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any local governments struggle

to complete their annual compre-

hensive financial report (ACFR)

on time and with an acceptable

amount of effort. This paper

shows how local governments can

complete their ACFR faster and with

the same or even less effort. Our goal

is to help public finance profession-

als avoid burnout while pursuing

the profession’s goals of rapid,

high-quality financial reporting —
and perhaps free up time to focus on the many other tasks
vying for their attention outside of financial reporting.

How will we achieve this ambitious goal? By thinking of
ACFR production as a process. By doing so, we can take
advantage of timeless principles for process efficiency.
These methods have been widely used in the private and
public sectors for many years but, to our knowledge, have
rarely been applied to local government financial reporting.

Further, we identified severallocal governments that
complete their ACFR in four months or less after the end

*Six months after the fiscal year is the standard that most local governments are held to.

Inlocking the Secre
1e Accelerated ACF

of the fiscal year.* We'll refer to them as the “Four-Month
Club.” We discovered their secrets, which often parallel
the lessons of Lean and Six Sigma, and we will share
them with you. We also worked with other governments
featured in thisreport that are not (yet) in the Four-Month
Club but are actively working to improve their processes.

We will present our findings within three basic principles:
Principle 1: Modularization and Continuous Flow
Principle 2: Visualize the Process

Principle 3: Standardize to Minimize Variation

Before we dive into the details, let’s briefly discuss how
thisreport fits within GFOA's larger Rethinking Financial
Reporting project. Lean and Six Sigma are continuous
improvement methods in which many small changes to
aprocess can add up to a big difference over time. This
reportalso takes existing financial reporting guidelines
andrequirements as a given and shows how to produce
your ACFR faster within those constraints. Other projects
within Rethinking Financial Reporting are examining
how to change the constraints and allow discontinuous
improvements (immediate leaps) in financial reporting.
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Modularization and Gontinuous Flow

Asthe old joke goes: What is the best
way to eat an elephant? One bite at
atime. Translating this to financial
reporting, that means we should break
the preparation of the ACFR into bite-
sized pieces (modularization) and then
make progress at a continuous pace or
rhythm (continuous flow).

The great value of modularization is
thatitallows you toidentify modules
of the ACFR that can be started sooner
than others. The Four-Month Club
found several such elements, which
we grouped into three categories. As
one member putit, “Things thatdon't
require all of the final numbers to be in”
are great candidates for starting early.

Preliminary audit work and internal
control testing

You can schedule a preliminary audit
well before year-end to detect and resolve
problems early. Even better, schedule
the auditwork during a time when the
finance departmentisless burdened
with competing priorities, so the findings
canbe addressed right away.
Performinginternal control testing
duringinterim periods, rather than
waiting for year-end, helps distribute the
workload more evenly throughout the
year. Thisnotonly eases year-end pressure
butalsoenhances oversight and control.
Documents such as bank statements,
investment summaries, receivables, and
pavables can be collected, reconciled,
and made available for auditing during
the preliminary audit work. This can
reduce audit procedures at year-end.

Single audit compliance testing

Auditors can conduct single audit
compliance testing during interim
periods. Prepare a draft Schedule of
Expenditures of Federal Awards (SEFA)
before the fiscal year ends. Doing so can
help you identify major programs and
flagany missinginformation, allowing
you to work with grant and program
staffto getthatinformation in advance.

The draft SEFA should include both
actual and projected federal expendi-
tures through year-end. Identifying
major programs early allows you to
obtain the Compliance Supplement,
which outlines compliance testing
performed by the auditors. This prepara-
tion allows early detection of compliance
issues that can be addressed before
testing begins. When auditors complete
compliance testing during the interim
period, itreduces year-end workload and
enables completion of the ACFRand the
SEFA atthe same time.

Introductory and statistical sections

Many parts of the statistical section —
such as population trends and the list of
major taxpayers —donot rely on audit
results. These sections can be completed
early to free up time for working on
sections thatdo depend on audit results.

Why do you want to be faster?

We asked members of the Four-Month Club why they want to go faster. Here is

what they said.

=>» Meet filing deadlines with ease and less stress.

=> Free up time to work on other things.

