
 
 
 
 
 
 
 

Internal Audit Report 
 
 

Divisional Carryforward / Deficit Balances 
 
 
Report No. SC-18-07 
December 2017 
 

 
 
 
 
 
 

Performed by: 
 
Frank Beahan 
Senior Auditor 
 
Steve Architzel 
Principal Auditor  
 
Approved 
Barry Long, Director 
Internal Audit & Advisory Services 

 
 
 
 
 



Divisional Carryforward/Deficit Balances  Internal Audit Report SC-18-07 
 

2 
Final Report No. SC-18-07 Divisional Carryforward and Deficit Balances 12_11_2017.docx 

 

Table of Contents 
 
 

I. EXECUTIVE SUMMARY ..................................................................................................................................... 3 

 
II. INTRODUCTION 

Purpose ............................................................................................................................................................. 4 

Background ....................................................................................................................................................... 4 

Scope  ................................................................................................................................................................ 5 

III. OBSERVATION REQUIRING MANAGEMENT CORRECTIVE ACTION 

A. Governance of Carryforward Balances  ..................................................................................................... 6 

 

APPENDIX A – Summary of Work Performed and Results  ..................................................................................... 12 

APPENDIX B – UC San Diego - Funds Management (Overdraft) Policy .................................................................. 14 

APPENDIX C – Analytical Metrics under Development – Office of Planning and Budget ..................................... 19 

 

 



Divisional Carryforward/Deficit Balances  Internal Audit Report SC-18-07 
 

3 
Final Report No. SC-18-07 Divisional Carryforward and Deficit Balances 12_11_2017.docx 

 

I. EXECUTIVE SUMMARY 
 

Audit and Management Advisory Services has completed a review of fund balances within campus academic 
units to evaluate the appropriateness of academic divisional resource management practices over 
accumulated carryforward/deficit balances. This review was included on the FY2017 internal audit plan.  
 
Overall, campus governance and divisional management practices were not in place to optimize 
transparency and utilization of academic divisional carryforward/deficit balances. The campus had 
developed little formal policy; minimal training tailored to key budget roles, and was in the development 
stage of forming metrics to evaluate the appropriateness of division and department carryforward balances. 

 
The lack of common policy and formal training was especially detrimental to the campus during recent 
periods of turnover amongst key divisional budget roles.  Nine of the 15 key academic division budget 
positions were filled by individuals with less than two years of experience in their current role or were vacant 
entirely.  Without policy or training, employees filling these roles will not have all the tools possible to 
mitigate this loss of institutional knowledge during periods of this relatively high turnover.  The loss of 
institutional knowledge increases the Campus’s risk of mismanagement and could ultimately have a 
negative impact on the University’s brand image. 
 
A collaborative group including key budget personnel from the Office of Planning and Budget and the five 
largest academic divisions could provide a natural mechanism for developing, implementing, and providing 
feedback on governance tools such as guidance, training, and metrics.  The Office of Planning and Budget 
has indicated that the Executive Vice Chancellor is indeed undertaking discussions with divisions across 
campus in how to improve management and stewardship of carryforward balances.   
 
The following observation requiring management corrective action is identified below:  

 
Agreement was reached with Planning and Budget management to formalize a strategic action they had 
planned to implement that would address risks identified in these areas. The observation and related 
management corrective actions are described in greater detail in section III.  
 

  

A. Governance of Carryforward Balances 
Campus governance and divisional management practices were not in place to optimize 
transparency and utilization over academic divisional carryforward/deficit balances.  
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II. INTRODUCTION 
 
 Purpose 

The purpose of the audit was to review and evaluate the appropriateness of academic divisional resource 
management practices over accumulated carryforward/deficit balances. This audit was included on the 
campus FY18 Internal Audit Plan. 
 

