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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As required by California Government Code, Section 8546 et seq., the Bureau of State Audits
presents its audit report concerning our review of the State of California’s internal controls and
compliance with state and federal laws and regulations for the year ended June 30, 2008.

This report concludes that the State did not materially comply with certain requirements for
20 of the 39 federal programs or clusters of programs we audited. Additionally, we were unable to
obtain sufficient documentation to determine whether the State complied with relevant federal
requirements for nine programs or clusters of programs. Further, the State continues to experience
certain deficiencies in its accounting and administrative practices that affect its internal controls
over financial reporting and over compliance with federal requirements. Although none of the
deficiencies we identified are material to the State’s financial statements, deficiencies in the
State’s internal control system could adversely affect its ability to provide accurate financial
information and to administer federal programs in compliance with applicable requirements.

Respectfully submitted,

ELAINE M. HOWLE, CPA
State Auditor
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Independent Auditor’s Report on Internal Control Over Financial Reporting and
on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance With Government Auditing Standards

The Governor and the Legislature of the State of California

We have audited the financial statements of the governmental activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the
aggregate remaining fund information of the State of California as of and for the year ended
June 30, 2008, which collectively comprise the State of California’s basic financial statements,
and have issued our report thereon dated February 25, 2009. Our report was modified to include
a reference to other auditors. We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the standards applicable to financial
audits contained in Government Auditing Standards, issued by the Comptroller General of the
United States. As described in our report on the State of California’s financial statements, other
auditors audited the financial statements of the following:

Government-wide Financial Statements

+ Certain enterprise funds that, in the aggregate, represent 86 percent, 53 percent, and
56 percent, respectively, of the assets, net assets and revenues of the business-type activities.

+ The University of California, State Compensation Insurance Fund, California Housing
Finance Agency, Public Employees’ Benefits, and certain other funds that, in the aggregate,
represent over 99 percent of the assets, net assets and revenues of the discretely presented
component units.

Fund Financial Statements

+ The following major enterprise funds: Electric Power fund, Water Resources fund, Public
Building Construction fund, and State Lottery fund.

+ Certain nonmajor enterprise funds that represent 90 percent, 81 percent, and 88 percent,
respectively, of the assets, net assets and revenues of the nonmajor enterprise funds.

+ The funds of the Public Employees’ Retirement System and the State Teachers’ Retirement
System that, in the aggregate, represent 91 percent, 93 percent, and 12 percent, respectively, of
the assets, net assets and additions of the fiduciary funds and similar component units.

« The discretely presented component units noted above.

This report does not include the results of the other auditors’ testing of internal control
over financial reporting or compliance and other matters that are reported on separately by
those auditors.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the State of California’s internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing
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an opinion on the effectiveness of the State of California’s internal control over financial reporting.
Accordingly, we do not express an opinion on the effectiveness of the State of California’s internal
control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described

in the preceding paragraph and would not necessarily identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses. However, as discussed
below, we identified certain deficiencies in internal control over financial reporting that we consider to
be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow management

or employees, in the normal course of performing their assigned functions, to prevent or detect
misstatements on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting principles such that
there is more than a remote likelihood that a misstatement of the entity’s financial statements that

is more than inconsequential will not be prevented or detected by the entity’s internal control. We
consider the deficiencies with item numbers 2008-15-1, 2008-15-2, 2008-15-3, 2008-15-4, 2008-15-5,
2008-15-6, and 2008-15-7 described in the accompanying schedule of findings and questioned costs to
be significant deficiencies in internal control over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results
in more than a remote likelihood that a material misstatement of the financial statements will not

be prevented or detected by the entity’s internal control. Our consideration of the internal control
over financial reporting was for the limited purpose described in the first paragraph of this section
and would not necessarily identify all deficiencies in the internal control that might be significant
deficiencies and, accordingly, would not necessarily disclose all significant deficiencies that are also
considered to be material weaknesses. However, we believe that none of the significant deficiencies
described above are a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the State of California’s financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of

laws, regulations, contracts, and grant agreements, noncompliance with which could have a direct and
material effect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

This report is intended solely for the information and use of the governor and Legislature of the
State of California, the management of the executive branch, and the federal awarding agencies and
pass-through entities and is not intended to be and should not be used by anyone other than these
specified parties.

BUREAU OF STATE AUDITS

PHILIP J. JELICICH, CPA
Deputy State Auditor

February 25, 2009
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Independent Auditor’s Report on Compliance With Requirements Applicable
to Each Major Program and on Internal Control Over Compliance in Accordance
With OMB Circular A-133

The Governor and the Legislature of the State of California

Compliance

We have audited the compliance of the State of California with the types of compliance
requirements described in the U.S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each of its major federal programs for the

year ended June 30, 2008. The State of California’s major federal programs are identified in

the summary of the auditor’s results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts, and

grants applicable to each of its major federal programs is the responsibility of the State of
California’s management. Our responsibility is to express an opinion on the State of California’s
compliance based on our audit. We did not audit the State of California’s compliance with the
requirements of the U.S. Environmental Protection Agency’s Capitalization Grants for Clean
Water State Revolving Funds (CFDA Number 66.458). This program, which accounts for less
than 1 percent of the total of federal assistance received by the State of California, is included
in the accompanying schedule of federal assistance. Other auditors have audited the State of
California’s compliance with this program’s requirements and their report thereon has been
furnished to us. Our opinion, insofar as it relates to this program, is based solely on the report of
the other auditors.

The State of California’s basic financial statements include the operations of the University

of California and the California State University systems, as well as the California Housing
Finance Agency, a component unit of the State. However, these entities are not included in the
accompanying schedule of findings and questioned costs or schedule of federal assistance for

the year ended June 30, 2008. The University of California and the California State University
systems, and the California Housing Finance Agency, which reported expenditures of federal
awards totaling $3.3 billion, $1.5 billion, and $75.6 million, respectively, engaged other auditors to
perform an audit in accordance with OMB Circular A-133, Audits of States, Local Governments,
and Non-Profit Organizations (OMB Circular A-133).

Except as discussed in the following paragraph on the next page, we conducted our audit of
compliance in accordance with auditing standards generally accepted in the United States

of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the State of California’s
compliance with those requirements and performing such other procedures as we considered
necessary in the circumstances. We believe that our audit and the reports of the other auditors
provide a reasonable basis for our opinion. Our audit does not provide a legal determination of
the State of California’s compliance with those requirements.
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We were unable to obtain sufficient documentation supporting the State of California’s compliance
with the requirements described in Table 1, nor were we able to satisfy ourselves as to the State of
California’s compliance with those requirements by other auditing procedures.

Table 1
CATALOG OF
FEDERAL DOMESTIC
FEDERAL PROGRAM ASSISTANCE NUMBER COMPLIANCE REQUIREMENT(S)
Community Development Block Grants/State’s Program 14.228 Earmarking (Public Services)
Special Education—Grants for Infants and Families with Disabilities 84.181 Activities allowed/allowable costs and
level of effort—maintenance of effort
Help America Vote Act Requirements Payments 90.401 Level of effort—maintenance of effort
Aging Cluster: Special Programs for the Aging—Title Ill, Part B—Grants for 93.044 Eligibility and matching, level of
Supportive Services and Senior Centers, Special Programs for the Aging—Title I, 93.045 effort—and earmarking
Part C—Nutrition Services, and Nutrition Services Incentive Program 93.053
Temporary Assistance for Needy Families 93.558 Activities allowed/allowable costs
Child Support Enforcement 93.563 Eligibility
Foster Care—Title IV-E 93.658 Activities allowed, allowable costs/cost
principles, and period of availability
Adoption Assistance 93.659 Activities allowed, allowable costs/cost
principles, and period of availability
Block Grants for Prevention and Treatment of Substance Abuse 93.959 Activities allowed/allowable costs

As described in Table 2 and in the accompanying schedule of findings and questioned costs, the State of
California did not comply with requirements that are applicable to the following programs:

Table 2
CATALOG
OF FEDERAL
DOMESTIC
FINDING ASSISTANCE
NUMBER FEDERAL DEPARTMENT PROGRAM NUMBER COMPLIANCE REQUIREMENT(S)
2008-1-4 Health and Medicaid Cluster: State Medicaid Fraud Control 93.775 Activities allowed
Human Services Units, Hurricane Katrina Relief, State Survey and 93.776
Certification of Health Care Providers and Suppliers, 93.777
Medical Assistance Program 93.778
2008-1-9 Defense National Guard Military Operations and Maintenance 12.401 Activities allowed/
(O&M) Projects allowable costs
2008-1-10 Education Safe and Drug-Free Schools and Communities— 84.186 Activities allowed/
State Grants allowable costs and
subrecipient monitoring
2008-1-14 Housing and Community Development Block Grants/ 14.228 Activities allowed/
Urban Development  State’s Program allowable costs and
subrecipient monitoring
2008-2-3 Health and Medicaid Cluster: State Medicaid Fraud Control 93.775 Allowable costs
Human Services Units, Hurricane Katrina Relief, State Survey and 93.776
Certification of Health Care Providers and Suppliers, 93.777
Medical Assistance Program 93.778
2008-2-5 Health and Medical Assistance Program 93.778 Allowable costs and
Human Services cost principles
2008-3-2 Agriculture Special Supplemental Nutrition Program for Women, 10.557 Cash management
Infants, and Children (WIC)
2008-3-3 Education Adult Education—Basic Grants for States, Title | 84.002 Cash management
Grants to Local Educational Agencies, Safe and 84.010
Drug-Free Schools and Communities—State Grants, 84.186
Twenty-First Century Community Learning Centers, 84.287
English Language Acquisition Grants, Improving 84.365

Teacher Quality State Grants 84.367
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CATALOG
OF FEDERAL
DOMESTIC
FINDING ASSISTANCE
NUMBER FEDERAL DEPARTMENT PROGRAM NUMBER COMPLIANCE REQUIREMENT(S)
2008-3-9 Homeland Security Disaster Grants—Public Assistance (Presidentially 97.036 Cash management
Declared Disasters), Homeland Security 97.067
Grant Program
2008-3-10 Health and Child Support Enforcement 93.563 Cash management
Human Services
2008-5-3 Health and HIV Care Formula Grants 93.917 Eligibility
Human Services
2008-5-4 Health and Medicaid Cluster: State Medicaid Fraud Control 93.775 Eligibility
Human Services Units, Hurricane Katrina Relief, State Survey and 93.776
Certification of Health Care Providers and Suppliers, 93.777
Medical Assistance Program 93.778
2008-7-4 Education Adult Education—Basic Grants to States 84.002 Matching and level of
effort—maintenance
of effort
2008-7-10 The Corporation AmeriCorps 94.006 Matching
for National and
Community Service
2008-7-15 Housing and Community Development Block Grants/ 14.228 Earmarking
Urban Development  State’s Program
2008-8-4 Health and Child Care Development Fund Cluster: Child Care and 93.575 Period of availability
Human Services Development Block Grant, Child Care Mandatory 93.596
and Matching Funds of the Child Care and
Development Fund
2008-8-8 Education Safe and Drug-Free Schools and Communities— 84.186 Period of availability
State Grants
2008-8-9 Health and Block Grants for Prevention and Treatment of 93.959 Period of availability
Human Services Substance Abuse
2008-8-11 Health and Block Grants for Community Mental Health Services 93.958 Period of availability
Human Services
2008-9-2 Health and Block Grants for Community Mental Health Services 93.958 Procurement, suspension
Human Services and debarment
2008-9-3 Health and Promoting Safe and Stable Families, Refugee and 93.556 Procurement, suspension
Human Services Entrant Assistance—State Administered Programs 93.566 and debarment
2008-9-4 Health and Promoting Safe and Stable Families, Temporary 93.556 Procurement, suspension
Human Services Assistance for Needy Families, Refugee and Entrant 93.558 and debarment
Assistance—State Administered Programs, Child 93.566
Welfare Services—State Grants, Foster Care—Title 93.645
IV-E, Adoption Assistance 93.658
93.659
2008-9-5 Housing and Community Development Block Grants/ 14.228 Suspension and debarment
Urban Development  State’s Program
2008-12-1 Election Assistance Help America Vote Act Requirement Payments 90.401 Reporting
Commission
2008-12-3 Education Title | Grants to Local Educational Agencies, English 84.010 Reporting
Language Acquisition Grants 84.365
2008-13-12  Health and Medicaid Cluster: State Medicaid Fraud Control 93.775 Subrecipient monitoring
and Human Services Units, Hurricane Katrina Relief, State Survey and 93.776
2008-13-13 Certification of Health Care Providers and Suppliers, 93.777
Medical Assistance Program 93.778
2008-13-20  Health and Child Support Enforcement 93.563 Subrecipient monitoring
Human Services
2008-13-21  Education Safe and Drug-Free Schools and Communities— 84.186 Subrecipient monitoring
State Grants
2008-13-22  Health and Block Grants for Prevention and Treatment of 93.959 Subrecipient monitoring
Human Services Substance Abuse
2008-13-23  Health and Block Grants for Community Mental Health Services 93.958 Subrecipient monitoring

Human Services

continued on next page .. .
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CATALOG
OF FEDERAL
DOMESTIC
FINDING ASSISTANCE
NUMBER FEDERAL DEPARTMENT PROGRAM NUMBER COMPLIANCE REQUIREMENT(S)
2008-13-25  Health and Promoting Safe and Stable Families 93.556 Subrecipient monitoring
Human Services
2008-13-28  Health and Temporary Assistance for Needy Families, Foster 93.558 Subrecipient monitoring
Human Services Care—Title IV-E, Adoption Assistance 93.658
93.659
2008-13-29  Health and Adoption Assistance 93.659 Subrecipient monitoring
Human Services
2008-13-31  Housing and Community Development Block Grants/State’s 14.228 Subrecipient monitoring
Urban Development ~ Program, HOME Investment Partnerships Program 14.239
2008-14-5 Health and Medicaid Cluster: State Medicaid Fraud Control 93.775 Special tests and
Human Services Units, Hurricane Katrina Relief, State Survey and 93.776 provisions—provider
Certification of Health Care Providers and Suppliers, 93.777 eligibility
Medical Assistance Program 93.778
2008-14-8 Education Special Education—Grants for Infants and Families 84.181 Special tests and provisions
with Disabilities
2008-14-9 Health and Child Support Enforcement 93.563 Special tests and provisions
Human Services
2008-14-10  Health and Block Grants for Community Mental Health Services 93.958 Special tests and provisions
Human Services
2008-14-11  Health and Adoption Assistance 93.659 Special tests and provisions

Human Services

Compliance with such requirements is necessary, in our opinion, for the State of California to comply
with the requirements applicable to those programs.

In our opinion, except for the effects of such noncompliance, if any, as might have been determined
had we been able to examine sufficient evidence regarding the State of California’s compliance with the
requirements described in Table 1 and except for the remaining noncompliance described in Table 2,
the State of California complied, in all material respects, with the requirements referred to above that
are applicable to each of its major federal programs for the year ended June 30, 2008. However, the
results of our auditing procedures disclosed instances of noncompliance with those requirements,
which are required to be reported in accordance with OMB Circular A-133 and which are described in
the accompanying schedule of findings and questioned costs as items:

2008-1-3, 2008-1-5, 2008-1-8, 2008-2-1, 2008-2-2, 2008-2-6, 2008-2-7, 2008-2-8, 2008-2-9, 2008-2-11,
2008-3-4, 2008-3-6, 2008-3-8, 2008-3-11, 2008-3-12, 2008-5-5, 2008-5-6, 2008-5-7, 2008-7-9, 2008-8-2,
2008-8-5, 2008-8-7, 2008-8-10, 2008-9-1, 2008-12-2, 2008-12-5, 2008-12-7, 2008-12-8, 2008-12-9,
2008-12-10, 2008-12-11, 2008-12-12, 2008-12-13, 2008-12-14, 2008-12-16, 2008-12-18, 2008-13-1,
2008-13-2, 2008-13-3, 2008-13-4, 2008-13-5, 2008-13-6, 2008-13-7, 2008-13-8, 2008-13-10, 2008-13-11,
2008-13-14, 2008-13-15, 2008-13-16, 2008-13-18, 2008-13-19, 2008-13-26, 2008-13-27, 2008-13-32,
2008-14-1, 2008-14-2, and 2008-14-4.