=>» Get information to management faster so they can use it for planning.

=>» Lower audit fees.

=> Impress the bond market, which supports lower borrowing costs.

=> Catch errors earlier so they can be fixed.

Whois in our Four-Month Club?

=> City of Columbus, Ohio

=> City of San Antonio, Texas

=> Lake Bluff School District, lllinois

=> Town of Mooresville, North Carolina

=> City of Concord, North Carolina
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Besides finding discrete modules that
canbe completed quickly, our first
principle calls for “continuous flow
processing.” This can be contrasted with
“batch processing” — or waiting until
work accumulates and then processing
itallatonce. This can seem efficient to
anindividual because it allows them
togetintoarhythm. However, it slows
the overall process because the next
step can't begin until the entire batch
is complete. Moving work along to the
nextstepin smaller pieces allows each
step to begin earlier, thereby improving
overall efficiency.

We've identified four areas where
achieving continuous flow processing
could be particularly powerful.

Grants and capital projects

Conductregular reviews with operations
staff to monitor the status of grants

and capital projects. This ensures
timely billing, settlements, and project
closeouts, preventing a backlog at fiscal
year-end.

Preparing conversion entries
during the year

Make adjustments throughout the year
for critical items —like debt and capital
assets —tomaintain accuracy and reduce
the need for year-end corrections. For
infrequentitems —such asdebtissuance
—perform the relevantaccounting for
both the fund and government-wide
financial statements at the time of the
event to avoid a year-end backlog.

For example, when abond isissued
tofinance capital projects, the following
adjustmentis madein the capital
projects fund on the date ofissuance
(See Exhibit 1).

Inthe government-wide conversion
fund, the following adjustment would
be made on the date of issuance (See
Exhibit 2).

When a debt service paymentis made
in the debtservice fund, a corresponding
adjustment to reduce bonds payable
should be made in the government-wide
conversion fund (See Exhibit 3).

| Capital projects fund

DR CR
Cash $5,100
Expenditures — bond issuance costs 300
Other financing sources — bond issuance $5,000
Other financing sources — original issue premium 400
(Issuance of long-term debt)
| Government-wide conversion fund bR CR
Other financing sources — bond issuance $5,000
Other financing sources — original issue premium 400
Bonds payable $5,000
Premium — bonds payable 400
(Reclassification of bond issuance from other financing
sources to liabilities for government-wide reporting)
| Debt service fund DR CR
Expenditures — debt service — principal $200
Expenditures — debt service — interest 100
Cash $300
(To record debt service payment on bonds)
Government-wide conversion fund DR CR
Bonds payable $200
Expenditures — debt service — principal $200
(Reclassification of debt service principal expenditure
to reduction of related liability for government-wide
reporting)
| Capital projects fund bR CR
Expenditures — capital outlay $1,000
Cash $1,000
(To record expenditures for purchase of land and
construction of new building)
Government-wide conversion fund DR CR
Land $700
Construction in progress 300
Expenditures — capital outlay $1,000

(Reclassification of expenditure to capital assets for

government-wide reporting)

While not shown here, governments
could also accrue monthly interest on
long-term debtin the government-wide
conversion fund and reduce the accrual
when the interest paymentis made.

When capital assets are purchased in
agovernmental fund, a corresponding
adjustment should be made to capitalize

the purchase in the government-wide
conversion fund (See Exhibit 4).

When capital assets are sold or disposed
of, the historical cost and accumulated
depreciation on the capital asset should
beremoved from the capital assetledger,
and the corresponding gain orloss on the
sale or disposal should be recorded.
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Maving work along fo the next step in smaller
pieces allows each step to begin earlier,
thereby improving overall efficiency.

Reconciling accounts

Maintain a clean balance sheet by rec-
onciling cash and investment accounts
monthly. In addition, other balance
sheet accounts, such as accounts receiv-
able and accounts payable, should be
reconciled throughout the year. Periodic
reconciliations of subledgers to the
general ledger can identify issues that
canbe corrected in atimely manner.
Regularly (e.g., quarterly) review
reconciling items toremove stale-dated
items, including outstanding checks
and pending goods receipts. This helps
minimize year-end issues.