 Background      

Proper management of fiscal year-end carryforward and deficit balances is an important element for the 
overall stewardship of University resources.  UC Santa Cruz has a relatively decentralized organizational 
structure for managing these resources.  While the Campus centrally allocates divisions “Core funds” 
(consisting primarily of state funds, tuition, and overhead receipts), the day-to-day responsibility to manage 
these funds is generally delegated to divisions who further delegate to Department Chairs, Directors and 
Faculty members.  Generally, this report focuses on core funds as these “permanent” dollars represent a 
large portion of the funds divisions use in their budgeting process. 

Academic Divisions 

The responsibility to provide stewardship over fiscal resources within each of the five largest academic 
divisions1 at UC Santa Cruz ultimately resides in the Dean’s Office.  Generally, each Dean’s Office has three 
key positions involved in managing their resources: 

• The Dean, whom provides the strategic direction/vision for the division and is ultimately 
responsible for managing the divisional budget and spending. 

• The Assistant Dean for Planning and Resources (or similar title), whom executes the Dean’s vision 
and is the primary decision-maker for financial planning purposes.  Generally, this individual will 
provide oversight over unit budgets and spending. 

• The Director of Finance (or similar title), whom is responsible for developing detailed financial 
plans, managing the day-to-day control of the budget and spending, and to serve as the chief fiscal 
advisor to division leadership.   

While the Deans’ offices generally allocate funds to departments and units to manage, the Division retains 
the responsibility to provide governance overall divisional resources by monitoring spending and balances, 
providing local policy, and to take corrective actions when needed.  Generally, the divisions allow 
departments to retain control of year-end carryforward balances with some exceptions.  For example, 
divisions did not allow departments to carryforward Temporary Academic Salaries (TAS) and would sweep 
remainders into a division level carryforward balance for redistribution. 

Office of Planning and Budget 

The Budget and Resource Management unit within the Office of Planning and Budget, performs analytical 
support for the Chancellor and campus leadership, helps coordinate campus-wide budget planning as well 
as identifying and allocating the resources necessary for UC Santa Cruz.  Some of the responsibilities of the 
unit include: 

                                                           
1 These five academic divisions are Arts, Baskin School of Engineering (BSOE), Humanities, Physical and Biological Sciences 
(PBSci), and Social Sciences (SocSci). 
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• Supports campus-wide operational budget activities, including forms and training; and 

• Publishes reports and overviews relating to budgets, and maintains the campus reporting and 
budget systems (InfoView and FMW); and 

• Documenting Budget Office Policies and Procedures including budget calendar. 

The degree of involvement of higher levels of the organization above divisional management depends on 
the source of the funds, the materiality of the balance, and if the balance is positive or negative.  Generally, 
we found relatively few instances of large long-term deficit balances occurring within the five largest 
academic divisions and we partially attribute this to the involvement of campus leadership when these large 
deficits do occur.  Accumulation of large balances appear to have been occurring more frequently, although 
there are currently few metrics in place to determine the appropriateness of these balances. 
 
Planning and Budget monitors large deficit balances and has previously produced reports for campus 
leadership regarding units with large deficit balances.  However, due to turnover and vacancies, Planning 
and Budget has not distributed this report during the last two years.  Despite this recent lapse in reporting, 
the Planning and Budget personnel have stated that they have been informing campus leadership of 
progress on remediation of accounts with material deficit balances outside of this report.  However, each 
unit ultimately has the responsibility to be aware of their own financial balances and is required to review 
their financial balances each month.  
 
Planning and Budget is currently working with the Executive Vice Chancellor on enhancing the monitoring 
and reporting of fiscal health of units.  The Executive Vice Chancellor is undertaking exploratory discussions 
with divisions across campus in how to improve monitoring, management and stewardship of these 
accumulated carryforward balances.  
 

 Scope 

During the course of the audit, we reviewed means by which the University provides governance over 
carryforward and deficit balances: 

• We reviewed existing formal or informal policies at UC Office of the President, UC Santa Cruz, UC 
San Diego and other UC campuses; and local division policy. 

• We interviewed the Director of Budget and Resource Management and 9 of the 15 key divisional 
key players2: 1 Dean, 4 Assistant Deans, and 4 Directors of Finance 

• We reviewed budget-related training opportunities for all UC Santa Cruz staff. 