Internal Control Over Compliance

The management of the State of California is responsible for establishing and maintaining effective
internal control over compliance with requirements of laws, regulations, contracts, and grants
applicable to federal programs. In planning and performing our audit, we considered the State of
California’s internal control over compliance with requirements that could have a direct and material
effect on a major federal program in order to determine our auditing procedures for the purpose

of expressing our opinion on compliance, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on

the effectiveness of the State of California’s internal control over compliance.
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Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in the State of California’s
internal control that might be significant deficiencies or material weaknesses as defined below.
However, as discussed below, we identified certain deficiencies in internal control over compliance that
we consider to be significant deficiencies and others that we consider to be material weaknesses.

A control deficiency in an entity’s internal control over compliance exists when the design or operation
of a control does not allow management or employees, in the normal course of performing their
assigned functions, to prevent or detect noncompliance with a type of compliance requirement of a
federal program on a timely basis. A significant deficiency is a control deficiency, or combination of
control deficiencies, that adversely affects the entity’s ability to administer a federal program such that
there is more than a remote likelihood that noncompliance with a type of compliance requirement of
a federal program that is more than inconsequential will not be prevented or detected by the entity’s
internal control. We consider the deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs as items 2008-1-1, 2008-1-2, 2008-1-3,
2008-1-4, 2008-1-5, 2008-1-6, 2008-1-7, 2008-1-8, 2008-1-9, 2008-1-10, 2008-1-11, 2008-1-12,
2008-1-13, 2008-1-14, 2008-2-1, 2008-2-2, 2008-2-3, 2008-2-4, 2008-2-6, 2008-2-7, 2008-2-8, 2008-2-9,
2008-2-10, 2008-3-1, 2008-3-2, 2008-3-3, 2008-3-4, 2008-3-5, 2008-3-6, 2008-3-7, 2008-3-8, 2008-3-9,
2008-3-10, 2008-3-12, 2008-3-13, 2008-5-2, 2008-5-3, 2008-5-4, 2008-5-5, 2008-5-6, 2008-5-7,
2008-7-1, 2008-7-2, 2008-7-3, 2008-7-4, 2008-7-5, 2008-7-6, 2008-7-7, 2008-7-8, 2008-7-9, 2008-7-10,
2008-7-11, 2008-7-12, 2008-7-13, 2008-7-14, 2008-7-16, 2008-7-17, 2008-8-1, 2008-8-2, 2008-8-3,
2008-8-4, 2008-8-5, 2008-8-8, 2008-8-10, 2008-8-11, 2008-8-12, 2008-9-1, 2008-9-2, 2008-9-3,
2008-9-4, 2008-9-5, 2008-12-1, 2008-12-2, 2008-12-3, 2008-12-4, 2008-12-5, 2008-12-6, 2008-12-7,
2008-12-8, 2008-12-9, 2008-12-10, 2008-12-11, 2008-12-12, 2008-12-13, 2008-12-15, 2008-12-18,
2008-12-19, 2008-12-20, 2008-13-2, 2008-13-3, 2008-13-4, 2008-13-5, 2008-13-6, 2008-13-7, 2008-13-8,
2008-13-9, 2008-13-10, 2008-13-11, 2008-13-12, 2008-13-13, 2008-13-14, 2008-13-15, 2008-13-16,
2008-13-17, 2008-13-19, 2008-13-20, 2008-13-22, 2008-13-23, 2008-13-25, 2008-13-26, 2008-13-27,
2008-13-28, 2008-13-29, 2008-13-30, 2008-13-31, 2008-14-1, 2008-14-2, 2008-14-3, 2008-14-4,
2008-14-5, 2008-14-6, 2008-14-7, 2008-14-8, 2008-14-9, 2008-14-10, and 2008-14-11 to be significant
deficiencies.

A material weakness is a significant deficiency or combination of significant deficiencies, that results in
more than a remote likelihood that material noncompliance with a type of compliance requirement of
a federal program will not be prevented or detected by the entity’s internal control. Of the significant
deficiencies in internal control over compliance described in the accompanying schedule of findings
and questioned costs, we consider items 2008-1-4, 2008-1-5, 2008-1-6, 2008-1-7, 2008-1-9, 2008-1-10,
2008-1-11, 2008-1-12, 2008-1-13, 2008-1-14, 2008-2-3, 2008-2-4, 2008-2-9, 2008-2-10, 2008-3-2,
2008-3-3, 2008-3-9, 2008-3-10, 2008-3-13, 2008-5-3, 2008-5-4, 2008-5-6, 2008-7-1, 2008-7-2, 2008-7-3,
2008-7-4, 2008-7-10, 2008-7-11, 2008-7-13, 2008-7-14, 2008-7-16, 2008-8-1, 2008-8-3, 2008-8-4,
2008-8-8, 2008-8-11, 2008-8-12, 2008-9-1, 2008-9-2, 2008-9-3, 2008-9-4, 2008-12-1, 2008-12-2,
2008-12-3, 2008-12-15, 2008-13-12, 2008-13-13, 2008-13-16, 2008-13-17, 2008-13-20, 2008-13-22,
2008-13-23, 2008-13-25, 2008-13-27, 2008-13-28, 2008-13-29, 2008-14-1, 2008-14-5, 2008-14-7,
2008-14-8, 2008-14-9, 2008-14-10, and 2008-14-11 to be material weaknesses.

The State of California’s response to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit the State of California’s
response and, accordingly, we express no opinion on it.

Schedule of Federal Assistance

We have audited the financial statements of the governmental activities, the business-type activities,
the aggregate discretely presented component units, each major fund, and the aggregate remaining
fund information of the State of California, as of and for the year ended June 30, 2008, and have issued
our report thereon dated February 25, 2009. We did not audit the following significant amounts in the
financial statements of:

11
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Government-wide Financial Statements

« Certain enterprise funds that, in the aggregate, represent 86 percent, 53 percent, and 56 percent,
respectively, of the assets, net assets and revenues of the business-type activities.

+ The University of California, State Compensation Insurance Fund, California Housing Finance
Agency, Public Employees’ Benefits, and certain other funds that, in the aggregate, represent over
99 percent of the assets, net assets and revenues of the discretely presented component units.

Fund Financial Statements

+ The following major enterprise funds: Electric Power fund, Water Resources fund, Public Building
Construction fund, and State Lottery fund.

« Certain nonmajor enterprise funds that represent 90 percent, 81 percent, and 88 percent,
respectively, of the assets, net assets and revenues of the nonmajor enterprise funds.

+ The funds of the Public Employees’ Retirement System and the State Teachers’ Retirement System
that, in the aggregate, represent 91 percent, 93 percent, and 12 percent, respectively, of the assets, net
assets and additions of the fiduciary funds and similar component units.

+ The discretely presented component units noted above.

Those financial statements were audited by other auditors whose reports have been furnished to us, and
our opinions, insofar as they relate to the amounts included for those funds and entities, is based on the
reports of the other auditors. We conducted our audit in accordance with auditing standards generally
accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Our audit was performed for the purpose of forming our opinions on the financial statements that
collectively comprise the State of California’s basic financial statements. The accompanying schedule of
federal assistance is presented for purposes of additional analysis as required by OMB Circular A-133
and is not a required part of the basic financial statements. OMB Circular A-133 requires the schedule
of federal assistance to present total expenditures for each federal assistance program. However,
although the State’s automated accounting system separately identifies receipts for each federal
assistance program, it does not separately identify expenditures for each program. As a result, the State
presents the schedule of federal assistance on a cash receipts basis. In addition, the schedule of federal
assistance does not include expenditures of federal awards received by the University of California and
the California State University systems, or the California Housing Finance Agency. These expenditures
are audited by other independent auditors in accordance with OMB Circular A-133. The information
in the accompanying schedule has been subjected to the auditing procedures applied in the audit of the
basic financial statements and, in our opinion, is fairly stated, in all material respects, in relation to

the basic financial statements taken as a whole.

This report is intended solely for the information and use of the governor and Legislature of the
State of California, the management of the executive branch, and the federal awarding agencies and
pass-through entities and is not intended to be and should not be used by anyone other than these
specified parties.

BUREAU OF STATE AUDITS

PHILIP J. JELICICH, CPA
Deputy State Auditor

February 25, 2009
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STATE OF CALIFORNIA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS FORTHE
FISCAL YEAR ENDED JUNE 30, 2008
Summary of Auditor’s Results
Financial Statements
Type of auditor’s report issued Unqualified

Internal control over financial reporting:
Material weakness(es) identified? No

Significant deficiency(ies) identified that are not considered to be

material weaknesses? Yes
Noncompliance material to financial statements noted? No
Federal Awards

Internal control over major programs:
Material weaknesses identified? Yes

Significant deficiency(ies) identified that are not considered to be
material weaknesses? Yes

Type of auditor’s reports issued on compliance for major programs:

Special Supplemental Nutrition Program for Women, Infants, and

Children (10.557) Qualified
National Guard Military Operations and Maintenance (O&M)

Projects (12.401) Qualified
Community Development Block Grants/State’s Program (14.228) Qualified
HOME Investments Partnerships Program (14.239) Qualified
Adult Education—Basic Grants to States (84.002) Qualified
Title I Grants to Local Educational Agencies (84.010) Qualified
Safe and Drug-Free Schools and Communities—State Grants (84.186) Qualified
Twenty-First Century Community Learning Centers (84.287) Qualified
English Language Acquisition Grants (84.365) Qualified
Improving Teacher Quality State Grants (84.367) Qualified
Temporary Assistance for Needy Families (93.558) Qualified

continued on next page. ..
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Child Support Enforcement (93.563) Qualified

Child Care Development Fund Cluster: Child Care and Development
Block Grant, Child Care Mandatory and Matching Funds of the Child Care

and Development Fund (93.575 and 93.596) Qualified
Foster Care—Title IV-E (93.658) Qualified
Adoption Assistance (93.659) Qualified

Medicaid Cluster: State Medicaid Fraud Control units, Hurricane Katrina
Relief, State Survey and Certification of Health Care Providers and Suppliers,
Medical Assistance Program (93.775, 93.776, 93.777, and 93.778) Qualified

HIV Care Formula Grants (93.917) Qualified

Disaster Grants—Public Assistance (Presidentially Declared Disasters) (97.036)  Qualified

Homeland Security Grant Program (97.067) Qualified
Block Grants for Prevention and Treatment of Substance Abuse (93.959) Qualified
All other major programs Unqualified

Any audit findings disclosed that are required to be reported in accordance
with Section .510(a) of OMB Circular A-133? Yes

Dollar threshold used to distinguish between Type A and Type B programs $79.6 million

Auditee qualified as low-risk auditee? No
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Identification of Major Programs:

CFDA Number

10.557
10.558

12.401
14.228
14.239
16.606
64.114
66.458
84.002
84.010
84.011
84.032
84.048
84.181
84.186
84.287
84.357
84.365
84.367
93.283

93.558
93.563
93.568
93.658
93.659
93.767
93.889
93.917
93.959
97.036
97.046

Name of Federal Program or Cluster of Programs

Aging Cluster

Child Care Development Fund Cluster
Child Nutrition Cluster

Employment Services Cluster
Homeland Security Cluster

Medicaid Cluster

Special Education Cluster

WIA Cluster

Special Supplemental Nutrition Program for Women, Infants, and Children
Child and Adult Care Food Program

National Guard Military Operations and Maintenance (O&M) Projects
Community Development Block Grants/State’s Program

HOME Investments Partnerships Program

State Criminal Alien Assistance Program

Veterans Housing—Guaranteed and Insured Loans

Capitalization Grants for Clean Water State Revolving Funds

Adult Education—Basic Grants to States

Title I Grants to Local Educational Agencies

Migrant Education—State Grant Program

Federal Family Education Loans—Guaranty Agencies

Career and Technical Education—Basic Grants to States

Special Education—Grants for Infants and Families with Disabilities
Safe and Drug-Free Schools and Communities—State Grants
Twenty-First Century Community Learning Centers

Reading First State Grants

English Language Acquisition Grants

Improving Teacher Quality State Grants

Centers for Disease Control and Prevention—Investigations and
Technical Assistance

Temporary Assistance for Needy Families

Child Support Enforcement

Low-Income Home Energy Assistance

Foster Care—Title IV-E

Adoption Assistance

State Children’s Insurance Program

National Bioterrorism Hospital Preparedness Program

HIV Care Formula Grants

Block Grants for Prevention and Treatment of Substance Abuse
Disaster Grants—Public Assistance (Presidentially Declared Disasters)
Fire Management Assistance Grant

17



18 California State Auditor Report 2008-002
May 2009

Blank page inserted for reproduction purposes only.



California State Auditor Report 2008-002 19
May 2009

Internal Control and Compliance Issues Applicable
to the Financial Statements and State Requirements



20 California State Auditor Report 2008-002
May 2009

Blank page inserted for reproduction purposes only.



California State Auditor Report 2008-002
May 2009

CALIFORNIA EMERGENCY MANAGEMENT AGENCY

Reference Number: 2008-15-1

Condition

In preparing its adjustments for fiscal year 200708, the California Emergency Management Agency
(Emergency Management), formerly the Office of Emergency Services, overstated its liabilities and
expenditures by $352 million for the Federal Trust Fund. On a budgetary/legal basis, local assistance
contracts or grants are recorded as encumbrances when the grant commitment or contract is executed.
However, in accordance with the accounting principles generally accepted in the United States of
America, these commitments are not reported as encumbrances because the future expenditures
related to them are either reimbursed or funded from other sources, or the State will not own the
resulting asset. The overstatement errors were caused by Emergency Management’s recording
commitments as liabilities.

When departments make errors in their generally accepted accounting principles (GAAP) adjustments,
the State Controller’s Office (SCO) will not have accurate data when preparing the State’s GAAP-based
financial statements that it includes in the Comprehensive Annual Financial Report.

Criteria

Under California Government Code, sections 12460 and 12461, the SCO is required to issue a report
prepared strictly in accordance with GAAP. To assist it in this responsibility, the SCO annually requests
departments to provide adjustments to conform their financial statements to GAAP. Further, the SCO
provides instructions to help departments prepare their GAAP adjustments.

Recommendation

Emergency Management should make improvements to its financial reporting process to ensure
that it prepares and submits accurate GAAP adjustments to the SCO. In particular, Emergency
Management should properly distinguish between commitments and encumbrances in preparing its
GAAP adjustments.

Department’s View and Corrective Action Plan

Emergency Management concurs with our finding and submitted the GAAP adjustments for the
Federal Trust Fund upon learning of the error. In addition, Emergency Management indicated it would
submit required adjustments related to commitments in the future.

DEPARTMENT OF PARKS AND RECREATION

Reference Number: 2008-15-2

Condition

For the fiscal year ended June 30, 2004, we reported that the Department of Parks and Recreation
(Parks and Recreation) continued to have inadequate procedures to account for and report its real
property. Specifically, its acquisition unit had not reported $3.4 million in ancillary costs for the

real property acquired between July 2001 and June 2002, and it did not report ancillary costs to

the Department of General Services (General Services) in a format that allows input into the Statewide
Property Inventory system. In addition, Parks and Recreation did not reconcile the amounts reported
in the Statewide Property Inventory with its records. In December 2004, in an attempt to reconcile the
two sources, Parks and Recreation acknowledged an unexplained difference of $167 million between its
and General Service’s Statewide Property Inventory account balances for land. In its corrective action
plan, Parks and Recreation had stated that it would work with General Services to develop a process
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to include ancillary costs in the Statewide Property Inventory and that it had initiated a process to
reconcile the amounts reported in the Statewide Property Inventory with its Statement of Changes in
General Fixed Assets.

In November 2007 we followed up with Parks and Recreation to determine whether it reports ancillary
costs to General Services for inclusion in the Statewide Property Inventory. Parks and Recreation
informed us that it had reported all ancillary costs of real property to General Services in a format

that allows input into the Statewide Property Inventory, and as a result, its records agree with that

of General Services. In November 2008 Parks and Recreation informed us that it had not fully
implemented our prior year’s recommendation to reconcile the amounts reported in the Statewide
Property Inventory with its Statement of Changes in General Fixed Assets and that the difference
between the two sources was $33.2 million. Because Parks and Recreation has not fully implemented
our recommendation to reconcile the amounts reported, we did not review its progress in reporting
ancillary costs.