Regularreviews of actual results
againstthe budget ensure proper
line-item reporting of transactions and
the prompt booking of accruals. This

helps maintain financial accuracy and
readiness for year-end. For governments
involved in large construction projects,
ensuring thatretainage isaccrued as
invoices are received allows for proper
expenditure and capital asset (e.g.,
construction in progress) reporting.

Ensure that due to/from and transfers
in/outaccounts between funds remain
balanced throughout the year.

Reconcile subsystems — like payroll
and revenue systems —monthly to
prevent discrepancies and streamline
end-of-year processes.

Interim statement review

Ensuring the accuracy of interim
statements brings you that much closer
toan accurate year-end statement.
Forexample, if a midyear statementis

accurate, then only sixmonthsremain
tobe accounted for. Conducting monthly
budget-to-actual analyses for alllegally
adopted funds supports sound financial
management and more accurate
reporting. Thisis especially important
as you approach year-end.

For example, accurate budget-to-ac-
tualanalysis depends on reliable data
aboutthe money the government may
need to pay vendors. Thatinformation is
alsocritical to financial statementsin
other ways. Encouraging timely submis-
sion and processing of invoices through-
outthe year helps avoid a last-minute
rush to gather this data at year-end.

Animportant complement to contin-
uous flow processingis maintaininga
rhythm throughout the year. Thismeans
spacing out tasks —so they're not too
close together but not too far apart. “Not
too far apart” keeps people engaged in
the task, while “not too close together”
provides a buffer for slippage in the
schedule. For example, reconciling
accounts monthly helps maintain
acleanbalance sheet, enabling the
accounting staff to address variances
asthey arise and complete the year-end
closeinatimely manner.

Finally, we should acknowledge the
insidious consequences of interruptions.
Processing complex work, like an ACFR,
isbestdoneinlong, uninterrupted
blocks of time so that workers can get
into a productive flow state. Research
shows that once interrupted, itcan
take up to 25 minutes to regain focus.
This problem is not unique to ACFR
processing. It applies to any complex
analysis or financial task. You can find
strategies for reducing interruptionsin
GFOA's “Interruptions: How to Tame One
of the Worst Office Productivity Killers”
atgfoa.org/materials/interruptions.

To conclude our discussion of
Principle 1, the primary objectiveis to
avoid backlogs and bottlenecks. Batch
processing is notorious for causing
inefficiencies. Think of a pipeline —a
steady flow of material through the pipe
is far more manageable than forcing
everything through at once.
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Visualize the Process

Ifthe processisinvisible, itishard to
manage —so make it visible. There are
many ways to do this. A process map, like
aflowchart, isa classic way and canbe
especially helpfulinlarge governments
with many participants. In smaller
governments, more economical tools
may be better. For example, asimple
checklistis great for documenting and
providing reminders for critical steps
thatmight otherwise be missed.

(You can see an example of the City

of San Antonio’s checklist at gfoa.org/
accelerated-acfr-resources.) No matter
the format, there are several key
objectives for visualizing the process.

First, clarify rolesin the process and
the timelines for tasks. Thisincludes
external auditors.

Clarifyingroles and timelinessis a
prerequisite for the second objective,
whichis toidentify handoffsin a process.
Handoffs occur when workis transferred
from one person to another. In arelay
race, the baton is mostlikely to be dropped
during the handoff between runners. It
isnodifferentin a work process. Process
improvement methods —like Lean and
Six Sigma — focus on handoffs, asthey are
especially prone to errors and delays.

Process visualization helps identify
tasks where handoff errors are a big risk.
Handoffs can occur within the finance
department when multiple staff members
work on the ACFR. Risks also occur with
handoffs between the local government
and its external auditor. Information
required from other departments —such
as estimates for accounts payable or
accountsreceivable —presents a handoff
riskaswell. A final example is actuarial

valuations for pensions and other
post-employment benefits.

There are many ways toreduce these
risks.

= Forexternalauditors, build timeline
goals into the auditor’s contract.
Members of the Four-Month Club stress
theimportance of setting timeline
expectations with their external
auditors. The City of Columbus
includesinits Request for Proposals
that the audit be completed within 90
days. Thatrequirementisincluded in
the final contract.