• We reviewed data the university maintains on carryforward and deficit balances over five years 
(FY 2012-2017) for the five largest academic divisions. 

• We reviewed FY 2016 and FY 2017 journal vouchers within the five largest academic divisions 

• We reviewed draft metrics the Budget and Resource Management unit is developing. 

 

 
 

                                                           
2 One Assistant Dean and one Director of Finance position was vacant at the time of our audit. 
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III. OBSERVATION REQUIRING MANAGEMENT CORRECTIVE ACTION 

A. Governance of Carryforward Balances  

Campus governance and divisional management practices were not in place to optimize transparency and 
utilization over academic divisional carryforward/deficit balances.   

Risk Statement/Effect  

Without proper governance to manage carryforward balances, the University may not effectively use 
resources in a strategic manner.  Further, the lack of transparency over the details of carryforward balances 
could negatively affect the University’s brand image. 

Agreement (This recommendation was originated by the Planning and Budget Director and offered to us as 
a part of the Planning and Budget strategic plan during the course of the audit)  

A.1 The Budget Office will formalize their plans to engage in a collaborative 
process to develop recommendations and guidelines for divisions to 
monitor and manage carryforward balances.  Such activities included in the 
Budget Office’s plan will include: 

a) Documented guidelines that define appropriate management of 
year-end carryforward balances; 

b) Training tailored for varying levels of budget responsibilities; and 
c) Performance Metrics to support decision-making, reporting, and 

monitoring of carryforward balances. 

Implementation Date 

06/01/2018 

Responsible Manager 

Director, Budget and 
Resource Management 

 

A. Governance of Carryforward Balances 

 
We summarized our findings into four areas of governance: 

• Guidance 

• Training 

• Performance Metrics 

• Stakeholder Input and Feedback 

Guidance 

UC Santa Cruz has little formalized policy or guidance in writing for how divisions should specifically manage 
their carryforward balances.  Instead, most of these principles are informal.  In the absence of formal, specific, 
central policy, divisions have developed local policies and procedures to manage their carryforward balances.  
These local policies vary widely in terms of level of formality and the degree to which they are enforced and 
communicated. 
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Personnel we interviewed generally acknowledged that the lack of clear and specific policy related to 
carryforwards could be detrimental to the management of these resources at the division level.  Specifically, 
personnel stated that the lack of a uniform campus policy: 

• Made it difficult to transfer knowledge to new employees during periods of turnover.  Much of the 
informal processes and policies would be lost when turnover occurred. 

• Made long-term strategic planning more difficult, as there was no “target” to aim for.  Some divisions 
stated that their departments would sometimes make carryforward decisions on a short-term basis in 
the absence of a long-term strategic plan for carryforwards. 

• Made accountability more difficult as divisions need to develop local policy to control the growth of 
carryforward balances rather than being able to point to a campus policy to serve as a starting point for 
decisions. 

One assistant dean indicated that having central policy outlining standards in carryforward would have 
additional value to them by providing a concrete and clear standard in discussions with their departments.  
Having a policy in writing that they can point departments to frees the division from having to revisit what these 
standards should be with each of their own departments.  For example, UC San Diego has policy in writing 
detailing management responsibilities related overdrafts across the campus (see APPENDIX B).  This policy 
provides clear guidelines for overdrafts that provide clarity for the various key users on campus.    
 
The campus would benefit from formalizing guidance or policy related to the management of carryforwards in 
order to mitigate some of these potential risks.  The Office of Planning and Budget has indicated it is a priority 
to develop and communicate formal guiding principles or policy regarding the management of divisional 
carryforward balances in collaboration with key stakeholders.  

Training 

UC Santa Cruz does not currently have sufficient formal training for individuals involved with the management 
of budgets.  While Planning and Budget has developed two training courses related to budgeting: “The 
University’s Budget” and “What’s My Budget,” these two courses are tailored for a basic level of budget 
knowledge.  A more advanced course geared towards divisional budget employees and specialist would be of 
great benefit. 

