request of the House
Appropriations Committee. The Department of Computer Services’ staff-
ing request was reduced by 234 positions for FY 1983. Central Warehouse
requests were reduced by 6 positions.

Given the General Assembly's desire to carefully monitor
growth in State agencies, JLARC will schedule regular staffing reviews
in conjunction with biennial budget requesis.

Management of perscnnel c¢an also be improved. While the
specific problems and needs differ among the five agencies, a common
need exists for more aggressive planning and for specific methods to
improve productivity. Demand for services can be expected to continue
to increase. This demand must be met in part by increased efficiency
and productivity in the working capital agencies.

Satisfaction with Services

In a survey of customers of the five working capital fund
agencies, users appeared generaily to be satisfied with the services



provided (Table 3). This satisfaction is the result of attempts by the
working capital fund agencies to improve services and to better meet
the needs of the users.

Tabie 3

AGENCY SATISFACTION

Percent Percent Which
Marginally Discontinued
Working Percent Satisfied/ Percent A Service
Capital Agency Satisfied Dissatisfied Dissatisfied Due to Quality
Computer Services 90% 10% 0% 4%
Systems Development 53 44 3 32
Telecommunications 88 12 0 12
Central Warehouse 80 17 3 6
Graphics 100 ] 0 0

Source: JLARC survey of customer agencies.

One exception to the high level of satisfaction with working
capital fund agencies was found among users of the Systems Development
Division. The percentage of satisfied customers was 53 percent, a
figure perceptibly below that for the other working capital fund agen-
cies. An additional 44 percent of the agencies expressed some reserva-
tions about their general satisfaction. OFf the 44 percent, 27 percent
said they were 'somewhat satisfied” and 17 percent said they were
“"somewhat dissatisfied.® In addition, far more users reported that
they had discontinued one of SDD's service as a result of poor quality
work. These results are reviewed in detail in a later part of this
report.

CONCLUSION AND RECOMMENDATIONS

Since JLARC 1last reported on the management of working
capital funds in February 1876, significant improvements have been
made. For the most part, agencies are now much more satisfied with the
services provided, and the funds are 1in good financial condition.
Several general recommendations are in order for the continued success
of ¥Yirginia's working capital funds:

Recommendation (1). The Commission should vreview fund
batances for June 30, 1982 and transfer any excess amounts to the
general fund. A recommendation on the amount that can be so trans-
ferred for each fund will be forthcoming at the close of this fiscal
year,



Recommendation (2). The Central Garage and correctional
industries might be redesignated as working capital funds.

Recommendation {(3). The Code of Virginia might be amended to
replace the term "working capital” fund with "internal service" fund.
The comptroller should be requested to determine the impact of such a
change on the operation of all funds.
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II. DEPARTMENT OF COMPUTER SERVICES

The Department of Computer Services (DCS}) 1s the working
capital fund agency responsible for providing automated data processing
services to State agencies. These services inciude batch and on-line
processing, remote job entry, interactive programming, data base sup-
port, data entry, and technical consulting. ODCS also supports a broad
range of utility, statistical, and data management sofiware--the pro-
grams, procedures, and documentation necessary for the operation of
agency ADP systems.

These services are provided to approximately 50 customer
agencies through 5 computer centers located in the Richmond metropoli-
tan area:

efighth Street Computer Center is dedicated to the
Medical College of Virginia and supports medical,
administrative, and operational requirements. DLS
operates this center 24 hours a day, 7 days a week
under a facilities management contract with MOV,
The center operates an Amdahl V/5 computer and has
a staff of 20 employees.

efast Broad Street Computer Center provides ADP
services to 5 agencies 16 hours a day, 5 days a
week. The center operates an IBM 370/158 computer,
and has 19 employees. Major users of this center
include the Department of Accounts and the Depart-
ment of Highways and Transportation.

eWest Broad Street Computer Center serves approxi-
mately 35 customer agencies and operates 24 hours a
day, 7 days a week. The center operates an IBM
158-AP and an IBM 3033, and has a staff of &5
employees. Major users include the Division of
Motor Vehicles, the Virginia Supplemental Retire-
ment System and the General Assembly.

seSouth Sixth Street Computer Center serves approxi-
mately 18 customer agencies. The center operates a
Univac 1100/84 computer 24 hours a day, 5 days a
week, and has a staff of 47 employees. The majer
users of the center include the Department of
Welfare, the State Corporation Commission, and the
Board of Elections.

11



12

efast Main Street Computer Cenier sarves 5 customer
agencies and is scheduled to operate 24 hours a
day, 5 days a week. This center operates an [BM
370/158-AP computer, and has a staff of 42 employ-
ees. Major users include the [fepartment of Taxa-
tion and the Virginia Employment Commission.

In addition to the 5 centers, a central office staff of 38 provides
fiscal, personnel, administrative, and technical support.

The review of DCS included three major areas: (1) financial
condition; (2) management of personnel and equipment resources; and (3)
the abitity of DCS to meet future ADP needs.