= Provide theinformation that
actuaries need early in the process to
reduce therisk of their work delaying
final production of the ACFR.

= Forgovernments with larger finance
teams, identify tasks thatcan be
assigned entirely to a single person.
For example, the City of Columbus
assigns the production of statistical
tables to a single individual, elim-
inating handoffs in this part of the
process.

The third objective of visualizing
the processisto find opportunities
for parallel or paralinear processing.
Parallel processingis doing two tasks at
the same time. Paralinear processingis
starting one task firstbut starting the
second before the first one is complete.
A common process efficiency oppor-
tunity uncovered by Lean and Six Sigma
analysesisunnecessary sequential
processing —waiting for one task to be
finished before starting the next. When a
task doesn't depend on the completion of

the previous one, there is an opportunity
for parallel processing.

For example, one member of the
Four-Month Club develops the statistical
section paralinearly with the audit. They
starton the stats section after the audit
begins but well before itis completed.
Theyhave even visualized these
opportunitiesin their work plan, using a
special color code to highlight tasks that
canbegin before other tasks are finished.

Inanother example, one finance
department was waiting to request data
from component units until the finance
department was ready to process it.

The department then had to waitalong
time for the component units to provide
the data. Now, the finance department
requests the datain advance, allowing
the department to work on other tasks
while the component units work on the
datarequest.

The fourth objective is exception
processing —deciding how toidentify
and manage nonstandard items that
arise during ACFR production. Items
thatdon'tfit the standard approach
candisruptthe entire processif
thereisno plan todeal with them.

Component units often fallinto
this category. These legally separate
organizations —whether they are other
governments or nonprofits —may
issue their own financial statements.
They may also be audited by different
auditors and follow a different fiscal
year from the primary government.
Coordinating with component units on
due datesis critical toissuing financial
statementsin a timely manner.

Afinal objectiveisload balancing.
Visualizing the process (including the
time required for different tasks) can
help you find unbalanced workloads
and make the best use of available
talent. For example, one member of the
Four-Month Club maintains a list of
specific tasks to be done for the ACFR.
Each taskis given to amember of the
finance team. The finance department
carefully manages team members’
workloads to ensure ACFR tasks are
completed before the deadline.
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A critical part of load balancing
forafinance departmentis “meeting
time” versus “maker time.” Inefficient
and overly frequent meetings have
areputation as productivity killers.
However, aless appreciated consequence
forthe ACFRis that workers will be
most efficient when they have long,
uninterrupted blocks of time to do the
work. Consider how you can structure
daily work schedules to both allow for
sufficient collaboration time (meetings)
and sufficientindividual uninterrupted
time on task to maximize productivity.
You canlearn more about strategies for
achieving thisin GFOA's “Meetings: Going
from Waste of Time to Worth the Time.”

Load balancingisnotjustrelevant
forlarger finance departments. Evenin
smaller departments, visualizing the
process helps plan the full scope of the
finance department’s work and balance
ACFR tasks alongside other responsibili-
ties. Many people in small finance depart-
ments have both managerial and maker
responsibilities —they oversee ACFR
processing while also doing the work.

Amanager’s schedule is often charac-
terized by frequent but short meetings
throughout the day. Amaker’'s schedule,
however, requireslong, uninterrupted
blocks of time to optimize productivity.
If you are both amanager and amaker,
consider structuring your schedule
to fulfill managerial responsibilities
while also creating large blocks of time
to process the ACFR. The GFOA report on
meetingsreferenced earlier can help.

READ THE REPORT
gfoa.org/materials/meetings

Standardize to Minimize Variation

Standardization reduces the variation
ataskis subjectto. When a processis
more variable, the output it producesis
alsomore variable. Greater variability
increases thelikelihood of unacceptable
deviations from the desired quality.
These deviations are known as defects.

Defectsrequire rework. Reworkis a
costly form of waste in a process. Redoing
ataskconsumes both time and money.
Abraham Lincolnisreported to have
said, “If [had five minutes to chop down
atree, I'd spend four minutes sharpening
the axe.” The equivalent for finance
departmentsis to develop standard
operating procedure (SOP) documents
for ACFR production.