 
Effective formal training is especially important during periods of high turnover.  When turnover is relatively low, 
divisions may rely on the collective accumulated institutional knowledge of individuals holding key budget roles 
in their organizations.  Unfortunately, UC Santa Cruz has undergone a great deal of turnover in the key academic 
division budget roles (Dean, Assistant Dean for Planning and Resources, and the Finance Director) over the last 
two years.  For example, as of September 27, 2017 four of the five Assistant Dean positions for Planning and 
Resources were either being held by an individual with less than two years of experience in their current role or 
were vacant.  In total, nine of the 15 (60%) key positions were filled by individuals with less than two years of 
experience in their current role or were vacant: 

 
Years of Experience in Current Role 

 PBSci BSOE SocSci Humanities Arts 
Dean      
Assistant Dean       
Finance Director      

 
> 2 years in current position   < 2 years in current position   Position was vacant  
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With little stability in division leadership roles to provide internal training, few formal training opportunities, and 
little formal policy for new employees to reference as discussed in the previous section, new employees filling 
these roles will not have all the tools possible to mitigate this loss of institutional knowledge during periods of 
high turnover.  The loss of institutional knowledge will increase the University’s risks of resource 
mismanagement that may result in ineffective use of resources or damage to the University’s brand image. 

 
During our analysis of carryforward and deficit balances as well as during our conversations with divisions, we 
learned of several examples of impacts to individual divisions when they lost key personnel to turnover: 

• One division did not fully understand the cost-sharing agreement with central on the hiring of new faculty 
members and consequently did not see timely reimbursement of approximately $1.3 Million in costs 
related to central’s portion of new faculty hires.  

• Another division incurred “Short Term Investment Pool” interest charges on over a million dollar deficit 
because a newly hired finance director did not fully understand the year-end closing process and need 
for balancing cost transfer entries. There were also no adequate controls to prevent this from occurring.   

We reviewed general fund deficit balances within academic divisions between FY2012 and 2017.  Except for 
large deficits incurring between 2012 and 2015 within Arts (Shakespeare Santa Cruz3) which is now closed; and 
a one-time occurrence related to year-end closing processes in Social Science during 2014 as described above, 
there are presently no material ongoing deficits within the academic divisions as outlined in the following chart:  

 
The chart above (General Fund Deficits) shows the cumulative value for any divisional Fund-Org combination for General Fund 
dollars (199xx) with a negative year-end balance. 

 
With the high level of turnover and the impact mistakes can have on divisions, the university would benefit from 
holding regular training related to the management of carryforwards.  The Director of Budget and Resource 
Management  stated that they would like to develop a “boot-camp” style training tailored towards the needs of 

                                                           
3 The University no longer operates “Shakespeare Santa Cruz”. 
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new employees occupying specialized budget roles at the university.  A more advanced course geared towards 
divisional budget specialist would be of great benefit to new employees at all levels.  The Office of Planning and 
Budget has indicated they plan to develop and make available this training in collaboration with key 
stakeholders. 

Performance Metrics 

The office of Budget and Resource Management has initiated, based on preliminary discussions with the 
Executive Vice Chancellor, work on developing reporting metrics that will provide more context behind 
carryforward balances. 
 
Perhaps the simplest metric that could be used to understand carryforward is to simply aggregate the total 
change in carryforward balances over time.  Between 2012-2017 General Fund carryforward balances within the 
five largest academic divisions have risen by over $18.2 million (60.8%).  This growth has been especially high in 
Engineering and PBSci which together account for nearly $17.2 million of this growth:  
 
 
 
 
 
 
 
 
 
 

 
 
The charts above (General Fund Carryforward Growth) show the cumulative growth in General Fund (199xx) year-end carryforward 
balances for divisions and their subsidiary departments and units. 
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Division Dollar Amount Percentage 
Arts  $2,144,528  64.3% 
BSOE  $9,568,522  126.7% 
Humanities  $(750,323) -10.5% 
PBSci  $7,624,019  103.8% 
SocSci  $(329,106) -7.1% 
Total $18,257,640 60.8% 
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However, this metric, taken alone, is not particularly helpful because: 

• It does not provide context for growth or decline.  For example, it does not put into context the relative 
size (enrollment, Faculty FTE, etc.) of particular divisions, growth rate of these divisions, turnover of 
faculty members resulting in salary savings, or the change in fiscal environment between 2012 and 2017. 