Unless Parks and Recreation reports complete and accurate ancillary cost information to General
Services and periodically reconciles its Statement of Changes in General Fixed Assets with the
Statewide Property Inventory, the State’s financial statements may be misstated, and the Statewide
Property Inventory may be incomplete and inaccurate.

Criteria

The State Administrative Manual, Section 8611, requires that all costs related to purchasing land be
included in the capitalized amount. This includes ancillary costs such as legal and title fees, title search
costs, and costs of grading, surveying, draining, or other related items.

The California Government Code, Section 11011.15, requires departments to furnish General Services
with a record of each parcel of real property that it possesses and to update its real property holdings
by July 1 each year. It also requires General Services to maintain a complete and accurate inventory of
all real property held by the State. General Services includes Parks and Recreation’s information in the
Statewide Property Inventory.

The State Administrative Manual, Section 7924, requires agencies to annually reconcile the amounts
reported in the Statewide Property Inventory with the Statement of Changes in General Fixed Assets.

The State Administrative Manual, sections 7463, 7977, and 8660, requires agencies to report to the
State Controller’s Office (SCO) in a Statement of Changes in General Fixed Assets all additions and
deductions to real property funded by governmental funds. The SCO includes this information in the
State’s financial statements.

Recommendation

Parks and Recreation should reconcile the amounts reported in the Statewide Property Inventory with
its Statement of Changes in General Fixed Assets.

Department’s View and Corrective Action Plan

Parks and Recreation concurs with our findings but indicates that additional time is necessary for full
implementation of the recommendation.
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DEPARTMENT OF MENTAL HEALTH

Reference Number: 2008-15-3

Condition

In preparing its adjustments for fiscal year 2007—-08, the Department of Mental Health (Mental Health)
overstated its encumbrance reserve amount by $581 million for the Mental Health Services Fund. On

a budgetary/legal basis, local assistance contracts or grants are recorded as encumbrances when the
contract or grant is executed. However, in accordance with the accounting principles generally accepted
in the United States of America, these commitments are not reported as encumbrances because the
future expenditures related to them are either reimbursed or funded from other sources, or the State
will not own the resulting asset. The overstatement error was caused by Mental Health not submitting
a generally accepted accounting principles (GAAP) adjustment to reduce the encumbrance reserve
and reclassify its local assistance obligation as a commitment. When departments make errors in their
GAAP adjustments, the State Controller’s Office (SCO) will not have accurate data when preparing

the State’s GAAP-based financial statements that it includes in the Comprehensive Annual Financial
Report.

Criteria

Under California Government Code, sections 12460 and 12461, the SCO is required to issue a report
prepared strictly in accordance with GAAP. To assist it in this responsibility, the SCO annually requests
departments to provide adjustments to conform their financial statements to GAAP. Further, the SCO
provides instructions to help departments prepare their GAAP adjustments.

Recommendation

Mental Health should make improvements to its financial reporting process to ensure that it prepares
and submits accurate GAAP adjustments to the SCO. In particular, Mental Health should properly
distinguish between commitments and encumbrances in preparing its GAAP adjustments.

Department’s View and Corrective Action Plan

Mental Health concurs with our finding and indicates that it will incorporate this GAAP adjustment
to reclassify encumbrance balances related to commitments as a part of its annual financial
reporting process.

DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT

Reference Number: 2008-15-4

Condition

In preparing its adjustments for fiscal year 2007-08, the Department of Housing and Community
Development (Housing) overstated its encumbrance reserve amount by $50 million for the Building
Equity and Growth in Neighborhoods Fund and $400 million for the Regional Planning, Housing, and
Infill Incentive Account, Housing and Emergency Shelter Trust Fund of 2006. On a budgetary/legal
basis, local assistance contracts or grants are recorded as encumbrances when the contract or

grant is executed. However, in accordance with the accounting principles generally accepted in the
United States of America, these commitments are not reported as encumbrances because the future
expenditures related to them are either reimbursed or funded from other sources, or the State will not
own the resulting asset. The overstatement errors were caused by Housing not submitting its generally
accepted accounting principles (GAAP) adjustments to reduce the encumbrance reserves and reclassify
its local assistance obligations as commitments.
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When departments make errors in their GAAP adjustments, the State Controller’s Office (SCO) will
not have accurate data when preparing the State’s GAAP-based financial statements that it includes in
the Comprehensive Annual Financial Report.

Criteria

Under California Government Code, sections 12460 and 12461, the SCO is required to issue a report
prepared strictly in accordance with GAAP. To assist it in this responsibility, the SCO annually requests
departments to provide adjustments to conform their financial statements to GAAP. Further, the SCO
provides instructions to help departments prepare their GAAP adjustments.

Recommendation

Housing should make improvements to its financial reporting process to ensure that it prepares and
submits accurate GAAP adjustments to the SCO. In particular, Housing should properly distinguish
between commitments and encumbrances in preparing its GAAP adjustments.

Department’s View and Corrective Action Plan

Housing plans to further research our recommendation to ensure it abides by the California
Government Code and if appropriate, apply adjusting entries consistently in subsequent fiscal years.
If appropriate, Housing will incorporate its analysis and the recommendations of the Bureau of State
Audits into its annual financial reporting process.

CALIFORNIA DEPARTMENT OF TRANSPORTATION

Reference Number: 2008-15-5

Condition

In preparing its financial reports for fiscal year 200708, the Department of Transportation (Caltrans)
overstated its reserve for encumbrances and commitments by a total of $192 million by understating
various liability accounts and related expenditures. Funds affected by this misstatement are the State
Highway Account, Bicycle Transportation Account, Public Transportation Account, Traffic Congestion
Relief Fund, Transportation Investment Fund, and the Transportation Deferred Investment Fund. In
accordance with the accounting principles generally accepted in the United States of America, a reserve
for encumbrance derives from an executed agreement with unperformed services or undelivered goods.
A commitment arises out of an agreement to provide funding to a local government for expenditure.
For any goods or services received by year-end that remain unpaid, or funding for a local government
that is due, Caltrans must prepare an accrual to report these costs as a liability and reflect the related
expenditure. This error occurred because Caltrans excluded liabilities totaling $192 million when
preparing its accruals, and instead recorded these liabilities as encumbrances and commitments.

Criteria

Under California Government Code, sections 12460 and 12461, the State Controller’s Office (SCO)

is required to issue a report prepared strictly in accordance with generally accepted accounting
principles (GAAP). To assist it in this responsibility, the SCO annually requests departments to provide
adjustments to conform their financial statements to GAAP. Further, the SCO provides instructions to
help departments prepare their GAAP adjustments.

Recommendation

Caltrans should make improvements to its financial reporting process to ensure it accurately reports
reserve for encumbrances, commitments, and various liability accounts and related expenditures.
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Department’s View and Corrective Action Plan

Caltrans concurred that it overstated reserve for encumbrances and commitments by a total of

$192 million by understating various liability accounts and related expenditures. Caltrans stated its
accruals reflected the cost of goods or services received by year-end for which an invoice had been
given prior to a cut-off date necessary to meet the State’s financial reporting deadlines. The $192 million
in liabilities and related expenditures reflected the cost of goods or services received for which Caltrans
had not been given an invoice before the cut-off date. In the future, Caltrans agreed to accrue an
estimate for such obligations based on historical data. However, Caltrans stated that due to significant
fluctuations in funding levels, it could not provide assurance that the estimate prepared at the time of
reporting deadlines would reasonably approximate the actual data available several months later.

CALIFORNIA DEPARTMENT OF TRANSPORTATION

Reference Number: 2008-15-6

Condition

In preparing its adjustments for fiscal year 2007—08, the Department of Transportation (Caltrans)
overstated its reserve for encumbrances by $617 million for the Public Transportation Account. On

a budgetary/legal basis, local assistance contracts or grants are recorded as encumbrances when the
underlying agreement is executed. However, in accordance with the accounting principles generally
accepted in the United States of America, these commitments are not reported as encumbrances
because the future expenditures are either reimbursed or funded from other sources, or the State

will not own the resulting asset. The error occurred because Caltrans did not submit a generally
accepted accounting principles (GAAP) adjustment to the State Controller’s Office (SCO) reclassifying
$617 million in encumbrance reserves to commitments.

When departments do not prepare necessary GAAP adjustments, the SCO does not have the data it
needs to accurately prepare the State’s GAAP-basis financial statements included in the Comprehensive
Annual Financial Report.

Criteria

Under California Government Code, sections 12460 and 12461, the SCO is required to issue a report
prepared strictly in accordance with GAAP. To assist it in this responsibility, the SCO annually requests
departments to provide adjustments to conform their financial statements to GAAP. Further, the SCO
provides instructions to help departments prepare their GAAP adjustments.

Recommendation

Caltrans should make improvements to its financial reporting process to ensure that it prepares and
submits accurate GAAP adjustments to the SCO. In particular, Caltrans should properly distinguish
between commitments and encumbrances in preparing its GAAP adjustments.

Department’s View and Corrective Action Plan

Caltrans concurred with our finding and submitted a GAAP entry to the SCO to reclassify $617 million
from reserve for encumbrances to commitments.
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FRANCHISE TAX BOARD

Reference Number: 2008-15-7

Condition

The Franchise Tax Board (FTB) overstated its fiscal year 2007—08 revenue accruals for corporation
taxes by a combined $808 million. Chapter 751, Statutes of 2008, required a change in the calculation
of tax revenue accruals, and Chapter 1 of the First Extraordinary Session, Statutes of 2008, directed

the Department of Finance (Finance) to provide guidance to the FTB on the implementation of this
change. Finance subsequently provided the FTB with instructions for executing this change on a
budgetary/legal basis, but directed it to only partially implement the changes in fiscal year 2007-08 and
to fully implement these changes in fiscal year 2008—09. The FTB subsequently estimated this change
would amount to a $305 million increase to its corporation tax revenue accruals for fiscal year 2007-08.
Under accounting principles generally accepted in the United States of America an estimate can be a
valid basis for calculating an accrual, but there must be a reasonable basis for the estimate. However,
neither Finance nor the FTB was able to provide adequate support for the methodology the FTB

used to estimate these additional revenues, nor could they provide a valid reason for only partially
implementing this change in fiscal year 2007—-08. Although the $305 million increase to the FTB's
corporation tax revenue accruals was appropriate on a budgetary/legal basis, the FTB should have
submitted a generally accepted accounting principles (GAAP) adjustment to the State Controller’s
Office (SCO) to reverse this accrual.

In addition, Chapter 1 of the First Extraordinary Session, Statutes of 2008, established a new penalty to
be assessed against any corporation that has an understatement of tax of $1 million or more in any open
tax year from January 1, 2003. However, this same law allows corporations to file amended tax returns
by May 31, 2009, to pay any additional self-assessed taxes and avoid the penalty. The FTB estimated

that corporations will self-assess and remit an additional $1.4 billion by this deadline and increased its
corporation tax revenue accruals by the same amount for fiscal year 2007—08. However, the FTB also
estimated that corporations would submit refund claims against the $1.4 billion they submitted. Thus,
because the FTB expects to net only $900 million from the $1.4 billion it estimates it will receive from
this new tax penalty in fiscal year 2007-08, it should have submitted a GAAP adjustment to the SCO to
reduce its revenue accruals by $503 million to account for future refunds.

When departments do not prepare necessary GAAP adjustments, the SCO does not have accurate data
when preparing the State’s GAAP-based financial statements included in the Comprehensive Annual
Financial Report. Subsequent to our review, the FTB submitted GAAP adjustments to the SCO to
reduce its corporation tax revenue accruals by a net of $808 million, which were then properly reflected
in the State’s Comprehensive Annual Financial Report.

Criteria

Under California Government Code, sections 12460 and 12461, the SCO is required to issue a report
prepared strictly in accordance with GAAP. To assist it in this responsibility, the SCO annually requests
departments to provide adjustments to conform their financial statements to GAAP. Further, the SCO
provides instructions to help departments prepare their GAAP adjustments.

Recommendations

The FTB needs to ensure that its revenue accruals are adequately supported and develop a reasonable
basis for estimating the taxes it will generate in fiscal year 2008—09 and subsequent fiscal years

under the changes in law made by Chapter 751, Statutes of 2008. In addition, the FTB should make
improvements to its financial reporting process to ensure that it prepares and submits appropriate
GAAP adjustments to the SCO.

Department’s View and Corrective Action Plan

The FTB concurred with our finding and submitted GAAP adjustments to the SCO to reduce its
corporation tax revenue accruals by a net of $808 million.
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U.S. OFFICE OF MANAGEMENT AND BUDGET

Reference Number: 2008-12-17

Federal Program: All Programs

Category of Finding: Reporting

State Administering Department: Department of Finance (Finance)

Criteria

U.S. OFFICE OF MANAGEMENT AND BUDGET CIRCULAR A-133, AUDITS OF STATES,
LOCAL GOVERNMENTS, AND NON-PROFIT ORGANIZATIONS (OMB CIRCULAR A-133),
Subpart C—Auditees, Section .310—Financial Statements

(b)  Schedule of expenditures of Federal awards. The auditee shall also prepare a schedule of
expenditures of Federal awards for the period covered by the auditee’s financial statements. At a
minimum, the schedule shall:

(3) Provide total Federal awards expended for each individual Federal program and the CFDA
number or other identifying number when the CFDA information is not available.

OMB CIRCULAR A-133, Subpart D—Auditors, Section .520—Major Program Determination

(a)  General. The auditor shall use a risk-based approach to determine which Federal programs are
major programs. The risk-based approach shall include consideration of: current and prior audit
experience, oversight by Federal agencies and pass-through entities, and the inherent risk of the
Federal program. The process in paragraphs (b) through (i) of this section shall be followed.

(b)  Step 1.

(1)  The auditor shall identify the larger Federal programs, which shall be labeled Type
A programs. Type A programs are defined as Federal programs with Federal awards
expended during the audit period exceeding the larger of:

(i) $300,000 or three percent (.03) of total Federal awards expended in the case of an
auditee for which total Federal awards expended equal or exceed $300,000 but are
less than or equal to $100 million.

(ii) $3 million or three-tenths of one percent (.003) of total Federal awards expended in
the case of an auditee for which total Federal awards expended exceed $100 million
but are less than or equal to $10 billion.

(ili)  $30 million or 15 hundredths of one-percent (.0015) of total Federal awards
expended in the case of an auditee for which total Federal awards expended exceed
$10 billion.

Condition

State law requires Finance to maintain a complete accounting system to ensure that all revenues,
expenditures, receipts, disbursements, resources, obligations, and property of the State are accounted
for properly and accurately. Because of limitations in its automated accounting systems, the State has
not complied with the provision of OMB Circular A-133 requiring auditees to prepare a schedule of
expenditures of federal awards that includes the total federal awards expended for each individual
federal program. As a result, the schedule (beginning on page 339) shows total cash receipts rather than
expenditures by program. Further, without the expenditure information, we are unable to comply with
the provision of OMB Circular A-133 for determining which federal programs are major programs.
Instead, we use the cash receipts information to make our determination for Type A programs. We also
review expenditure information for those federal programs that have cash receipts within 10 percent of
the Type A program threshold to ensure that they are classified correctly as Type A programs.
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Recommendation

As priorities and resources permit, Finance should modify the State’s accounting system to allow it to
prepare a schedule of expenditures of federal awards that includes the total federal awards expended for
each individual federal program.

Department’s View and Corrective Action Plan

Finance noted that the State’s accounting system will require substantial modification to comply with
federal and state requirements. Finance received approval for a new integrated statewide financial
management system, the Financial Information System for California (FI$Cal). In light of the current
economic climate in California, and FI$Cal’s heavy reliance on bond funding, the project has slowed
its forward progress on the Request for Proposal. Once full funding is obtained, forward progress
will quickly continue. It is anticipated that the new system will have the capability to provide total
expenditures for each federal program as required by OMB Circular A-133.