Inthe City of San Antonio, SOPs
include linked Excel workbooks for
loadingallreported funds from the
combining statements through to
the government-wide statements.

Staff provide preformatted financial
information for the funds, already
rounded to the nearest dollar to
eliminate footing issues. You can
download several examples of the
City of San Antonio’s SOPs at gfoa.org/
accelerated-acfr-resources, including:

= Acalendar for ACFR production.

= The standard operating procedures for
printing the ACFR, which provides a
great example of documenting steps
and including references torelevant
software interactions that staff will
need touse.

= Listingof the various year-end
adjusting journal entries needed.

= Aspreadsheettemplate thatisused to
determine “major funds.”

Additionally, there are SOPs for specific
year-end accruals and allowances, such as
the GASB 33 sales tax catch-up, municipal
courtrevenues, and departmental
templates and SOPs for pollution remedia-
tion, leases, and SBITA calculations.

One of the great but underappreciated
advantages of SOPs is their usefulness
for creating error-proofing techniques.
These techniques helpidentify deviations
from the SOP and prevent errors from
being passed along to the next stepin
the process. This could happen by either
disallowingthe error (e.g., software that
blocks invalid data entry) or by alerting
the worker to deviations soissues canbe
corrected before moving forward.

Members of the Four-Month Club use
several types of error-proofing tech-
niques, which we will discuss below. You
canalsodive into the problem of rework
and how to fix it with error-proofing
in GFOA's “Rework: Doing Double for
Nothing and How to Fix it” at gfoa.org/
materials/rework.

A good place to startis to provide staff
with aroadmap for the ACFR process.
There are several ways to do this, but we
will focus on the simple checklist.

Inhis book, The Checklist Manifesto,
Atul Gawande shows how checklists have
made a profound difference in fields like
medicine and air travel. For example,
astudy thatintroduced surgery safety
checklists ateight hospitals showed a
36%reduction in major complications
and a47%reductionin deaths after the
introduction.!

Checklists helpidentify criticalitemsin
aprocess thatare atrisk of being over-
looked, forgotten, or delayed. Foran ACFR,
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you could develop an audit checklist
with critical steps for categories such as
accounts payable, accounts receivable,
payroll, cash, and more. This checklist
could also include due dates, assign-
ments, and other useful notes. You

can see an example from the City of
Fridley and the City of Concord at
gfoa.org/accelerated-acfr-resources.

A checklist can be supported by
templates for performing the tasks it
outlines. The City of Fridley has templates
for bankreconciliations, capital assets,
net position calculation, major program
calculation, and converting fund state-
ments to government-wide statements.

These examples are all relatively low
tech, involvinglittle more than standard
office productivity software. However,
more sophisticated software can also help.
Software contributes to error-proofing
by reducing the parts of the process that
require manualintervention. Computers
excel at performing a task the same way
every time. Variation in how a taskis
performed is a source of potential error.

The Town of Mooresville benefits from
software that manages the compilation
of the final ACFR document. Once
the software is setup, compiling the
document becomes easier and faster,
withlittle to novariation between the
Town'srequirements and what the
software produces.

Beforeimplementingits software, the
Town of Mooresville spent atleasta week
double-checking page numbers, making
sure totals and notes matched across
various statements, and ensuring the
Management Discussion and Analysis
(MD&A), statistical schedules, and
budget-to-actual statements aligned
with the core financial statements.

Checklists help identify critical irems ina process that
are at risk of being overlooked, forgotten, or delayed.

The Town went through at least a dozen
drafts beforereachingaversion it was
comfortable releasing.

A greaterror-proofing techniqueis
to cross-check numbers that appear
in several places within the ACFR. For
instance, figuresin the MD&A should
match those in the government-wide
financial statements. A formula or
algorithm can automatically check that
they are equal.

The City of Columbus uses software
that cross-checks numbers across the
MD&A, financial statements, notes,
and statistical section. For example, if
anumber in the financial statementsis
updated, the software ensures that the
same number is updated elsewhere in
the document. A dashboard alerts ACFR
preparers to potential inconsistencies.