• It does not distinguish between sources/purpose of funding. 

• It does not distinguish between carryforward dollars that have already been committed.  These 
committed funds are sizable and can be accumulated and spent over multiple years.  For example, faculty 
startups are one of the more common commitments divisions make.  These funds are typically committed 
for five years and can be especially large in BSOE and PBSci where they are commonly in the hundreds of 
thousands or, in some cases, millions of dollars. 

One example of a metric being developed by the office of planning and budget is a metric that shows department 
carryforward as a percentage of expenditures.  The advantage of this metric is that it allows departments of 
varying sizes to be compared and contrasted over time relative a target percentage.  However, like all metrics, 
using it alone would have limitations such as how to communicate the source and purpose of the funds as well 
as the existing commitments or lack thereof of these funds.  Therefore, obtaining feedback from stakeholders 
on additional metrics or revisions to existing metrics could mitigate some of these challenges and give users of 
these metrics a fair and full picture.  See Appendix C for an early draft of the Planning and Budget Year-end 
Balance as a Percent of Expenses report being used in early discussions between the EVC and campus divisions.   
 
No one metric will tell the full story behind carryforward.  The Office of Planning and Budget is planning to 
continually develop and refine metrics to support decision-making, reporting, and monitoring in 
collaboration with key stakeholders. 

Stakeholder Input and Feedback 

The Office of Planning and Budget will play an important role in developing any governance tools put into place 
at UC Santa Cruz in relation to carryforward or deficit balances.  However, these tools will be most beneficial 
with input and feedback from key stakeholders within the various divisions, including the academic divisions.  
 
Presently, the Assistant Deans responsible for fiscal resources within the five largest academic divisions meet on 
a periodic basis to discuss matters common to the academic divisions.  During our discussions with the academic 
divisions, multiple individuals indicated that a similar type of collaboration consisting of the key budget players 
within the academic divisions and a member of planning and budget would be extremely beneficial.  We heard 
varying suggestions for the frequency and personnel makeup of these working group meetings.  Most frequently, 
we heard suggestions for the meetings to occur monthly to quarterly with the following participants:  

• A member of planning and budget 

• The Assistant Dean and Finance Director from each of the five academic divisions 

• Other individuals on an invitation basis when necessary 

A regular collaborative process, which includes key budget players from planning and budget and the five largest 
academic divisions, could provide a natural mechanism for developing, implementing, and providing feedback 
on governance tools such as guidance, training, and metrics for carryforward balances.  As the primary authority 
on the subject matter, the Office of Planning and Budget could host and facilitate these groups.  The office of 
Planning and Budget has indicated that the Executive Vice Chancellor is already in the process of undertaking 
exploratory discussions with divisions across campus in how to improve management and stewardship of 
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carryforward balances.  The office of Planning and Budget could use these discussions as a starting point to serve 
as a mechanism to develop, refine, and obtain feedback on governance tools including guidance, training, and 
performance metrics. 
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APPENDIX A – Summary of Work Performed and Results 
 

Preliminary Analysis  
Work Performed Results 

• Reviewed UC Regents and UCOP 
guidance and policies for coverage of 
carryforward and deficit balances. 
 

• Reviewed UCSC guidance and policies. 

• Guidance and policies are generally focused on financial 
responsibilities and stewardship with reliance on 
delegation of responsibility without specific requirements 
for carryforward and deficit balances. The exception being 
endowment funds which have specific stewardship and 
carryforward balance requirements.  

• Conducted initial interviews with 
representatives of Planning and Budget, 
Financial Affairs, Faculty Senate Office, 
and University Relations. 

• Developed scope and plan for audit. 

