MINUTE ITEM 3/11/66

4. APPROVAL OF LYBRAND, ROSS BROTHERS AND MONTGOMERY, CERTIFIED PUBLIC
ACCOUNTANTS, TO STUDY THE STATE LANDS DIVISION AUDIT FUNCTION AND RECO#n!
IMPROVED PROCEDURES AND WORK MEASUREMENTS.

After consideration of Calendar Item 4 attached, and upon motion duly made
and unanimously carried, the following resolufion was adopted:

THE BXECUTIVE OFFICER 7S AUTHORIZED 70 EXECUTE A CONTRACT WITH LYBRAND, FOSS
BROTHERS AND MONTGOMERY, CERTIFIED PUBLIC ACCOUNTANTS, ON BEHALF OF THE JTATE
LANDS QOMMISSION AS-CONTRACTOK, PROVIDING FOR AN TNDEPENDENT STUDY OF THE
AUDITING FROGRAM AND RESPONSIBILITIES OF THE STATE LANDS DIVISION AS SET FORTH
IN THAT COMPANY'S BID PROPOSAL OF FEBRUARY 21, 1966. THE MAXIMUM AMOUNT OF
THE' CONTRACT IS NOT TO EXCEED $10,500,

Attachment. .
Calender Ttem U (3 pages)
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L.
APPROVAL OF LYBRAND, ROSS BROTHERS ANL MONTGCMERY, CERTIFIED PUBLIC ACCOUNTANTS,
TO STUDY THE STATE LANDS DIVISION AUDI. FUNCTION AND RECOMMEND IMFROVED PROCE-
DURES AND WORK MEASUREMENTS.

Necessity for Tndependent Study

Three factors indicate this course of actlon is required.
1. Tncreased emphasis on net profit interést ¢ontracts

a. These contracts require & more diversified appyoach %o
-auditing than ro;g'alty contraets: UThe approach 1s more

oYl e e 10

aRin to y:.cmxa.m,cu Lol In oliic aceounting rather than
governmental auditing.

Cooperation in a yuint ven:bure such as the ofl development
in the City of Long Beach requires the closest coordination
of auditing effart to prevent needless duplication while
still protectmg all parties interestsd

An indepenﬁent survey in depth has never. been maaa of the o
whole State Lends Division auditing function. In addition, . -
such study vould be fimely because the pupervisor of the

audit section retired on J‘anuary, 1966, and the. posi‘tion

has- nct heen £illed.

Action Teken o Dete on the Tndependent Stnay

On January 19, 1966 letters were mailed to the following certified public
accounting firms requesting tid propesals:

1. Iybrand, Ross Brothers & Mon.tgomery

2. Arthuzr Young & Company

3, Frice, Waterhouge & Company

b, Arthur Andersen & Company
All four companies vesponded immediately requesting interwviews. Interviews
were concluded with representabives of each firm by February 17, 1966 and
proposals were received on March 2, 1966 from all four firms.

‘The four fimms were chosen for cireularization because among them they audit
o majority of the large oil companies of the United States.

The timetable zdopted calls for award of conbract by April 1, 194G with work

to begin immedistely and conclude by JuJy 1 s 1966 vith frequent prograss report
mzehings.

"
12,359
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Time and Cost. Considergfbions

Preliminary to circularizing the independent firms,; the detailed objectives

and scope of the study were set down. These were reviewed by Mr. Kenneth
Blankenburg, Chief of Accounting Systems for the Department of General Services
and by ¥, D. Dale Hanner, Chief of Audits Division of the Department of Finance.

grom these reviews, it was determined that the cost wonld approximate $8 +500 to
12,500.

Recom;c_nendationg? and Reaa»gng
The bid proposéls were Judged cn the foliowing basis:
1. Completeness of detail of the mten&ed approach
2. Degree 1o vhich pro;gosal conforms to cbgec'b:wes of . sim.dy

3. Precision in setting forth :Eim's personnel to be involved
and their glalificatmns

y, Preca.sion in ou‘clining cost of services anﬂ. i’bems cnvered
L Experience and qumiﬁcaticns of the firm

- In addﬁ:ion to the above items, weight was given to the inﬁerest of il varicrfxg“”

firms in the problems of the éivision as ﬂmsplayed in the pre-zzroz)osal eon- -
ferences.

‘It 1s vecommended that Lybrand, Ross Broi:hers and Mon‘bgomex"y be awarded the
contract for the Following reasons:

1. The statement of ijectives indicates a good compirehension of
the problems fnaced. The approsch is logieally dewveloped and
suould present concrete results. E,L"nef‘a;)proach,w;a's detailed.
quite aéequauely

-

The survey intended would encoazpsss no‘b only the narrow awditing
function but all activities of the division having relation to
the verification of revenve such g8 gauging.

Their propossl emphasizes the fact that not cnly will recomends -
tions be made but a program developed for implsmenting them
togiether with a proposed timetsble.

The fee which is pracisely stated ($1.0,500) comes closesi %o the
allouable State conbract maximumé and Includes provision for two

pogb-study conferences or hearings to be atiended by a pariner
and 2 staff member.

Detailed biographies were presented foxr shafl members designated
to handle the asgigmment in the bid proposal booklet.
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The partner who will probably head the study has had . nditing
and financial experience for five years in a position of
leadership with an oil company as well as extensive managerial
experience in other segments of private industry. He has
published several articles on auditing in professional journals.
e prospectus indicates that if any substitution should be
made it would be with a staff member of equal or higher compe-
tence.

Most of the other proposals received were of consistently high guality., In one
-instance a very detailed and well presented approach fell short of considera~
tion by lack -of precision on taerget dates, rates far in excess w. wtate
maximme, and a totel cost of their basic study of fvom 1% to 2% times the
‘budgeted amount., Thelr prcposed basic amd,v did not comprehend ccmpletion of
&1l the uajor points contained in our original letier requea‘aing bid;Sa Hess -
points were contained in a&diﬁional cost ;phases,

. Apothex pro;;osal set forth a good work plan within budgeted funas. They afd
not offer quite the degree of specificity that Iybrand, Rogs Brothers and r
Montgomery offered. They alzo did not offer the post-study follow-up emphasis.
While they did have, as a fiym, wide experience with oil compeanies, their
proposed study leader was a pariver with all of his experience in s public
aceounting Tirm only and no menagerial experience in private industry. Waile
this company has had experiencs in working for the State wheveas Lybrand, Ross
Brothers and Montgomery has not, it is felt that the other Ffactors noted ont~
weigh this consiueraﬂ:ion;

The remaining pz'apcsal was significantly less specific both as to approach,
-~ time schedule and cost matters. The charge rates were gbove max:im\m allowable
State rates. . .

IT IS RECOMMENDED THAT THE EXECUTIVE OFFICER BE AUTHORIZED TO EXECUTE A CONTRACT
WITH LYBRAND, ROSS PROTHERS AND MONTGOMERY, CERTIFIED PUBLIC ACCOUNTANTS, ON
BERALY OF TUE STATE IANDS COMMISSION A4S CONTRACTOR, PROVIDING FOR AN INDEFENDENG:
STUDY OF THE AUDITING FROGRAM AND RESPONSIBILITIES OF THE STATE IANDS DIVISION
45 SET FORTH IN THAT COMPANY'S BID PROPOSAL OF FERRUARY 21, 1956, 'THE MAXIMM
AHOUNT OF THE CONTRACT IS NOT 70 EXCEED $10,500.