U.S. DEPARTMENT OF THE TREASURY

Reference Number: 2008-3-14

Federal Program Title: All Programs Subject to the Treasury—
State Agreement

Category of Finding: Cash Management

State Administering Department: Department of Finance (Finance)

Criteria

TITLE 31—MONEY AND FINANCE, SUBTITLE V—GENERAL ASSISTANCE
ADMINISTRATION, CHAPTER 65—INTERGOVERNMENTAL COOPERATION, Section 6503—
Intergovernmental Financing

(b)(1) The Secretary shall enter into an agreement with each State to which transfers of funds are
made, which establishes procedures and requirements for implementing this section.

(2) An agreement under this subsection shall—

(A)  specify procedures chosen by the State for carrying out transfers of funds under
the agreement;

(B)  describe the process by which the Federal Government shall review and approve the
implementation of the procedures specified under subparagraph (A);

(C)  establish the methods to be used for calculating and documenting payments of interest
pursuant to this section; and

(D)  specify those types of costs directly incurred by the State for interest calculations required
under this section, and require the Secretary to consider those costs in computing
payments under this section.

TITLE 31—MONEY AND FINANCE: TREASURY, CHAPTER II—FISCAL SERVICE,
DEPARTMENT OF THE TREASURY, PART 205—RULES AND PROCEDURES FOR EFFICIENT
FEDERAL-STATE FUNDS TRANSFERS, Subpart A—Rules Applicable to Federal Assistance
Programs Included in a Treasury-State Agreement, Section 205.29—What Are the State Oversight and
Compliance Responsibilities?

(b) A State must maintain records supporting interest calculations, clearance patterns, interest
calculation costs, and other functions directly pertinent to the implementation and
administration of this subpart A for audit purposes. A State must retain the records for each
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fiscal year for three years from the date the State submits its Annual Report, or until any pending
dispute or action involving the records and documents is completed, whichever is later. We, the
Comptroller General, and the Inspector General or other representative of a Federal Program
Agency must have the right of access to, and may require submission of; all records for the
purpose of verifying interest calculations, clearance patterns, interest calculation cost claims, and
the State’s accounting for Federal funds.

STATE ADMINISTRATIVE MANUAL, Section 8013—Principal Responsibilities

(1)  The principal responsibilities of DOF:

a. Establish the annual CMIA threshold amount. Identify the State agencies and federal
assistance programs that will be impacted by CMIA.

b. Notify CMIA participating departments of their roles and responsibilities.

C. Negotiate with the U.S. Department of the Treasury, Financial Management Service

(EMS) on new agreements and amendments to the existing Agreement.

d. With the assistance of the SCO, develop patterns by programs for the average number of
days from warrant issuance to redemption.

e. Calculate the state and federal interest liabilities by programs and direct costs for DOF’s
interest calculation costs.

f. Prepare annual interest reports and interest calculation cost claims for submittal to FMS.

g. Budget funds from the General Fund and special funds for the payment of the state

interest liability to the federal government.

Condition

Finance entered into the Treasury-State Agreement (TSA) with the U.S. Department of the Treasury
for fiscal year 2007—-08 on August 17, 2007. Our review of Finance’s implementation of the TSA found
that it does not have adequate written policies and procedures to ensure that its staff are accurately
calculating the state and federal interest liabilities by program. Annually, Finance conducts a training
session with the departments responsible for administering programs subject to the TSA to instruct
them on how to prepare the quarterly work sheets it uses to calculate the state and federal interest
liability. The departments prepare work sheets quarterly that include information on federal drawdowns
and the related payments for the programs they administer that are subject to the TSA. Currently, one
staff person is responsible for reviewing and compiling the work sheets.

Our review of the interest calculations for the fiscal year 2007-08 annual report found that Finance
incorrectly calculated the federal interest liability, interest liability related to disbursement without
warrants and Medi-Cal refund interest liability. Specifically, the TSA prescribes that when calculating
the federal interest liability, Finance should calculate the number of days between when the State pays
out its own funds for program purposes and when it receives federal reimbursement. However, Finance
is incorrectly using the methodology outlined in the TSA for the state interest liability, which adds

the number of days between when the State receives federal funds and when it issues warrants to the
clearance pattern for the program.

Furthermore, according to the TSA, to calculate the federal interest liability for disbursement without
warrants, Finance should calculate the number of days between when the State receives the federal
funds and the date of the journal entry transferring the funds between state departments. Instead,
Finance again calculated the federal interest liability using the methodology outlined in the TSA

for calculating the state interest liability. Finally, the TSA requires Finance to calculate the interest
liability on Medi-Cal refunds by using the predisbursement period and the clearance pattern period.
The predisbursement period is identified as the midpoint date for the deposit of refunds to the
issuance of warrants. The TSA then requires Finance to calculate the total weighted average days

for the two periods and apply it to the total refunds to arrive at the state interest liability. However,
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Finance incorrectly calculated the midpoint date to be between the deposit date and the remittance
date, which is the date the departments request the funds prior to the issuance of the warrants. As a
result of Finance’s miscalculation of the midpoint date, its calculation of the Medi-Cal refund interest
liability is incorrect. Without adequate written policies and procedures, those responsible for reviewing
the compilation of the work sheets and the annual report cannot ensure that the methodology used
complies with the TSA.

Additionally, Finance does not review the methodology used by the State Controller’s Office (SCO) to
develop clearance patterns to ensure that it is consistent with the TSA. In fact, despite certifying in the
fiscal year 2007—08 TSA that an authorized state official has certified the clearance patterns at least
every five years, Finance was unable to provide us with documentation demonstrating its review of

the clearance patterns. However, Finance’s review of the methodology used by the SCO is particularly
important because we noted an inconsistency between the SCO’s written process that it gave to Finance
and the TSA requirements related to the calculation of the dollar-weighted average day of clearance.
Finance was unable to explain the inconsistency. Because Finance is responsible for the development of
the clearance patterns, it has the responsibility to ensure that the SCO’s methodology is consistent with
that of the TSA.

Questioned Costs

Unknown

Recommendations

Finance should prepare written policies and procedures instructing staff on how to calculate the state
and federal interest liabilities by program. Additionally, Finance should recalculate the federal interest
liability, liability for disbursements without warrants, and Medi-Cal refund interest liability and revise
its fiscal year 2007-08 annual report. Finally, Finance should review the methodology used by the SCO
to develop the clearance patterns by program and retain evidence of its review for audit purposes.

Department’s View and Corrective Action Plan
1. Inadequate Written Policies and Procedures

Finance concurs with this finding. Finance stated that it does have an extensive procedures
manual. However, it agrees that the procedures manual would be enhanced by including more
narrative describing how to calculate the state and federal interest liabilities. The additional
narrative will be prepared and incorporated into the procedures manual. Finance anticipates this
will be accomplished by June 2009.

2. Federal Interest Liability

Finance agrees that the calculation of the federal interest liability does not appear to be correct
based on the language currently contained in the TSA. Finance stated that it is reevaluating

its procedures for calculating the federal interest liability. Finance also stated that it plans to
discuss this issue with the federal Financial Management Service (FMS) to reach an agreement
on the correct method for calculating federal interest liabilities and to implement any necessary
changes to either the procedures or the language in the TSA. Finance anticipates this will be
accomplished by June 2009.

3. Disbursements Without Warrants

Finance agrees that the calculation of the interest liability for disbursements without warrants
does not appear to be correct based on the language currently contained in the TSA. Finance
plans to discuss this issue with the federal FMS to reach an agreement on the correct method
for calculating the interest liability for disbursements without warrants and to implement any
necessary changes to either the procedures or the language in the TSA. Finance anticipates this
will be accomplished by June 2009.
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4. Medi-Cal Refund Interest Liability

Finance agrees that the calculation of the interest liability on Medi-Cal refunds does not appear
to be correct based on the language currently contained in the TSA. Finance believes the
language in the TSA needs to be clarified. Therefore, Finance will draft revised language and will
work with the federal FMS to incorporate the revision in the next TSA. Finance anticipates this
will be accomplished by June 2009.

5. Clearance Patterns

Finance agrees that the methodology used by the SCO to develop clearance patterns has not
been adequately reviewed and verified. Finance stated that, in January 2008, it verified the
SCO’s methodology. However, it did not adequately verify that the computer programming

is consistent with the proper methodology. Therefore, Finance will take the following actions:
(1) develop a certification form that incorporates a description of the methodology contained
in the written documentation, which will be provided to the SCO with a request to certify that
this methodology was used for developing the clearance patterns; (2) establish an agreement
with the SCO that when requested by Finance, the SCO will provide the certification, the
clearance pattern reports, and a copy of the computer programming that produces the reports;
and (3) establish a process for Finance’s Information Services staff to review the computer
programming and verify that the programming is consistent with the methodology contained in
the TSA. Finance anticipates these actions will be accomplished by May 2009.

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Reference Number: 2008-2-12

Federal Program Title: All Programs

Category of Finding: Allowable Costs

State Administering Department: Department of Finance (Finance)

Criteria

TITLE 2—GRANTS AND AGREEMENTS, PART 225—COST PRINCIPLES FOR STATE, LOCAL,
AND INDIAN TRIBAL GOVERNMENTS (OMB CIRCULAR A-87)

Appendix C to Part 225—State/Local-Wide Central Service Cost Allocation Plans

E. Documentation requirements for submitted plans

1. General. All proposed plans must be accompanied by the following: an organization
chart sufficiently detailed to show operations including the central service activities
of the State/local government whether or not they are shown as benefiting from
central service functions; a copy of the Comprehensive Annual Financial Report (or
a copy of the Executive Budget if budgeted costs are being proposed) to support the
allowable costs of each central service activity included in the plan; and a certification
that the plan was prepared in accordance with this and other appendices to this part,
contains only allowable costs, and was prepared in a manner that treated similar costs
consistently among the various Federal awards and between Federal and non-Federal
awards/activities.

3. Billed services
(b)  Internal service funds.

(1)  For each internal service fund or similar activity with an operating budget of
$5 million or more, the plan shall include: a brief description of each service;
a balance sheet for each fund based on individual accounts contained in the

33



34

California State Auditor Report 2008-002
May 2009

governmental unit’s accounting system; a revenue/expenses statement, with
revenues broken out by source, e.g., regular billings, interest earned, etc.;

a listing of all non-operating transfers (as defined by Generally Accepted
Accounting Principles (GAAP)) into and out of the fund; a description of
the procedures (methodology) used to charge the costs of each service to
users, including how billing rates are determined; a schedule of current
rates; and, a schedule comparing total revenues (including imputed
revenues) generated by the service to the allowable costs of the service, as
determined under this Circular, with an explanation of how variances will

be handled.
G. Other Policies

5. Records retention. All central service cost allocation plans and related documentation
used as a basis for claiming costs under Federal awards must be retained for audit in
accordance with the records retention requirements contained in the Common Rule.

TITLE 45—PUBLIC WELFARE, PART 92—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR GRANTS AND COOPERATIVE AGREEMENTS TO STATE, LOCAL, AND TRIBAL
GOVERNMENTS, Subpart C—Post-Award Requirements, Section 92.42—Retention and Access
Requirements for Records

(b)  Length of retention period. (1) Except as otherwise provided, records must be retained for
three years from the starting date specified in paragraph (c).

(c)  Starting date of retention period:

(4)  Indirect cost rate proposals, cost allocation plans. This paragraph applies to the following
types of documents, and their support records: indirect cost rate computations or
proposals, cost allocation plans, and any similar accounting computations of the rate at
which a particular group of costs is chargeable (such as computer usage chargeback rates
or composite fringe benefit rates).

(i) If submitted for negotiation. If the proposal, plan, or other computation is required
to be submitted to the Federal Government (or to the grantee) to form the basis for
negotiation purposes, then the 3-year retention period for its supporting records
starts from the date of such submission.

(ii)  If not submitted for negotiation. If the proposal, plan, or other computation is
not required to be submitted to the Federal Government (or to the grantee) for
negotiation purposes, then the 3-year retention period for the proposal plan, or
computation and its supporting records starts from the end of the fiscal (or other
accounting period) covered by the proposal, plan, or other computation.

Condition

Each year, Finance prepares and submits California’s statewide cost allocation plan to the

U.S. Department of Health and Human Services for approval. A statewide cost allocation plan is used
to recover a portion of the State’s costs for administering federal programs. Finance requires central
service agencies, those state agencies providing general administrative services to all state departments,
to report expenditure and workload information that it then uses to develop the statewide cost
allocation plan. Specifically, Finance requires the central service agencies to report actual expenditures
from a prior year, estimated expenditures for the current plan year, and workload data.

Finance uses an Access database to perform complex calculations and generate reports to prepare
the statewide cost allocation plan. We found that it was sometimes difficult to obtain explanations
from a Finance staff member regarding differences in the amounts for the various Access-generated
reports, which also required extra work on the part of Finance staft. The assistant chief of Finance’s
fiscal systems and consulting unit agreed that the Access database programming is not adequately
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documented. He also stated that although Finance is able to generate reports using Access, the
programming is difficult to understand. Further, he stated that because Access does not have

the capability to track changes and identify those queries or macros that were run or not run, it is
difficult to identify and explain errors. In addition, he stated that Finance is working with an analyst
with expertise in Excel and Access to analyze the Access database and create an Excel spreadsheet that
will replace the database. The analyst will also document the steps taken to create the Excel spreadsheet,
which will be more easily supportable and will enable Finance to more easily identify and correct errors.
Until Finance replaces its Access database with the Excel spreadsheet, it will continue to experience
difficulty in identifying and correcting differences that may exist in the Access-generated reports.

Finally, we found that Finance did not submit the required information with its proposed cost allocation
plan. Specifically, federal regulations require Finance to submit an organization chart sufficiently
detailed to show operations of the central service activities. However, Finance did not submit this
organization chart. Also, one department responsible for an internal service fund function did not
include a balance sheet in its annual report as required. Instead, the department included a Statement
of Change in Fund Balance. Federal regulations require that the annual report include a balance sheet
based on individual accounts contained in the governmental unit’s accounting system. Both Finance
and the department responsible for the internal service fund were unaware of the error until we
informed them that the incorrect document was submitted. Thus, Finance is not ensuring that it and
the departments responsible for internal service funds are complying with the federal regulations

and providing the U.S. Health and Human Services with complete information to render its approval of
the statewide cost allocation plan.

Questioned Costs

Unknown

Recommendations

Finance should continue its efforts to work with an analyst to analyze the Access database and create
an Excel spreadsheet that will replace the database so that it can more easily identify, explain, and
correct errors. Finance should also ensure that it submits all documentation required for the statewide
cost allocation plan, including the annual reports for internal service funds.

Department’s View and Corrective Action Plan
1. Difficulty Identifying, Explaining, and Correcting Errors

Finance concurs with this finding. In November 2008, Finance staff began the development of an
Excel spreadsheet to replace the Access database that performs the SWCAP allocations. Current
plans are to begin testing and running the new spreadsheet parallel to the existing database for
the 2010—-11 cost allocation. Finance will create adequate documentation as an integral part of
developing the new spreadsheet.

2. Submission of Required Information with Proposed Cost Allocation Plan

Finance concurs with this finding. Finance stated that its staff will ensure that all required
documentation for the statewide cost allocation plan is submitted. Finance also stated that

one additional staff person will be redirected to assist with the coordination of the large volume
of information required to be submitted to the federal government.
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U.S. OFFICE OF MANAGEMENT AND BUDGET

Criteria

Reference Number: 2008-13-24

Federal Program: All programs subject to OMB Circular A-133
Category of Finding: Subrecipient Monitoring

State Administering Department: State Controller’s Office (SCO)

U.S. OFFICE OF MANAGEMENT AND BUDGET CIRCULAR A-133, AUDITS OF STATES,
LOCAL GOVERNMENTS AND NON-PROFIT ORGANIZATIONS (OMB CIRCULAR A-133),
Subpart D—Federal Agencies and Pass-Through Entities, Section .400—Responsibilities

(d)  Pass-through entity responsibilities. A pass-through entity shall perform the following for the
Federal awards it makes:

(4)

(5)

Ensure that subrecipients expending $300,000 ($500,000 for fiscal years ending after
December 31, 2003) or more in Federal awards during the subrecipient’s fiscal year have
met the audit requirements of this part for that fiscal year.

Issue a management decision on audit findings within six months after receipt of the
subrecipient’s audit report and ensure that the subrecipient takes appropriate and timely
corrective action.