• Conducted preliminary analysis of 
carryforward and deficit balances. 

• Developed scope and plan for audit. 

 
Campus Guidance, Policy, and Procedures 

Work Performed Results 

Conducted interviews with representatives of: 
• Planning and Budget Office 
• Arts Division 
• Baskin School of Engineering 
• Humanities Division 
• Physical and Biological Sciences 

Division 
• Social Sciences Division 

 
Reviewed local policies and procedures. 

• Planning and Budget reported there is a procedure for 
informing campus leadership of ongoing deficits across 
campus. The current procedure is not as robust as in prior 
years due to vacancies and turnover in the Planning and 
Budget Office. 
 

• Planning and Budget reported there is not a campus 
policy nor formal guidance regarding management of 
carryforward balances. Planning and Budget report 
supporting the EVC in the early stages of developing 
guidance, metrics and reporting. 

 
• The five largest academic divisions have varied 

approaches in providing departments with guidance, 
policy and procedures for the management of 
carryforward balances. 
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Balance Analysis  
Work Performed Results 

• Conducted data analysis of 
carryforward/deficit balances for the five 
largest academic divisions to detect trends 
and anomalies. 
 

• Conducted follow-up interviews to discuss 
the patterns and anomalies found with 
representatives of: 
• Planning and Budget Office 
• Arts Division 
• Baskin School of Engineering 
• Humanities Division 
• Physical and Biological Sciences 

Division 
• Social Sciences Division 

• Found pattern of carryforward balances per source of 
funds at the department level to be generally positive 
with few material, ongoing deficits.  
 

• The divisions had procedures in place to include 
carryforward balances in resource planning. Faculty 
startup funding being a large component of carryforward 
balances managed at the Deans Office level.  

 
• The divisions generally delegate management of 

operating, and gift funds carryforward balances to 
responsible department or Faculty member.  

 
• The campus enterprise systems are not routinely used to 

support identification of prior commitments of 
carryforward balances. The Divisions have developed 
individual procedures for tracking commitments. 

 
Journal Voucher Testing  

Work Performed Results 

• Testing sample included Journal 
Vouchers authored by the five divisions 
for FY 2016 and FY 2017. Reviewed 5,970 
Journal Vouchers in population with 
25,583 line items 

 
• Conducted key word search and time 

studies to identify patterns in timing of 
transactions.  
 

• Reviewed Journal Vouchers text for 
description using data analysis to select a 
sample of 87 Journal Vouchers for 
detailed testing. 

 
• For detailed testing we analyzed all text 

for sufficient content to meet campus 
guidance, including identifying the 
author of the Journal Voucher, providing 
contact information, and including a 
statement of purpose. 
 

• The purpose of 3,894 Journal Vouchers were Transfer of 
Expense and 2,076 Journal Vouchers were Transfer of 
Funds. 
 

• We did not identify noncompliance, nor patterns of 
transactions that would indicate an intent to manipulate 
Year End Carryforward balances, among the 5,970 
Journal Vouchers in which we conducted basic analysis. 
 

• Analyzed all text for sufficient content to meet campus 
guidance, identifying the author of the Journal Voucher 
and contact information, and a statement of purpose. 

 
• We did not identify noncompliance among the 87 

Journal Vouchers we sampled for detailed testing. 
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APPENDIX B – UC San Diego – Funds Management (Overdraft) Policy  
 
While we did not find formalized policy related to the use of carryforward funds at other UC campuses, we did 
find several had policies related to overdrafts.  Overdraft is a term to describe a deficit in a Fund caused when an 
Organization spends more than is authorized or available. Refer to the following UC San Diego – Funds 
Management (Overdraft) Policy issued September 21, 2017:   
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APPENDIX C – Analytical Metrics under Development – Office of Planning and Budget   
 
Below is a preliminary version of an analytical metric titled, “Academic Units – Year-end Balance as a Percent of 
Expenses 2011-2016”, currently under development within the Office of Planning and Budget.  A metric like this 
could be used to assist in the oversight and management of campus carryforward and deficit balances. 
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