Your efforts to error-proof the process
should evolve with experience. Have a
debrief of the ACFR process each year.
Review what went well and what could be
better atthe end of the audit —internally
with staff and externally with auditors.
Incorporate lessonslearned into your
SOPs for next year's audit.

Lean processimprovementidentifies
several sources of potential waste in
business processes —many of which
we've already covered. One area we have
notyetaddressed is overproduction ox
overprocessing. Thisis doing more work
thannecessary tomeetthe needs of the
ACFRuser.

The best example is spending time on
ahigherlevel of precision than required.
A measure (such asadollaramount) can
be accurate without being precise.

QA testing is reviewing work product after it is produced to see if it meets the desired level of quality. Any mistakes found require
revision of the work product (rework). Error-proofing techniques catch mistakes in the moment. This eliminates the need for rework.
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The Target in Our Game

We can illustrate this concept with a
carnival game. Imagine youcanwina
prize by hitting a target with a BB gun.
Take alookat our targetillustration
above. Let’'s suppose the rules are that
youneed 50 points to win the prize and
you get four shots. Hitting the red dot is
worth 15 points, the yellow ring is worth
10 points, the blueringis worth five
points, and the white ring is worth zero.
Obviously, you should aim for the red dot
tomaximize your score.

Now, imagine the rules have changed.
You still get four shots and need 50 points

towin. However, the red dot and yellow
ring are both worth 10 points, while
the blue and white rings are both worth
zero—butyoualso earn 10 more points
if youmake all four hitsinlessthan six
seconds. Thus, if you have four tries,
itisnotenough to simply hit the target
area—youmustalsohit fastenough to
earn sufficient points toreach the goal.
Thereis a strong case tobe made
that preparing an ACFRis more like the
second of our carnival game scenarios
than the first. The sooner the ACFR
is completed, the better. There is not
unlimited time to hitthe mark. Also,
thereisasetaccuracy threshold to
meet. Canusers of financial statements
use them to make decisions with con-
fidence? Going beyond this threshold
addslittle or no value for the user.
Thisbringsusto the difference
between precision and accuracy. Let's
illustrate thisin the diagram below
using the results from our second
carnival game. Theresulton the leftis

The sooner the ACFR is completed, the better.
There is not unlimited time ta hit the mark.

Imagine you are playing a carnival game where a prize can be won by hitting the target

with a BB gun...

High Accuracy, High Precision

High Accuracy, Low Precision

If the yellow and red areas of the target are worth the same, then the results on both
targets are equally accurate. The results on the left, however, are more precise. If
you can get more points toward winning the prize by going faster, then you should

sacrifice precision for speed.

highly accurate and precise because the
shots areright on the mark. The resulton
therightisstill highly accurate because
allfourshots arein the goal area, earning
the same total points. However, they are
less precise because they are notallright
on the mark. Nevertheless, the results
on therightare more likely to win the
game because they can be achieved more
quickly, withless time spentaiming.
Now, let’slook at some real-life
applications of this concept to ACFRs.
Think of these as ways to land within
atleastthe yellowring while staying
under the time limit.

Use historical trends as a foundation for
revenue and expense accruals. This allows
for afaster, less time-intensive estimation
processin which trend-informed estimates
form your accrual number. You can also
review the current year’s operations as
partofthe accrual estimation. This keeps
estimatesreflective of actual conditions.
You can make adjustments to accruals at
year-end if discrepancies from the norm
are significant. This allows for flexibility
andresponsivenessin financialreporting
without the need for excessive precision
during the fiscal year.

Inthe City of San Antonio, year-end
estimates are established for hotel
occupancy taxes, municipal court
revenues, and emergency medical
service (EMS) transportation revenues
based on historical trends, including
actualrevenues from earlier in the year.
Departments estimate year-end expense
accruals for goods and services that were
received but not yet billed. Those estimates
are only changed if the actualinvoices
resultin avariance significant enough to
misrepresent the fund’s activities.