STATE ADMINISTRATIVE MANUAL, Section 20070—Federal Pass-Through Funds

The OMB Circular A-133, Subpart D describes the responsibilities of federal agencies and pass-through
entities. Specifically, Section .400(d) prescribes the responsibilities of a pass-through entity for the
federal awards it makes.

To ensure that the State of California carries out its responsibilities in accordance with this federal act,
the following procedures shall apply:

2. The SCO will coordinate single audit compliance with local governments.

a.

Each state entity will monitor the federal funds it disburses to local governments to ensure
compliance with federal laws and regulations. State entities will receive local government
audit reports performed in accordance with the Single Audit Act of 1984, P.L. 98-502, and
the Single Audit Act Amendments of 1996, P.L. 104-156 from the SCO when the audit
report includes a schedule of findings and questioned costs with respect to federal funds
that were passed through state entities. In addition, the SCO will distribute the single
audit reports to state entities when the prior fiscal year’s single audit report included audit
findings related to federal funds. The state entity will review these reports and evaluate
the corrective action plans submitted in response to findings of noncompliance.

All contracts or agreements issued by state entities concerning disbursement of federal
funds to local government will include the requirement for an audit in accordance with
PL. 104-156 and amendments.

The SCO will inform units of local government to submit copies of audit reports and
corrective action plans, when warranted, prepared in accordance with P.L. 104-156 and
amendments directly to the SCO.

The SCO will distribute copies of each audit report and corrective action plan to state
entities affected by audit findings.
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e. State entities will follow up on audit findings pertaining to federal programs, which they
administer, and the SCO will follow up on general findings such as those relating to
internal control.

f. The SCO will review and monitor the audit reports issued by external independent
auditors. The SCO will determine whether or not the audit reports conform to
Government Auditing Standards.

Condition

During our audit we found that some state departments are not issuing management decisions on audit
findings within six months after the State receives the local governments’ audit reports. Consequently,
the State cannot ensure that local governments are taking timely and appropriate corrective action to
address the audit findings.

The State has established a process that requires local governments such as counties to submit their
audit reports to the SCO. If the local governments’ audit report includes a schedule of findings

and questioned costs with respect to federal funds, the SCO must forward copies of the report and
corrective action plan to state entities affected by the audit findings. Specifically, upon receipt of the
local governments’ audit reports, the SCO screens the reports to determine if more than $500,000

in federal funds was spent and if the report contains all of the required elements. The next step in

the SCO’s process is to review the reports and perform procedures to determine if it should return the
report due to missing information, reject the report due to noncompliance with the applicable reporting
standards and requirements, or accept (certify) the report. Once the SCO certifies the report, it sends a
copy of the acceptance letter and audit report(s) to the appropriate state agencies. Although this is the
process established by the SCO, the State does not require it to certify the reports before forwarding
them to the appropriate agencies.

During fiscal year 200708, we reviewed the status of local government audit reports issued for fiscal
year ended June 30, 2007. OMB Circular A-133 requires each auditee to submit an audit report and a
data collection form to the OMB's clearing house within the earlier of 30 days after their receipt of the
auditor’s report or nine months after the end of the audit period, unless they have received an extension
from their federal cognizant or oversight agency. We found that, for 26 of the 58 counties, the SCO took
between 1.2 months and 9.2 months to certify the reports before sending them to the appropriate state
agencies. Additionally, as of December 2008, the SCO had not certified the audit reports for 29 counties
because the reports were either rejected or pending rejection. These reports have been held by the SCO
and not forwarded to the appropriate state agencies for roughly 7.6 months. The SCO stated that, in
response to the President’s Council on Integrity and Efficiency’s report titled Report on National Single
Audit Sampling Project issued in June 2007, it revised its review process, which resulted in it rejecting a
higher number of OMB Circular A-133 audit reports.

The SCO also stated that its process has been in place since 1984. Further, the SCO stated that it
believes the local governments’ OMB Circular A-133 audit reports are not valid until it completes
its certification process. Finally, the SCO stated that forwarding the OMB Circular A-133 audit
reports to the appropriate state agencies before certifying them would create a duplication of

its efforts. Nevertheless, the SCO’s decision to certify the audit reports before forwarding them
to the state agencies prevents the State from meeting the six-month requirement for issuing
management decisions.

Questioned Costs

Not applicable.
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Recommendations

The SCO should improve its process for forwarding the local governments’ audit reports to
the appropriate state agencies so that the State can meet the six-month requirement for issuing
management decisions.

The SCO should also work closely with the state agencies by informing them of how much time they
have to issue the management decisions once they receive the audit. For example, if the SCO takes
two months to forward the report, the state agencies have only four months to issue their decisions.

Finally, the SCO should work closely with the Department of Finance to evaluate the process outlined
in the State Administrative Manual for complying with OMB Circular A-133 Section .400. If the State
believes that the SCO must certify the local governments’ OMB Circular A-133 audit reports before
forwarding them to the appropriate state agencies, the SCO should obtain a waiver from the six-month
requirement for issuing the management decisions from the State of California’s federal cognizant
agency, the U.S. Department of Health and Human Services.

Department’s View and Corrective Action Plan

The SCO provided the following response:

Since the inception of the Single Audit Program in 1984, the federal government has designated the
SCO as the “cognizant agency” for single audits of California local governments receiving federal funds
that “pass-through” various state departments. Under OMB Circular A-133, the cognizant agency’s
responsibilities include but are not limited to:

Providing technical audit advice and liaison to auditees and auditors.

Advising the auditor and, where appropriate, the auditee of any deficiencies found in the audits

when the deficiencies require corrective action by the auditor. When advised of deficiencies, the
auditee should work with the auditor to take corrective action. If corrective action is not taken,

the cognizant agency for the audit should notify the auditor, the auditee, and the applicable federal
awarding agency(ies) and pass-through entities of the facts and make recommendations for follow-up
action. Significant deficiencies or on-going performance issues by auditors will be referred to
appropriate state licensing agencies and professional bodies for disciplinary action.

Coordinating a management decision for audit findings that affect the federal programs of more than
one federal agency.

The cognizant agency role is a federal function delegated to the SCO by the federal Department of
Health and Human Services. The SCO’s decision to assume this role was in part motivated by the desire
to simplify and streamline the duties and responsibilities of numerous state pass-through agencies

with respect to meeting federal audit requirements. After extensive discussions between the SCO, the
California Department of Finance, and the former Auditor General’s Office during meetings of the

AB 861 Committee, which is no longer active, a decision was made to establish a single audit oversight
function within the SCO to review and certify all audit reports before forwarding such reports to the
state pass-through agencies for appropriate action.

The SCO has always operated under the premise that the federal six-month requirement

for pass-through agencies to issue a management decision on audit finding starts when the state
pass-through agency receives the certified audit report from the SCO. The Audit Finding Resolution
letter that the SCO sent to the pass-through agencies includes a statement that the agencies have

six months to resolve audit findings. Thus, the state pass-through agencies know that the audits
performed are acceptable to the federal government before having to take corrective measures. Over
the past 25 years, the SCO single audit oversight function and processes have been repeatedly reviewed
by various federal departments as well as the Bureau of State Audits (BSA) and there never have been
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any questions or concerns raised with respect to this issue. Therefore, the SCO continues to believe
that the six-month requirement starts when the pass-through agencies receive the certified audit report
from the SCO.

In light of the questions raised by this BSA audit, the SCO is seeking a clarification from officials of the
OMB. The SCO will share the OMB’s response with the BSA.

Thank you for the opportunity to respond to this finding.
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Compliance and Internal Control Issues
Related to Specific Grants Administered by
Federal Departments
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U.S. DEPARTMENT OF DEFENSE
Reference Number: 2008-1-9
Federal Catalog Number: 12.401
Federal Program Title: National Guard Military Operations and
Maintenance (O & M) Projects
Federal Award Numbers and Years: W912LA-08-02; 2008
W912LA-07-02; 2007
Category of Finding: Activities Allowed/Allowable Costs
State Administering Department: Military Department (Military)

Criteria

TITLE 2—GRANTS AND AGREEMENTS, PART 225—COST PRINCIPLES FOR STATE, LOCAL,
AND INDIAN TRIBAL GOVERNMENTS (OMB CIRCULAR A-87)

Appendix B to Part 225—Selected Items of Cost

(h)  Support of salaries and wages. These standards regarding time distribution are in addition to the
standards for payroll documentation.

(3)

Where employees are expected to work solely on a single Federal award or cost objective,
charges for their salaries and wages will be supported by periodic certifications that the
employees worked solely on that program for the period covered by the certification.
These certifications will be prepared at least semi-annually and will be signed by the
employee or supervisory official having first hand knowledge of the work performed by
the employee.

Where employees work on multiple activities or cost objectives, a distribution of

their salaries or wages will be supported by personnel activity reports or equivalent
documentation which meets the standards in subsection (5) unless a statistical sampling
system (see subsection (6)) or other substitute system has been approved by the cognizant
Federal agency. Such documentary support will be required where employees work on:

(a) More than one Federal award,

(b) A Federal award and a non Federal award,

() Anindirect cost activity and a direct cost activity,

(d) Two or more indirect activities which are allocated using different allocation bases, or
e)

(

Personnel activity reports or equivalent documentation must meet the
following standards:

An unallowable activity and a direct or indirect cost activity.

(a)  They must reflect an after the fact distribution of the actual activity of each employee,
(b)  They must account for the total activity for which each employee is compensated,

() They must be prepared at least monthly and must coincide with one or more pay
periods, and

(d)  They must be signed by the employee.

(e)  Budget estimates or other distribution percentages determined before the services
are performed do not qualify as support for charges to Federal awards but may be
used for interim accounting purposes, provided that:
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i The governmental unit’s system for establishing the estimates produces
reasonable approximations of the activity actually performed;

ii. At least quarterly, comparisons of actual costs to budgeted distributions
based on the monthly activity reports are made. Costs charged to Federal
awards to reflect adjustments as a result of the activity actually performed
may be recorded annually if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and

ili. ~ The budget estimates or other distribution percentages are revised at least
quarterly, if necessary, to reflect changed circumstances.

(6)  Substitute systems for allocating salaries and wages to Federal awards may be used
in place of activity reports. These systems are subject to approval if required by the
cognizant agency. Such systems may include, but are not limited to, random moment
sampling, case counts, or other quantifiable measures of employee effort.

(7)  Salaries and wages of employees used in meeting cost sharing or matching requirements
of Federal awards must be supported in the same manner as those claimed as allowable
costs under Federal awards.

Condition

Military lacks internal controls that would allow it to prevent and/or detect instances when personnel
costs are being inappropriately charged to this federal program. At the time when it creates a new
position, or when a new employee fills an existing position, Military reviews the associated job duties
and decides whether charging this federal program is allowable. However, Military lacks a process to
identify instances when personnel, who are funded by this federal program, may no longer be working
on allowable activities.

Further, we noted that Military did not comply with the requirements of OMB Circular A-87.
Specifically, Military does not have adequate documentation to support personnel costs it charged

to the federal fiscal year 2007 and 2008 awards. We reviewed a sample of monthly personnel
expenditures for 30 individuals amounting to more than $260,000. In each case we noted the lack of
documentation—such as certifications or personnel activity reports—that are required under OMB
Circular A-87. Although the personnel costs were associated with time sheets, these time sheets did not
describe what activities the employee worked on for the stated time period.

According to the United States Property and Fiscal Officer (USPFO)—the federal representative in
California who has oversight over this program—employees charging time to the federal program but
spending incidental amounts of time on state projects is acceptable. The USPFO defines “incidental
time” as less than 25 percent. However, without the personnel activity reports required under OMB
Circular A-87, it is unclear how Military can comply with the USPFO’s guidance. Further, Section 304
of the Master Cooperative Agreement between Military and the Department of Defense states that the
allowability of costs shall be determined according to the terms and conditions of OMB Circular A-87.

Questioned Costs

Our sample of monthly personnel expenses for 30 employees amounted to more than $260,000.
Overall, personnel expenses accounted for more than $31 million—or approximately 55 percent—of
$56.8 million in program expenditures between July 1, 2007, and June 30, 2008.

Recommendations

Military should establish procedures that would allow it to prevent or detect instances when employees,
who are funded under the federal program, are no longer working on allowable activities. Further,
Military should implement procedures to ensure that it documents its personnel costs in accordance
with OMB Circular A-87.
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Department’s View and Corrective Action Plan

Military stated that it is implementing a process to certify federally funded employees on their duties
associated with their positions. These certifications will be prepared at least semiannually and will be
signed by the employee or supervisory official having firsthand knowledge of the work performed by
the employee. When an employee works on multiple activities or cost objectives, a distribution of their
salaries or wages will be supported by personnel activity reports. The certifications will be conducted
and completed during the months of June and December each year and attached to the employees’
monthly time sheets.

Reference Number: 2008-8-7

Federal Catalog Number: 12.401

Federal Program Title: National Guard Military Operations and
Maintenance (O & M) Projects

Federal Award Numbers and Years: W912LA-07-02; 2007
W912LA-06-02; 2006

Category of Finding: Period of Availability

State Administering Department: Military Department (Military)

Criteria

NATIONAL GUARD BUREAU MASTER COOPERATIVE AGREEMENT (MCA), Section 306—
Fiscal Year Close-out and Settlement

a. Within 90 days after the end of the [federal] fiscal year or upon termination of the [cooperative
agreement], whichever is earlier, the State shall promptly deliver to the [United States Property
and Fiscal Officer] USPFOQ, as a representative of [National Guard Bureau] NGB, a final
accounting of all funding and disbursements under the agreement for the fiscal year. After
completion of the State’s final accounting, the USPFO shall make a final settlement of the total
NGB contribution for that fiscal year.

b. If unliquidated claims and undisbursed obligations arising from the State’s performance of
the agreement will remain 90 days or longer after the close of the fiscal year, the State shall
provide a detailed listing of uncleared obligations and a projected timetable for their liquidation
and disbursement no later than 31 December. The USPFO shall then set an appropriate new
timetable for the State to submit its final accounting.

Condition

Military did not include estimated liquidation dates for uncleared obligations on its report of
outstanding obligations to the USPFO for the federal fiscal year 2006 and 2007 grants. Specifically, in
its January 2008 report to the USPFO, Military did not provide estimated liquidation dates for over
$37,000 in uncleared obligations from the 2006 award and more than $1.2 million from the 2007
award. According to the accounting section supervisor who is responsible for preparing the reports,
Military staff lacks adequate time to gather the missing information before the submission deadline and
explained that the USPFO has not had concerns with the lack of this information and has continued
to accept these reports. The USPFO informed us that he did not believe that knowing the estimated
liquidation dates is critical and the report is acceptable without the required estimated liquidation
dates. However, Section 703 of the MCA states any modifications to the MCA must be in writing and
executed by both parties. Our review found no modification to this requirement.

47



48

California State Auditor Report 2008-002
May 2009

Questioned Costs

Not applicable.

Recommendations

Military should include estimated liquidation dates on its report of outstanding obligations for federal
awards as required under the MCA. Otherwise, Military and the USPFO should execute a modification

to the MCA to omit this requirement.

Department’s View and Corrective Action Plan

Military has completed its report of outstanding obligations for federal awards as required under the
MCA and has included the estimated liquidation dates.
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U.S. DEPARTMENT OF EDUCATION
Reference Number: 2008-1-6
Federal Catalog Number: 84.181
Federal Program Title: Special Education—Grants to Infants and
Families with Disabilities
Federal Award Numbers and Years: H181A070037; 2007
H181A060037; 2006
Category of Finding: Activities Allowed/Allowable Costs
State Administering Department: Department of Developmental Services

(Developmental Services)

Criteria

TITLE 34—EDUCATION, PART 80—UNIFORM ADMINISTRATIVE REQUIREMENTS FOR
GRANTS AND COOPERATIVE AGREEMENTS TO STATE AND LOCAL GOVERNMENTS,
Subpart C—Post-Award Requirements—Financial Administration, Section 80.20—Standards for
Financial Management Systems

(a) A State must expend and account for grant funds in accordance with State laws and procedures
for expending and accounting for its own funds. Fiscal control and accounting procedures of the
State, as well as its subgrantees and cost-type contractors, must be sufficient to:

(2)  Permit the tracing of funds to a level of expenditures adequate to establish that such funds
have not been used in violation of the restrictions and prohibitions of applicable statutes.