FINANCIAL CONDITION

The Computer Services Fund, which finances all DCS activi-
ties, was established in 1978 with a working capital advance of
$1,750,000. DCS customer agencies are billed for services based on a
formula which accounts for the various ADP resources used. In FY 1981,
billings totalled $14.37 miliion, and expenditures totalled $14.41
million {Table 4). Billings and expenditures are projected to be about
$17.0 million in FY 1982.

Table 4

ANALYSIS OF FINANCIAL CONDITION

Cost Frevious New

Bitling of Surplus Fund Fund
Revenue Service (Loss) Balance Adiusiments Balance
Fy 1980 $12,132,587 %12,020,961 $111,626 % 92,802 3 -- $204 ,428
FY 1981 14,374,079 14,412,002 (37,923) 204 428 (15,2473 151,258
FY 1982% 11,263,799 11,227,343 26,456 151,258 {25,708) 162,008

*Year-to-Date, February 1982.

Source: [Department of Computer Services.

The financial position of the Computer Services Fund was good
during the past two fiscal years. On June 30, 1980 the fund reported a
$111,626 surplus on billings of $12.1 million (Table 4). This surpius
increased retained earnings to $204,428. While this balance was some-
what high {(assuming the balance should nect exceed approximately one
percent of billings), a less on operations of $37,923 in FY 1981
reduced the balance to an acceptable amount. The fund has a surplus on
operations for the first seven months of FY 1982 of $36,456. The fund



balance as of February 1982 was $162,008. 0CS makes a practice of
returning excess vevenues to customers in the form of rebates, thereby
minimizing retained earnings.

MANAGEMENT OF DCS RESOURCES

DCS has made continued improvemenis in personnel and fiscal
management. Growth in employment levels has been matched by improve-
ments in productivity. A billing system that once was the object of
considerable confusion has been revised and now better serves to
recover the costs of ADP rescurces. Additional efforts should be
focused on some remaining problems, however. Personnel turpover and
vacancies continue to reduce DCS' ability to maintain an experienced
staff, and current measures of productivity may not be fully adequate.
In addition, the rates charged by DCS are higher than necessary to
recover costs, and all costs are not directly recovered by the billing
formula.

Staffing and Productivity

The Department of Computer Services has the largest staff of
any working capital fund agency, with 232 employees as of February 1,
1982. The BCS staff includes a wide range of professicnal, technical,
and support personnel, including systems engineers, computer operators,
pregrammers, and clerks. DCS employment has increased at & sieady
pace, as has productivity. Although the current level of authorized
positions is appropriate, continuing problems with turnover and vacan-
cies occur in some classifications.

Employment Growth. The DCS staff has grown steadily over the
past four fiscal years. The level of appropriated positions rose from
235 in FY 1979 to 287 in 1582, an increase of 22 percent. The number
of positions actually filled increased at a somewhat slower pace. In
FY 1979, DCS had filled 208 positions. By the middle of FY 1382, the
total number of employees was 232, representing about a 17 pearcent
increase since 1979 (Table 5).

Most of the increase in employment has been in the area of
operations. OFf the total increase of 24 empioyees from 1979 to 1882,
20 positions were in operations with oniy 4 in administrative classifi-
cations. Two classifications made up the bulk of the increasse:
systems engineering increassed by 13 empioyees and an additionat 9
computer oeperators were hired.

DCS originally requested 287 positiocns for each year of the
1983-1984 biennium. This request was reduced to 260 positions by the
Secretary of Administration and Finance. The 1982 General Assembly
further reduced DCS' appropriated positions to 240 for sach year of the
next biennium as the result of JLARC staff recommendations. Because
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Table 5

ANALYSIS OF POSITIONS AND EMPLOYMENT

Fiscal Appropriated Percent Percent Percent

Year Positions increase Employed Increase Vacant
1979 235 - 208 - 11.5%
19806 245 4. 3% 214 2.9% 12.7
1981 272 11.0 226 5.6 16.9
1882 287 5.5 232 2.7 19.2
1983% 240 -18.4 235% 1.3 2.1
1984* 240 0 240% 2.1 g
*Projected

Source: JLARC analysis of BCS data.

DCS' total employment was not expected to exceed 240 for FY 1883, the
General Assembly adjusted the maximum emplioyment level for the agency
to reflect its actual staffing needs. This action was consistent with
the Tegisliature's goal of 1limiting employment growth in all State
agencies.

Appropriateness of Staffing Levels. The current level of
employment appears appropriate for the level of service provided by
DCS.  This assessment is supported by the increase in productivity in
recent years.

An apparent improvement 1in productivity has resulted from
technological advances and management improvements. The productivity
increase can be seen in terms of the "service units" by which DCS
measures its level of service provided. A “service unit" is the equi-
valent of one hour of central processor time provided to customer
agencies. Based on this measure, DCS workicad increased 125 percent
beween FY 1579 and FY 1981 {(Table 6). But for the same period, costs
and personnel employed increased at a much lower rate. Conseqguently,
the service units delivered per employee more than doubled between FY
1979 and FY 1981. The increase in employment during this two-year
period was only eight percent.

While the increase in productivity was due in part to the use
of improved technology, DCS management has also improved, resulting in
some increase in productivity. For example, the use of a price dis-
count for agencies which run Jjobs during non-prime time hours has
helped DCS to better schedule workload and 