Christopher Quinn from the Town of
Mooresville observed: “Accountants often
believe that numbers should be exact.
Significantdelaysin producing the ACFR
often happen due to an unwillingness to
make estimates and understand that these
donotneed tobe exact. Understandingthe
effects of materialityis critical.”
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Toillustrate this, GFOA selected local
governments atrandom from the long-term
participantsin the GFOA Certificate of
Achievement for Excellence in Financial
Reporting Program and looked at their
2023 and 2013 ACFRs to find their capital-
ization thresholds. The findings showed
over 70% of the thresholds disclosed had
notbeen updated in atleast 10 years.*

This means that these local govern-
ments have, in effect, reduced their
thresholds over time because inflation
decreases the real monetary value of the
threshold. When adjusted for inflation,
the thresholds have lost between 30%
and 60% of their value, depending on the
inflation assumptionsused.? In any case,
the declines are not trivial. Long-term
declinesinreal-dollar thresholds used for
capitalization speak to a cautious philoso-
phy of judging materiality.

The City of Burbankillustrates the
benefits of a more selective approach
tomateriality. The City raised its asset
capitalization threshold from $5,000
t0 $10,000which matched the increase
for the threshold established by 2 CFR
Part200 Uniform Administrative
Requirements, Cost Principles, and
Audit Requirements for Federal Awards
(“Uniform Guidance”)—it's firstincrease
since 2004. 2004. Raising the threshold
led to the removal of 343 capital assets
from the City’s books. These assetshad a
total value of $2 million, compared to the
City’s $1.25 billion in total capital assets
—arelative drop in the bucket at 0.16% of
the total. In terms of workload, however,
thatis 343 fewer capital assets that needed
to be tracked, depreciated, and reported
on by the finance department. Since the
city has one accountant dedicated to
capital assets, that's a big savings for the
City, not to mention for the departments
responsible for tagging and maintaining
the equipment.

Though notasimportantastheissues
justmentioned, rounding statements
tomillions or thousands can help avoid
unnecessary precision.

*Given the number of local governments we selected, there

is about a 99.99% chance that true population measure is
greater than 50%, providing strong support for the position
that most local governments tend toward cautious judgments.

We have described several strategies
to help accelerate your ACFR, but
where are the highestleverage oppor-
tunities for your process? One way
tofind themis to conductan “Eight
Wastes Scavenger Hunt.”

One keyideainLean process
improvementis thatall processes
include some form of waste. Thus,
improving a process starts with
identifying waste and eliminating it.
Leanidentifies eight forms of waste,
often remembered by the acronym
D.0O.W.N.T.I.M.E. Below, we've defined
each of these forms of waste.

Although these categories were orig-
inally developed for physical manufac-
turing, they apply well to knowledge
work too. We've provided an example
of each type of waste within the ACFR
process. Look for these forms of waste
in your process. Each one represents an
opportunity for improvement.

Errors or mistakes that require rework

We saw how defects in the final ACFR
document production forced the Town of
Mooresville to go through several versions
beforereaching one that could bereleased.

Where in your process are defects
leading to rework?

Producing more than what is needed
or producing it before it is needed.

A prime example is materiality
thresholds thatare set too low, leading
tounnecessary reporting of items. We
saw how the City of Burbank saved time
by raising its capitalization threshold.
Where in your process are you
producing more information than
the end user needs — or producing it
too soon?
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Idle time when resources are not in
use, such as waiting for information or
approvals.

Thisis often a consequence of batch
processing or botched handoffs.

A common example is waiting on audit
results. We saw how members of the
Four-Month Club worked to understand
the handoffs with auditors and then
designed the audit schedule and contract
tominimize the waste of waiting.

Waiting can also arise from unnec-
essary sequential processing. One
government found that it was requesting
component unitfinancial data only after
prior stepsin the ACFR process were done
and the finance department was ready to
process data. They have since initiated
therequest for data before the finance
departmentisready forit, so the data
will be available closer to the time the
departmentneedsit. Thisis an example
of making a sequential processintoa
parallel process: A) The requestis made.
B) The component unit works on it.

C) Inthe meantime, the finance depart-
mentisdoing otherthings.

Where are thelongest wait timesin
your process?

Underutilizing employees’ skills, talents,
or knowledge.

Inan ACFR process, workloads or tasks
distributed inefficiently are common
culprits.

We saw how the Four-Month Club
focused onload balancing in both small
and large finance departments. For
larger teams, consider how tasks are
distributed among more experienced

and less experienced team members.