Condition

Developmental Services does not have an adequate internal control process in place to assure that

the expenses incurred by regional centers are only for allowable activities and costs. Specifically, the
regional centers’ reimbursement claims lack the necessary detail to allow Developmental Services staft
who approve them to determine whether the claims include only allowable activities and costs covered
under the program. Regional centers submit summary-level claims that include only two amounts—a
total for operations and a total for purchase of services. However, the regional centers did not

submit additional source documentation to support the $31.9 million they were paid during fiscal

year 2007-08. Consequently, we are unable to determine if Developmental Services is in compliance
with this requirement.

This is a repeat finding. According to the chief of its Early Start Section, Developmental Services is
implementing a new regional center invoicing process that will become effective in fiscal year 2008—09.
Specifically, this new process will require staff to check the regional centers’ reimbursement claim
amounts against a monthly file generated from their Uniform Fiscal System (UES). Additionally,
according to the manager of its Audits Branch, Developmental Services’ auditors review UFS

data during their audits of the regional centers. However, until the new process is implemented,
Developmental Services cannot be certain the federal funds are being used to reimburse only allowable
activities and costs.

Questioned Costs

Unknown

Recommendations

Developmental Services should implement procedures to ensure that regional centers are using federal
funds for only allowable activities and costs.
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Developmental Services should also continue to require its auditors to review UFS data during their
audits of the regional centers.

Department’s View and Corrective Action Plan

Developmental Services stated that, as discussed with the auditors, it is in the final stages of completing
the design and implementation of a process for both regional center staff to bill for allowable services
and for its program staft to have the capability to monitor and assure that only allowable service claims
are reimbursed.

Developmental Services also stated it will require that regional center claims for services that are
submitted to it include more detail to ensure that only allowable services are billed and that claims to it
be based on monthly totals. Program staff currently have the capability to monitor total monthly service
expenditures by service category and by regional center. The new process will give program staff the
ability to “drill down” to individual consumer service data through its UES if claim activity indicates
possible billing for unallowable costs. Regional center claim amounts will be reduced for any services
determined unallowable. This process is expected to be completed and implemented before the end of
fiscal year 2008—09.

Reference Number: 2008-1-7
Federal Catalog Number: 84.181
Federal Program Title: Special Education—Grants for Infants and

Families with Disabilities

Federal Award Numbers and Years: H181A070037; 2007

H181A060037; 2006
Category of Finding: Activities Allowed/Allowable Costs
State Administering Department: Department of Developmental Services

(Developmental Services)

Criteria

TITLE 34—EDUCATION, PART 80—UNIFORM ADMINISTRATIVE REQUIREMENTS FOR
GRANTS AND COOPERATIVE AGREEMENTS TO STATE AND LOCAL GOVERNMENTS,
Subpart C—Post-Award Requirements—Financial Administration, Section 80.36—Procurement

(a)  States. When procuring property and services under a grant, a State will follow the same policies
and procedures it uses for procurements from its non-Federal funds. The State will ensure that
every purchase order or other contract includes any clauses required by Federal statutes and
executive orders and their implementing regulations.

CALIFORNIA STATE CONTRACT MANUAL, CHAPTER 9—CONTRACT MANAGEMENT,
Section 9.04—Responsibilities of the Contract Manager

(A)  Typical responsibilities of the contract manager are as follows:

(9)  Review and approve invoices for payment to substantiate expenditures for work
performed and to prevent penalties being assessed under GC § 926.17.
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Condition

Developmental Services does not have an adequate internal control process in place to assure

that expenses incurred by one of its vendors, WestEd, are only for allowable activities and costs.
Specifically, WestEd, a nonprofit vendor that provides program support, submits monthly invoices to
Developmental Services that contain totals for its expenses related to personnel, consultants, travel,
operations, and administration management. Developmental Services paid WestEd $2.7 million during
fiscal year 2007—-08. However, WestEd did not submit supporting documentation with its invoices that
would allow Developmental Services staff who approve the invoices to make an informed assessment
about whether the costs claimed are for allowable activities. Consequently, we are unable to determine
if Developmental Services is in compliance with this requirement.

This is a repeat finding. According to the chief of its Early Start Section, Developmental Services is

in the process of implementing a new invoicing process for West Ed that will require it to provide
supporting documentation for amounts shown on the invoices. This new process will become effective
in fiscal year 2008—09. However, until the new process is implemented, Developmental Services cannot
assure that federal funds are spent only for allowable activities and costs.

Questioned Costs

Unknown

Recommendation

Developmental Services should implement its plans to require WestEd to submit detailed supporting
documentation with its invoices so that the department can assure that only allowable activities and
costs will be funded by the federal grant.

Department’s View and Corrective Action Plan

Developmental Services stated that, as indicated in its response to the previous year’s findings, its
program and audit staff worked with WestEd to amend the contract so that program and audit staff can
assure that only activities and costs allowed are reimbursed. Specifically, the contract between it and
WestEd was amended to include the following language:

“Beginning in August 2008, Contractor shall submit monthly invoices with year-to-date expenditures to
the State Project Representative. The expenditure reports shall indicate staff and consultant activities,
expenditures under this contract by line item for the reporting period, scholarship fund status, and the
total contract budget status. Labor reports will be submitted monthly and will include employee name
and hours expended on the project tasks. An annual budget reconciliation report will be submitted by
August 30, 2009, and August 30, 2010, in a format approved by the State”

Reference Number: 2008-1-10
Federal Catalog Number: 84.186
Federal Program Title: Safe and Drug-Free Schools and

Communities—State Grants (SDFSC)

Federal Award Numbers and Years: Q186B070005; 2007
Q186B060005; 2006

Category of Finding: Activities Allowed/Allowable Costs;
Subrecipient Monitoring

State Administering Department: Department of Alcohol and Drug
Programs (ADP)
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Criteria

TITLE 20—EDUCATION, CHAPTER 70—STRENGTHENING AND IMPROVEMENT OF
ELEMENTARY AND SECONDARY SCHOOLS, SUBCHAPTER IV—215" CENTURY SCHOOLS,
PART A—SAFE AND DRUG-FREE SCHOOLS AND COMMUNITIES, Subpart 1—State Grants,
Section 7112—Reservation of State Funds for Safe and Drug-Free Schools

(a) State reservation for the chief executive officer of a State
(5) Use of Funds

Grants and contracts under this section shall be used to implement drug and violence
prevention activities, including—

(A) activities that complement and support local educational agency activities under
section 7115 of this title, including developing and implementing activities to
prevent and reduce violence associated with prejudice and intolerance;

(B)  dissemination of information about drug and violence prevention; and

(C)  development and implementation of community-wide drug and violence
prevention planning and organizing.

TITLE 20—EDUCATION, CHAPTER 70—STRENGTHENING AND IMPROVEMENT OF
ELEMENTARY AND SECONDARY SCHOOLS, SUBCHAPTER IV—21ST CENTURY SCHOOLS,
PART A—SAFE AND DRUG-FREE SCHOOLS AND COMMUNITIES, Subpart 4—General
Provisions, Section 7164—Prohibited Uses of Funds

No funds under this part may be used for—

(1)  construction (except for minor remodeling needed to accomplish the purpose of this part); or

(2)  medical services, drug treatment or rehabilitation, except for pupil services or referral to
treatment for students who are victims of, or witnesses to, crime or who illegally use drugs.

TITLE 34—EDUCATION, PART 80—UNIFORM ADMINISTRATIVE REQUIREMENTS FOR
GRANTS AND COOPERATIVE AGREEMENTS TO STATE AND LOCAL GOVERNMENTS,
Subpart C—Post-Award Requirements—Financial Administration, Section 20—Standards for Financial
Management Systems

(a) A State must expend and account for grant funds in accordance with State laws and procedures
for expending and accounting for its own funds. Fiscal control and accounting procedures of the
State, as well as its subgrantees and cost-type contractors, must be sufficient to:

(2)  Permit the tracing of funds to a level of expenditures adequate to establish that such funds
have not been used in violation of the restrictions and prohibitions of applicable statutes.

Condition

ADP does not ensure that SDESC expenditures are made only for allowable activities and costs. ADP
requires its county subgrantees to submit a claim form and a progress report with copies of invoices
for its subrecipients or vendors. ADP also requires its noncounty subgrantees to submit invoices and
progress reports.

ADP lacks proper segregation of duties for reviewing and approving claims for payment because

its program manager does not review claims submitted by its subgrantees and reviewed by its

analysts before they are submitted to ADP’s accounting office for payment. Additionally, in its grant
administrative manual, ADP states that its analysts may choose to review subgrantee purchase records
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for large budget items, but should not review lengthy records of routine expenditures such as payroll,
local mileage logs, or minor office supplies. Consequently, our review of 45 claims and invoices found
only 18 that had adequate documentation to support a portion of the subgrantees’ expenditures.

Moreover, although ADP’s policy is to conduct site visits for its subgrantees once within the grant
period, the primary outcome of the site visit is not to ensure that financial records support expenditures
claimed. Thus, ADP does not use its site visits to ensure that the claims and invoices submitted by the
subgrantees include only allowable activities and costs. Further, ADP did not conduct any site visits
during fiscal year 2007-08.

We reported a similar finding last year. Until ADP establishes policies and procedures to periodically
review detailed supporting documentation, it cannot ensure that activities and costs reported on
invoices or claim forms are only for allowable activities and costs.

Questioned Costs
$1,299,697 of the $1,610,358 sampled.

Recommendation

ADP should establish policies and procedures to ensure that federal awards are expended for only
allowable costs and activities.

Department’s View and Corrective Action Plan

ADP stated that, as the Bureau of State Audits notes, a similar finding was reported last year. ADP is in
the process of resolving this issue with the United States Department of Education.

Reference Number: 2008-2-6

Federal Catalog Number: 84.186

Federal Program Title: Safe and Drug-Free Schools and
Communities—State Grants (SDFSC)

Federal Award Numbers and Years: Q186B070005; 2007
Q186B060005; 2006

Category of Finding: Activities Allowed/Allowable Costs; Earmarking

State Administering Department: Department of Alcohol and Drug

Programs (ADP)

Criteria

TITLE 20—EDUCATION, CHAPTER 70—STRENGTHENING AND IMPROVEMENT OF
ELEMENTARY AND SECONDARY SCHOOLS, SUBCHAPTER IV—21ST CENTURY SCHOOLS,
PART A—SAFE AND DRUG-FREE SCHOOLS AND COMMUNITIES, Subpart 1—State Grants,
Section 7112(a)—State Reservation for the Chief Executive Officer of a State

(6)  Administrative Costs. The chief executive officer of a State may use not more than 3 percent of
the amount described in paragraph (1) for the administrative costs incurred in carrying out the
duties of such officer under this section.
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TITLE 2—GRANTS AND AGREEMENTS, PART 225—COST PRINCIPLES FOR STATE, LOCAL,
AND INDIAN TRIBAL GOVERNMENTS (OMB CIRCULAR A-87)

Appendix B to Part 225 — Selected Items of Cost

8. Compensation for personnel services

h. Support of salaries and wages. These standards regarding time distribution are in addition
to the standards for payroll documentation.

(5)  Personnel activity reports or equivalent documentation must meet the
following standards:

(a)  They must reflect an after-the-fact distribution of the actual activity of
each employee,

(b)  They must account for the total activity for which each employee
is compensated,

(¢)  They must be prepared at least monthly and must coincide with one or
more pay periods, and

(d)  They must be signed by the employee.

Condition

ADP needs to improve its controls to ensure that its accounting records match the hours recorded
on its employees’ time sheets. ADP monitors employee time sheets to ensure that it remains below
the 3 percent cap for administrative expenses. ADP uses two program cost account (PCA) codes to
charge state operations activities related to the SDFSC grant. Administrative activities are charged
to PCA 52021, while program activities are charged to PCA 52020. Each month, employees sign and
submit their completed time sheets to their supervisor, who approves the hours.

Our review of 10 employee time sheets found two instances in which ADP’s accounting records

did not agree with the time reported on employees’ time sheets. Specifically, in one instance ADP’s
accounting records showed that the employee had charged 139 hours to PCA 52020, but the time sheet
indicated that the employee had charged 128 hours to PCA 52020 and 11 hours to PCA 52021. This
error occurred because, although the employee indicated that she worked 11 hours on administrative
activities during the month, she incorrectly identified the PCA for these activities as 52020.
Consequently, ADP overcharged the costs associated with its program activities and undercharged the
costs associated with administration of the program. In the other case, the employee did not accurately
total the hours she worked on various activities, which caused ADP’s accounting staff to charge

3.23 additional hours to the SDFSC grant PCA instead of the federal Block Grants for Prevention and
Treatment of Substance Abuse (SAPT). Both of these time sheets had been certified by the employee
and approved by the supervisor. Inaccurate reporting by employees and the lack of effective controls
regarding the allocation of employee hours increase ADP’s risk of noncompliance with the limit on
administration costs for the SDFSC grant and inappropriate charges to the SAPT grant.

We reported a similar finding in the prior year’s audit report.

Questioned Costs
Of the $35,639.09 sampled, $653 was overcharged.

Recommendations

ADP should establish a quality control process to ensure it accurately charges payroll costs to the federal
programs it administers. Additionally, ADP should promptly make adjustments for any discrepancies
that come to its attention.
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Department’s View and Corrective Action Plan

ADP stated that it concurs with the auditors’ findings. ADP will establish and document procedures for
processing monthly time sheets to ensure their accuracy and timely submission. ADP will also conduct
training sessions for its managers and timekeepers to emphasize and review their responsibilities

and the procedures. Its accounting office will review late time sheets and enter adjusted time sheets,
when necessary. Finally, ADP plans to have in place by December 2009 an automated time sheet, which
will resolve the allocation issues.

Reference Number: 2008-7-11
Federal Catalog Number: 84.181
Federal Program Title: Special Education—Grants for Infants and

Families with Disabilities

Federal Award Numbers and Years: H181A070037; 2007

H181A060037; 2006
Category of Finding: Level of Effort—Maintenance of Effort
State Administering Department: Department of Developmental Services

(Developmental Services)

Criteria

TITLE 34—EDUCATION, PART 303—EARLY INTERVENTION PROGRAM FOR INFANTS
AND TODDLERS WITH DISABILITIES, Subpart B—State Application for a Grant, Statement of
Assurances, Section 303.124—Prohibition Against Supplanting

()  The statement must include an assurance satisfactory to the Secretary that Federal funds made
available under this part will be used to supplement the level of State and local funds expended
for children eligible under this part and their families and in no case to supplant those State and
local funds.

(b)  To meet the requirement in paragraph (a) of this section, the total amount of State and local
funds budgeted for expenditures in the current fiscal year for early intervention services for
children eligible under this part and their families must be at least equal to the total amount of
State and local funds actually expended for early intervention services for these children and
their families in the most recent preceding fiscal year for which the information is available.
Allowance may be made for—

(1)  Decreases in the number of children who are eligible to receive early intervention services
under this part; and

(2)  Unusually large amounts of funds expended for such long-term purposes as the
acquisition of equipment and the construction of facilities.

Condition

Developmental Services refers to the Special Education—Grants for Infants and Families With
Disabilities program as the Early Start program. During fiscal year 2007—08, Developmental Services
did not have controls in place to prevent or detect the supplanting of state and local funds with

federal funds for the Early Start program. Further, Developmental Services did not provide sufficient
information to demonstrate its compliance with the Early Start program’s maintenance of effort (MOE)
requirement. Specifically, Developmental Services does not separately budget the state funds it plans
to spend at the regional centers for serving eligible children and their families in the program. Instead,
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state funds are budgeted to the regional centers to serve various clients—those in the Early Start
program as well as those who receive assistance through other programs. Developmental Services also
cannot determine “the total amount of State and local funds actually expended for early intervention
services for these individuals and their families in the most recent preceding fiscal year” because the
General Fund expenditures are coded to a program cost account code that does not specifically identify
charges paid with state funds for the Early Start program. Consequently, we are unable to determine if
Developmental Services is in compliance with this requirement.

This is a repeat finding. According to Developmental Services, it is in the process of revising its
procedures related to the MOE requirement, and these procedures will become effective in fiscal

year 2008—09. For example, to determine the total amount of state funds actually expended, regional
centers will only receive federal Early Start funds for reimbursement of their purchase of services.
Developmental Services believes that it will be able to use the regional centers’ Uniform Fiscal System
(UES) to calculate the actual amount of purchase of service (POS) expenditures for Early Start because
the system associates services with individual consumers. Developmental Services procedures also

use the actual amount of expenditures from UFS to determine if it has a sufficient amount of state funds
budgeted for the MOE requirement.

Until Developmental Services uses a consistent and accurate methodology for calculating the MOE
requirement and can document the amount of state and local funds budgeted for the Early Start
program, it cannot demonstrate that it is in compliance with this requirement.

Questioned Costs

Unknown

Recommendations

Developmental Services should implement procedures to annually establish a budget that includes the
total amount of state and local funds to be spent on the program. Developmental Services should also
implement procedures related to documenting the amount of state and local funds spent on regional
centers’ purchase of services expenditures for the program’s eligible children and their families.

Department’s View and Corrective Action Plan

Developmental Services stated that to ensure continuity of its budgetary process, the budget for

the Early Start program will be established as separate components of 10 programmatic service

budget categories and associated operational funding. The Early Start program POS budget will be
calculated as a percentage of each budget category attributable to infants and toddlers in the Early
Start program, as set by the prior-year expenditures for these consumers in that budget category.

This percentage will be applied to the enacted total POS budget, adjusted for caseload and utilization
growth. The Early Start program operations budget will be calculated through the application of a “core
staffing” formula specific to the Early Start program caseload and the allocation of related support and
managerial staffing and other related costs.

Developmental Services also stated that for purposes of demonstrating that California has met the
MOE requirements, it will compare the Early Start budget, as established above, to the prior-year
expenditures in the program, taking into consideration the federal grant amount.
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Reference Number:
Federal Catalog Number:

Federal Program Title:

Federal Award Numbers and Years:

Category of Finding:

State Administering Department:

Criteria

2008-8-8
84.186

Safe and Drug-Free Schools and
Communities—State Grants (SDFSC)

Q186B060007; 2007
Q186B050006; 2006
Q186B050005; 2005

Period of Availability

Department of Alcohol and Drug
Programs (ADP)

TITLE 20—EDUCATION, CHAPTER 31—GENERAL PROVISIONS CONCERNING EDUCATION,
SUBCHAPTER II—APPROPRIATIONS AND EVALUATIONS, PART 1— APPROPRIATIONS,
Section 1225— Availability of Appropriations on Academic or School-Year Basis; Additional Period for

Obligation of Funds

(b)  Succeeding fiscal year

(1)  Notwithstanding any other provision of law, unless enacted in specific limitation of the
provisions of this subsection, any funds from appropriations to carry out any programs
to which this chapter is applicable during any fiscal year, which are not obligated and
expended by educational agencies or institutions prior to the beginning of the fiscal year
succeeding the fiscal year for which such funds were appropriated shall remain available
for obligation and expenditure by such agencies and institutions during such succeeding

fiscal year.

(2)  Any funds under any applicable program which, pursuant to paragraph (1), are available
for obligation and expenditure in the year succeeding the fiscal year for which they were
appropriated shall be obligated and expended in accordance with—

(A)  the Federal statutory and regulatory provisions relating to such program which are
in effect for such succeeding fiscal year, and

(B)  any program plan or application submitted by such educational agencies or
institutions for such program for such succeeding fiscal year.

TITLE 34—EDUCATION, PART 80—UNIFORM ADMINISTRATIVE REQUIREMENTS FOR
GRANTS AND COOPERATIVE AGREEMENTS TO STATE AND LOCAL GOVERNMENTS,
Subpart C—Post-Award Requirements—Financial Administration, Section 80.23—Period of Availability

of Funds

(@)  General. Where a funding period is specified, a grantee may charge to the award only costs
resulting from obligations of the funding period unless carryover of unobligated balances
is permitted, in which case the carryover balances may be charged for costs resulting from

obligations of the subsequent funding period.

(b)  Liquidation of obligations. A grantee must liquidate all obligations incurred under the award not
later than 90 days after the end of the funding period (or as specified in a program regulation) to
coincide with the submission of the annual Financial Status Report (SF-269). The Federal agency
may extend this deadline at the request of the grantee.
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Condition

ADP lacks written procedures to ensure that it uses SDFSC funds only during the authorized period of
availability. Moreover, ADP did not consistently follow the procedures it described to us for ensuring
that the federal funds for the SDFSC grant are in compliance with the period of availability requirement.

Specifically, ADP’s program analysts initiate payments to its subgrantees and are to include on the
counties’ quarterly claim forms the appropriate federal grant award and amount to charge prior to
sending the forms to the accounting unit. However, one of the 45 claims we tested indicated that the
total amount payable should be split between the 2005 and 2006 federal grants, but it did not indicate
how much to charge to each federal grant. Without this information the risk of charging the incorrect
federal grant increases.

Further, we found that ADP liquidated two obligations outside of the allotted liquidation time period.
Specifically, the liquidation period for the 2005 grant ended on December 31, 2007. However, ADP
made two payments totaling $6,060 on January 9, 2008.

Questioned Costs
$6,059.83

Recommendations

ADP should update its grants administrative manual to include the procedures it uses to ensure
compliance with the SDFSC federal period of availability requirements. ADP should also ensure that
those individuals responsible for reviewing and approving the subgrantees’ quarterly claim forms
identify the correct federal award and amounts to charge. Finally, ADP should ensure it liquidates funds
within the allotted time period.

Department’s View and Corrective Action Plan

ADP stated that the “questioned costs” of $6,059.83 were expenses incurred within the period

of availability for the 2005 award and that they were processed for payment prior to the

December 31, 2007, liquidation date. The claims were submitted to the State Controller’s Office

(SCO) for payment on December 21, 2007, and the funds were drawn from the federal Department of
Education on December 24, 2007. The January 9, 2008, date was the date that SCO issued the warrants.

Auditor’s Comments on Department’s View

Although ADP correctly states that it drew down federal funds and processed the claims for payment
before the end of the period of availability for liquidation, the payment occurred outside the period of
availability for liquidation. The federal Department of Education’s June 5, 2007, policy memorandum
on the extension of liquidation periods states that a grantee must liquidate (or make final payment on)
all obligations incurred under an award not later than 90 days after the end of the obligation period.
Because ADP made the two payments more than 90 days after the end of the period of availability for
obligation, it did not comply with the period of availability requirement for liquidation.

Reference Number: 2008-13-17
Federal Catalog Number: 84.181
Federal Program Title: Special Education—Grants for Infants and

Families with Disabilities
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Federal Award Numbers and Years: H181A070037; 2007
H181A060037; 2006
Category of Finding: Subrecipient Monitoring
State Administering Department: Department of Developmental Services

(Developmental Services)

Criteria

U.S. OFFICE OF MANAGEMENT AND BUDGET CIRCULAR A-133, AUDITS OF STATES,
LOCAL GOVERNMENTS, AND NON-PROFIT ORGANIZATIONS (OMB CIRCULAR A-133),
Subpart D—Federal Agencies and Pass-Through Entities, Section .400—Responsibilities

(d)  Pass-through entity responsibilities. A pass-through entity shall perform the following for the
Federal awards it makes:

(1)  Identify Federal awards made by informing each subrecipient of CFDA title and number,
award name and number, award year, if the award is R&D, and name of Federal agency.
When some of this information is not available, the pass-through entity shall provide the
best information available to describe the Federal award.

Condition

Developmental Services does not have an adequate internal control in place to assure that federal
award identification information such as the Catalog of Federal Domestic Assistance (CFDA) title,
CFDA number, award name, and federal agency name are communicated to subrecipients. Without the
required information, Developmental Services cannot ensure that subrecipients understand and are
aware of all relevant federal requirements governing the program.

According to assistant section chief of its Customer Support Section, Developmental Services
implemented a new process in fiscal year 2008—09 that requires its program staff to complete a contract
request form that contains the federal award information before sending the request to its contract

unit staff.

Questioned Costs

Not applicable.

Recommendation

Developmental Services should implement its procedure that requires program staff to complete the
new contract request form that includes the federal award identification information before sending it
to its contract unit staff.

Department’s View and Corrective Action Plan

Developmental Services stated that it revised its internal contracting forms and procedures to identify
all contracts with subrecipients and to require all federal award information in all subrecipient
contracts. The procedure was fully implemented in August 2008.
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Reference Number: 2008-13-18
Federal Catalog Number: 84.181
Federal Program Title: Special Education—Grants to Infants and
Families with Disabilities
Federal Award Numbers and Years: H181A070037; 2007
H181A060037; 2006
Category of Finding: Subrecipient Monitoring
State Administering Department: Department of Developmental Services
(Developmental Services)
Criteria

U.S. OFFICE OF MANAGEMENT AND BUDGET CIRCULAR A-133, AUDITS OF STATES,
LOCAL GOVERNMENTS, AND NON-PROFIT ORGANIZATIONS (OMB CIRCULAR A-133),
Subpart B—Audits, Section .200—Audit Requirements

(@)  Audit required. Non-Federal entities that expend $300,000 ($500,000 for fiscal years ending after
December 31, 2003) or more in a year in Federal awards shall have a single or program-specific
audit conducted for that year in accordance with the provisions of this part. Guidance on
determining Federal awards expended is provided in Section .205.

Condition

Our review of Developmental Services’ contracts with three of its 27 family resource centers unaffiliated
with a regional center found that it incorrectly stated the threshold for them to have an audit in
accordance with OMB Circular A-133 as $300,000 instead of $500,000. Until Developmental Service
corrects this error, it may lead to these family resource centers unnecessarily obtaining OMB Circular
A-133 audits.

Questioned Costs

Not applicable.

Recommendation

Developmental Services should revise its contracts with family resource centers to accurately reflect the
threshold related to the OMB Circular A-133 audit requirement.

Department’s View and Corrective Action Plan

Developmental Services stated that it will revise the contracts as soon as possible, but no later than
June 30, 2009.

Reference Number: 2008-13-21
Federal Catalog Number: 84.186
Federal Program Title: Safe and Drug-Free Schools and

Communities—State Grants (SDFSC)
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Federal Award Numbers and Years: Q186B070005; 2007
Q186B060005; 2006
Category of Finding: Subrecipient Monitoring
State Administering Department: Department of Alcohol and Drug

Programs (ADP)

Criteria

U.S. OFFICE OF MANAGEMENT AND BUDGET CIRCULAR A-133—AUDITS OF STATES,
LOCAL GOVERNMENTS, AND NON-PROFIT ORGANIZATIONS (OMB CIRCULAR A-133),
Subpart D—Federal Agencies and Pass-Through Entities, Section .400—Responsibilities

(d)  Pass-through entity responsibilities. A pass-through entity shall perform the following for the
Federal awards it makes:

(1)  Identify Federal awards made by informing each subrecipient of CFDA title and number,
award name and number, award year, if the award is R&D, and name of Federal agency.
When some of this information is not available, the pass-through entity shall provide the
best information available to describe the Federal award.

(2)  Advise subrecipients of requirements imposed on them by Federal laws, regulations, and
the provisions of contracts or grant agreements as well as any supplemental requirements
imposed by the pass-through entity.

(4)  Ensure that subrecipients expending $300,000 ($500,000 for fiscal years ending after
December 31, 2003) or more in Federal awards during the subrecipient’s fiscal year have
met the audit requirements of this part for that fiscal year.

STATE ADMINISTRATIVE MANUAL, Section 20070—Federal Pass-Through Funds

The Federal Single Audit Act of 1984 as amended by the Single Audit Act Amendment of 1996

and amendments in conjunction with the OMB Circular A-133, defines a pass-through entity as a
non-federal entity that provides a federal award to a subrecipient to carry out a federal program. The
OMB Circular A-133, Subpart D describes the responsibilities of federal agencies and pass-through
entities. Specifically, Section 400(d) prescribes the responsibilities of a pass-through entity for the
federal awards it makes.

To ensure that the State of California carries out its responsibilities in accordance with this federal act,
the following procedures shall apply:

2. The SCO will coordinate single audit compliance with local governments.

a. Each state entity will monitor the federal funds it disburses to local governments to ensure
compliance with federal laws and regulations. State entities will receive local government
audit reports performed in accordance with the Single Audit Act of 1984, PL. 98-502, and
the Single Audit Act Amendments of 1996, P.L.. 104-156 from the SCO when the audit
report includes a schedule of findings and questioned costs with respect to federal funds
that were passed through state entities. In addition, the SCO will distribute the single
audit reports to state entities when the prior fiscal year’s single audit report includes audit
findings related to federal funds. The state entity will review these reports and evaluate
the corrective action plans submitted in response to findings of noncompliance.

b. All contracts or agreements issued by state entities concerning disbursement of federal
funds to local governments will include the requirement for an audit in accordance with
PL. 104-156 and amendments.
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c. The SCO will inform units of local government to submit copies of audit reports and
corrective action plans, when warranted, prepared in accordance with P.L. 104-156 and
amendments directly to the SCO.

d. The SCO will distribute copies of each audit report and corrective action plan to state
entities affected by audit findings.

e. State entities will follow up on audit findings pertaining to federal programs, which they
administer, and the SCO will follow up on general findings such as those relating to
internal control.

f. The SCO will review and monitor the audit reports issued by external independent
auditors. The SCO will determine whether or not the audit reports conform to
Government Auditing Standards.

Condition

Our review of ADP’s award documents and contracts for five of its subgrantees found that ADP used an
incorrect Catalog of Federal Domestic Assistance (CFDA) title. Specifically, ADP listed the grant as the
“Safe and Drug-Free Schools and Communities.”

Further, ADP did not follow its procedures for initiating written and verbal contact with those counties
that had delinquent OMB Circular A-133 audits. The State Controller’s Office (SCO) notifies state
agencies of those local governments that are required to submit an OMB Circular A-133 audit but
have not done so. The manager of ADP’s audit services branch stated that the staff member who was
responsible for OMB Circular A-133 audit follow-up was no longer performing this function as of
October 2006. Although the position was filled in October 2007, ADP did not initiate written or verbal
contact with the six counties that had delinquent OMB Circular A-133 audits. ADP’s general auditor
responsible for initiating contact with counties with delinquent OMB Circular A-133 audits stated

that ADP is waiting for the SCO to put out a final report listing all entities with delinquent OMB
Circular A-133 audits before it initiates contact with any counties.

Questioned Costs

Not applicable.

Recommendations

ADP should institute procedures to ensure that it properly informs each subgrantee of the correct
award information such as the CFDA title. ADP should also ensure that its staff follow up with
subgrantees that have not submitted their OMB Circular A-133 audits as required.

Department’s View and Corrective Action Plan

ADP stated that the SCO is the single audit oversight agency for most California local governments.
Because the SCO is the first point of contact for ADP in the audit resolution process, it works closely
with the SCO with regard to OMB Circular A-133 submissions. For the audits completed for fiscal
year 2006—07, and as explained to the Bureau of State Audits (BSA) auditors, the SCO rejected

some audits and granted a number of audit extensions to counties. These actions extended the date
for the counties” audit report submission into the beginning of calendar year 2009. All the OMB
Circular A-133 audits identified as delinquent in the BSA’s audit report were included in those either
rejected or extended by the SCO. However, the SCO has provided a final list, and ADP has conducted
necessary follow-up.

The SCO is planning to make some procedural changes for the audits completed for fiscal

year 2007-08, which will allow ADP to follow up with the counties in a more timely manner. ADP
remains committed to working with the SCO in an effort to achieve a more efficient and timely process
in meeting its OMB Circular A-133 audit requirements.
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Auditor’s Comments on Department’s View

The SCO provided the BSA a list of counties whose OMB Circular A-133 audit reports were

either missing, rejected, or pending rejection as of December 2008. During our review, ADP staff
acknowledged that nothing had been done to follow up with the six subgrantees that received SDFSC
funds and that were included on the SCO’s list until the BSA inquired about it in February 2009.
Further, an ADP staff member indicated that based on her follow-up with the SCO after our inquiry,
only one of the six subgrantees had an extension until January 31, 2009.