A common process improvement
techniqueisto: A) Assign standard,
easier-to-process transactions toless
experienced workers. B) Route unusual
transactions to more experienced
workers.

Also, don't overlook small yet mighty
productivity killers, like inefficient
meetings and frequentinterruptions.

Where do you have opportunities to
better balance workloads or make better
use of available skills and abilities?

Unnecessary movement of materials
between processes.

Another way to think about thisis
too many handoffs. We saw how
the City of San Antonio assigned
the entire statistical section to one
person to avoid handoffs.

Where in your process are there
many back-and-forths among partici-
pants, and how could they be reduced?

Work product that is not being processed.

Inan ACFR process, this waste
occurs whenever there is a backlog of
information.

For example, waiting until the end
of the fiscal year to determine capital
asset changes can lead to considerable
time spent sorting out what should be
capitalized, which canlead to errors.

The City of Concord avoids
capitalization backlogs by capitalizing
eligible purchases throughout the
year, including constructionin
progress. This saves time at year-end
when other tasks need to be done.

Unnecessary movements by people.

In knowledge work, this type of waste
primarily occurs when employees spend
too much time searching for information
or switching between screens and
software applications.

In ACFR processing, the biggestrisk of
motion waste stems from steps thatare
performed only once per year, making it
easy for participants to forget them. As
aresult, they must search forreminders
on how to perform the tasks.

We saw how the Four-Month Club widely
used SOPs and checklists to avoid this
waste. Similarly, the City of San Antonio
included hyperlinksin its SOPs to help workers
quickly access the correct spreadsheets.

Where in your process are people
searching for instructions or moving
between different systems or applications?

Performing more work or adding more features
than what is required by the end user.

The biggestinstance of thiswaste in
the ACFRis over-precision. We saw how
members of the Four-Month Club are
comfortable using reasonable estimatesin
many aspects of the ACFR. This concept can
be broadened to include any information in
the ACFRthatisnotused by the end user.
Where are you providing more
information or more precise numbers
than areneeded?

Together, these eight forms of waste offer
aroadmap for improvement. Work with
your finance team to spot them in your own
process. Doing so will highlight your best
opportunities to apply the three principles
outlined earlier and accelerate your ACFR.

One key idea in Lean process improvementis that all processes include some form
of waste. Thus, improving a process starts with identifying waste and eliminating it.
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Gonclusion

We have identified three principles to
help you accelerate your ACFR. Let’s
recap these principles and their major
themes. Knowing these principles and
themes will help you develop your own
techniques for accelerating your ACFR
process and go beyond the examples
provided by the Four-Month Club.

The first principle is “Modularization
and Continuous Flow.” Akey themeis
to avoid batch processing and achieve a
continuous flow of work. Continuous flow
contributes to a steady rhythm, which
helps prevent backlogs and bottlenecks.

The second principle is “Visualize
the Process.” Making the process visual
clarifiesroles of all parties, including
external auditors. Italsoidentifies points
where work is handed off from one party
to another. Handoffs are a major point of
potential process failure and delay.

Visualizing helps eliminate unneces-
sary sequential processing, replacing it
with parallel or paralinear processing.

Visualizing enables better workload
balancing among finance team
members and between ACFR production
and other finance department work.

Finally, visualizing can help you
design away tohandle issues that
don’t fit standard processing, with
component units being one common
example. Routing out these exceptions
to a different subprocess can keep the
main workflow hummingalong.

The third and final principle is
“Standardize to Minimize Variation.”
The key objective is to reduce defects to
minimize rework. Rework doubles the
time it takes to complete a task because
the taskmustbe repeated.

Developing SOPs helps minimize
variation in the process, which helps
reduce errors. Going a step further, you
can create dedicated error-proofing
tools based on these SOPs to enhance
efficiency and accuracy. d

Shayne Kavanagh is GFOA’s senior manager
of research. Todd Buikema is the assistant
director for publications in GFOA's Technical
Services Center.
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READY TO GET STARTED?

Find examples referenced in this article on
our Accelerated ACFR resource page:

O gfoa.org/accelerated-acfr-resources
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