Reference Number: 2008-14-7

Federal Catalog Number: 84.032

Federal Program Title: Federal Family Education Loans—
Guaranty Agencies

Federal Award Number and Year: None; State Fiscal Year 2007-08

Category of Finding: Special Tests and Provisions

State Administering Department: California Student Aid Commission
(Student Aid)

Criteria

TITLE 34—EDUCATION, PART 682—FEDERAL FAMILY EDUCATION LOANS (FFEL)
PROGRAM, Subpart D—Administration of the Federal Family Education Loan Programs by a
Guaranty Agency, Section 682.414—Records, Reports, and Inspection Requirements for Guaranty
Agency Programs

(a) Records. (1)(i) The guaranty agency shall maintain current, complete, and accurate records of
each loan that it holds, including, but not limited to, the records described in paragraph (a)(1)
(ii) of this section. The records must be maintained in a system that allows ready identification
of each loan’s current status, updated at least once every 10 business days. Any reference to a
guaranty agency under this section includes a third-party servicer that administers any aspect of
the FFEL programs under a contract with the guaranty agency, if applicable.

CALIFORNIA CODES, EDUCATION CODE, Section 69522, (a)(1)

The commission may establish an auxiliary organization for the purpose of providing operational and
administrative services for participation by the commission in the Federal Family Education Loan
Program, or for other activities approved by the commission and determined by the commission to be
all of the following:

(A)  Related to student financial aid.

(B)  Consistent with the general mission of the commission.

(C)  Consistent with the purposes of the federal Higher Education Act of 1965 (Public Law 89-329)
and amendments to that act.

Condition

EDFUND, Student Aid’s auxiliary organization, administers the FFEL Program and is required by
its operating agreement with Student Aid to provide information security over Student Aid’s and
EDFUND’s confidential data. However, in past years we found that EDFUND had not developed
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adequate internal controls over its information systems to provide reasonable assurance that it keeps
current, complete, and accurate records of each loan. Although EDFUND has addressed a number of
the weaknesses in its controls over security management that we had identified in the past, it still needs
to address others. Further, we found that EDFUND has not located its tape library in a separate, secure
area and that the audit trail designed to capture changes made to sensitive data does not track certain
types of transactions.

EDFUND has made significant progress in addressing the weaknesses we noted related to security
management by fully implementing its entity-wide security program plan. However, weaknesses still
exist with regard to security management. In June 2005, EDFUND hired a contractor that completed
a security risk assessment. The security risk assessment identified and categorized a number of
weaknesses. EDFUND has not addressed all of the high-risk and moderately high-risk findings.
EDFUND is currently working on addressing the remaining high-risk and moderately high-risk
findings. The lack of security management has the potential to result in insufficient protection of
sensitive or critical computer records.

Further, EDFUND has not located its tape library in a separate, secure area with limited access.
Specifically, we noted that various devices supporting mainframe and network systems, as well

as EDFUND?’s tape library, are centrally located in the data center. Although a limited number of
employees have physical access to all devices housed within the data center and most devices are
protected by logical access controls, EDFUND’s tape library is not. We observed tapes stored on open
shelves and racks that do not lock. Failure to adequately secure EDFUND’s tape library at the data
center may allow unauthorized destruction of or access to sensitive data.

We previously reported that EDFUND allows a limited number of employees to make changes to
sensitive data, even though these changes are not subject to the normal edits of its information system.
In addition, we reported that EDFUND did not maintain a complete history or audit trail of the changes
made to the data. In October 2007, EDFUND implemented a project designed to create an audit trail of
such changes. However, the resulting audit trail still does not track certain types of transactions related
to collections and accounting.

Questioned Costs

Not applicable.

Recommendations

Student Aid should ensure that EDFUND takes the following steps to maintain current, complete, and
accurate records for each loan it holds:

+ Address all of the high-risk and moderately high-risk findings in its security risk assessment.

+ Physically secure its tape library or move it to a separate, secure area of its data center with
limited access.

+ Maintain a complete history or audit trail of all changes made to its data.

Department’s View and Corrective Action Plan

Because the FFEL Program is administered by EDFUND on behalf of Student Aid, EDFUND
management has provided the following response.

Security Risk Assessment Findings

EDFUND has an Enterprise Security Program in place, and as part of EDFUND’s continuous
improvement to the program, the six remaining high-risk and moderately high-risk findings from the
2005 risk assessment are on track to be completed by June 30, 2009.
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Tape Library
A keyed locking devise on the tape storage unit will be installed by March 31, 2009.

Data Maintenance

EDFUND will modify the Financial Aid Processing System by May 31, 2009, to provide the same
capability of a systematic audit trail for the remaining files in which such transactions are completed in
data maintenance. With the completion of this project, EDFUND will address the stated weakness in
our electronic access controls for data maintenance.

Reference Number: 2008-14-8
Federal Catalog Number: 84.181
Federal Program Title: Special Education—Grants for Infants and

Families with Disabilities

Federal Award Numbers and Years: H181A070037; 2007
H181A060037; 2006
Category of Finding: Special Tests and Provisions
State Administering Department: Department of Developmental Services

(Developmental Services)

Criteria
GRANT AWARD NOTIFICATION, AWARD YEAR 2007, Terms and Conditions

(2)  When issuing statements, press releases, requests for proposals, bid solicitations, and other
documents describing this project or programs funded in whole or in part with federal money,
all grantees receiving federal funds, including but not limited to state and local governments,
shall state clearly:

1) The dollar amount of federal funds for the project,
2) The percentage of the total cost of the project that will be financed with federal funds, and

3) The percentage and dollar amount of the total cost of the project that will be financed by
non-governmental sources.

Condition

Developmental Services refers to the Special Education—Grants for Infants and Families With
Disabilities as the Early Start program. Developmental Services lacks an internal control process to
ensure that the documents describing this program include information on the percentage of the total
cost of the project that will be financed with federal funds and the percentage and dollar amount of the
total cost of the project that will be financed by non-governmental sources. The chief of its Early Start
section acknowledges that Developmental Services does not have procedures in place for complying
with this requirement contained in the grant’s terms and conditions.

Further, we noted that the documents describing the Early Start program that we reviewed did not
contain the required information. For example, the contracts Developmental Services has with the
independent family resource centers that are funded exclusively with federal funds from the Early Start
program do not explicitly state this funding source. Developmental Services did not provide us with
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its plans for complying with this requirement. Until Developmental Services establishes a process to
ensure that it includes this information in all documents describing the program, it will continue to be
unable to demonstrate its compliance with this requirement.

Questioned Costs

Not applicable.

Recommendation

Developmental Services should establish processes and procedures to ensure that all the documents
that it uses to describe the program explicitly state the information required in the terms and
conditions of the grant.

Department’s View and Corrective Action Plan

Developmental Services stated that it will begin to insert the information required in the terms
and conditions of the grant in the appropriate documents as soon as possible, but no later than
June 30, 2009.
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U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES
Reference Number: 2008-1-11
Federal Catalog Number: 93.959
Federal Program Title: Block Grants for Prevention and Treatment of

Substance Abuse (SAPT)

Federal Award Number and Year: 06B1CASAPT-05; 2006
Category of Finding: Activities Allowed/Allowable Costs
State Administering Department: Department of Alcohol and Drug

Programs (ADP)

Criteria

TITLE 42—THE PUBLIC HEALTH AND WELFARE,CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XVII—BLOCK GRANTS, PART B—BLOCK GRANTS REGARDING MENTAL
HEALTH AND SUBSTANCE ABUSE, Subpart ii—Block Grants for Prevention and Treatment of
Substance Abuse, Section 300x-31—Restrictions on Expenditure of Grant

(a)  Ingeneral
(1) Certain Restrictions

A funding agreement for a grant under section 300x-21 of this title is that the State
involved will not expend the grant—

(A)  to provide inpatient hospital services, except as provided in subsection (b) of
this section;

(B)  to make cash payments to intended recipients of health services;

(C)  to purchase or improve land, purchase, construct, or permanently improve
(other than minor remodeling) any building or other facility, or purchase major
medical equipment;

(D)  to satisfy any requirement for the expenditure of non-Federal funds as a condition
for the receipt of Federal funds;

(E)  to provide financial assistance to any entity other than a public or nonprofit private
entity; or

(F)  tocarry out any program prohibited by section 300ee-5 of this title.

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XXIII—PREVENTION OF ACQUIRED IMMUNE DEFICIENCY SYNDROME,
Section 300ee-5—Use of Funds to Supply Hypodermic Needles or Syringes for Illegal Drug

Use; Prohibition

None of the funds provided under this Act or an amendment made by this Act shall be used to provide
individuals with hypodermic needles or syringes so that such individuals may use illegal drugs, unless
the Surgeon General of the Public Health Service determines that a demonstration needle exchange
program would be effective in reducing drug abuse and the risk that the public will become infected
with the etiologic agent for acquired immune deficiency syndrome.

TITLE 45—PUBLIC WELFARE, PART 96—BLOCK GRANTS, Subpart C—Financial Management,
Section 96.30—Fiscal and Administrative Requirements
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(a)  Fiscal control and accounting procedures. Except where otherwise required by Federal law or
regulation, a State shall obligate and expend block grant funds in accordance with the laws and
procedures applicable to the obligation and expenditure of its own funds. Fiscal control and
accounting procedures must be sufficient to (a) permit preparation of reports required by the
statute authorizing the block grant and (b) permit the tracing of funds to a level of expenditure
adequate to establish that such funds have not been used in violation of the restrictions and
prohibitions of the statute authorizing the block grant.

Condition

ADP does not ensure that subgrantees expend SAPT funds only for allowable activities.

Specifically, ADP provides SAPT funds to subgrantees in 12 monthly installments during the fiscal
year. Although ADP requires subgrantees to submit quarterly federal financial management reports
that track their cumulative expenditures for specific line items, these quarterly reports do not provide
sufficient data to ensure funds are only being spent on allowable activities and costs.

Moreover, ADP’s policy requires its analysts to conduct an on-site visit for each subgrantee at least
once every two years and perform a desk audit of those subgrantees that do not receive an on-site audit
during the year. However, ADP management indicated that ADP staff do not review the subgrantees’
financial records during its on-site audits and desk audits to determine whether they spent SAPT funds
on only allowable activities and costs. We reviewed 45 transactions totaling $2.4 million. However, due
to ADP’s lack of supporting documentation, we are unable to conclude that these transactions were for
allowable activities and costs.

Questioned Costs

Unknown

Recommendation

ADP should establish policies and procedures that include reviewing the subgrantees’ supporting
documentation to ensure that SAPT funds are spent only for allowable activities and costs.

Department’s View and Corrective Action Plan

ADP provided the following response:
Per Title 45 CFR, Part 96.31 (b) states:

Title 45 CFR 96.31 (b) Subgrantees

State or local governments, as those terms are defined for purposes of the Single Audit Act
Amendments of 1996, that provide awards to a subgrantee, expending $300,000 (or other
amount as specified by OMB) in Federal awards in a fiscal year, shall:

(1)  Determine whether subgrantees have met the audit requirements....

(2)  Determine whether the subgrantee spent Federal assistance funds provided in accordance
with applicable laws and regulations. This may be accomplished by reviewing an audit of
the subgrantee made in accordance with the Act or through other means (e.g. program
reviews) if the subgrantee has not had such an audit.

ADP meets this requirement. All counties receiving SAPT Block Grant funds are also audited in
accordance with the requirements set forth in the U.S. Office of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non-profit Organizations (OMB Circular A-133). ADP

reviews Audit findings related to SAPT Block Grant funds, assures that corrective actions are taken, and
recovers funds as necessary.
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In e-mails sent by ADP to the Bureau of State Audits on February 9, 2009, and February 10, 2009, ADP
confirmed that reviewing OMB Circular A-133 audit reports is one of the processes and procedures
ADP uses to determine whether the counties spent SAPT Block Grant funds for allowable activities.

Auditor’s Comments on Department’s View

ADP’s citation of 45 CFR, Part 96.31, is correct. However, it fails to mention that in its 2007 SAPT
application, it reported to the federal government that, in addition to the OMB Circular A-133 audits,
ADP would also conduct financial and compliance audits on some number of its subgrantees each
year. ADP also reported that these audits are designed to rely upon OMB Circular A-133 audits that
have been conducted. Further, ADP reported that a primary focus of its financial and compliance audits
is to ensure that SAPT grant and various other federal and state funding sources are charged for their
fair share of costs. Thus, it is inappropriate for ADP to now state that its reviews of the subgrantees’
OMB Circular A-133 audit reports alone meet the requirement for ensuring that SAPT funds are spent
only for allowable activities and costs. Furthermore, as we discuss in our finding number 2008-13-22,
ADP has not appropriately followed up on audit findings reported in its subgrantees’ OMB Circular
A-133 audit reports, and it has failed to appropriately follow up with subgrantees that have not
submitted their OMB Circular A-133 audit reports to the State in a timely manner.

Reference Number: 2008-1-12
Federal Catalog Number: 93.958
Federal Program Title: Block Grants for Community Mental

Health Services

Federal Award Numbers and Years: 2B09SM010005-07; 2007
06B1CACMHS-01; 2006
05B1CACMHS-01; 2005

Category of Finding: Activities Allowed/Allowable Costs
State Administering Department: Department of Mental Health (Mental Health)

Criteria

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XVII—BLOCK GRANTS, PART B—BLOCK GRANTS REGARDING MENTAL
HEALTH AND SUBSTANCE ABUSE, Subpart i—Block Grants for Community Mental Health
Services, Section 300x—Formula Grants to States

(b)  Purpose of grants

A funding agreement for a grant under subsection (a) of this section is that, subject to section
300x-5 of this title, the State involved will expend the grant only for the purpose of—

(1) carrying out the plan submitted under section 300x-1(a) of this title by the State for the
fiscal year involved;

(2)  evaluating programs and services carried out under the plan; and

(3) planning, administration, and educational activities related to providing services under
the plan.
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TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XVII—BLOCK GRANTS, PART B—BLOCK GRANTS REGARDING MENTAL
HEALTH AND SUBSTANCE ABUSE, Subpart i—Block Grants for Community Mental Health
Services, Section 300x-5—Restrictions on Use of Payments

(a) In general

A funding agreement for a grant under section 300x of this title is that the State involved will not
expend the grant—

(1)  to provide inpatient services;
(2)  to make cash payments to intended recipients of health services;

(3)  to purchase or improve land, purchase, construct, or permanently improve (other than
minor remodeling) any building or other facility, or purchase major medical equipment;

(4)  to satisfy any requirement for the expenditure of non-Federal funds as a condition for the
receipt of Federal funds; or

(5)  to provide financial assistance to any entity other than a public or nonprofit private entity.

Condition

In our prior-year audit, we reported that Mental Health did not ensure that subgrantees’ expenditures
were only for allowable activities and costs. Mental Health relied on the counties’ budget and program
description components of their applications to determine if funds were used for allowable costs and
activities. Specifically, the Substance Abuse and Mental Health Services Administration’s Block Grants
for Community Mental Health Services (SAMHSA CMHS) grant renewal application instructions
directs counties to include in their program narrative a description that specifies what is actually
being paid for by the block grant funds. However, our review of program narratives found that
counties provided a general outline of program activities and did not explain each budget item. We
also found that one program narrative was missing and one program narrative did not clearly specify
its target population as children with serious emotional disturbance or adults with serious mental
illness. Additionally, Mental Health did not require the counties to submit invoices, receipts or payroll
information to verify amounts they reported as expenditures. Finally, Mental Health did not perform
regular site visits to the counties to verify the allowability of their programs’ costs and activities.

During our follow-up procedures for fiscal year 200708, we found that Mental Health did not
implement a process to ensure that counties were only expending SAMHSA CMHS funds for allowable
activities and costs. Mental Health stated that it will strengthen its current review process and will

add clarifying language to the state fiscal year 2009-10 Planning Estimate and Renewal Application to
ensure counties are charging allowable costs and activities to the SAMHSA CMHS block grant. Mental
Health plans to complete its revised application by March 2009 and send it to the counties by May 2009.
According to Mental Health, it will require counties to add greater detail to their program narratives to
explain each budget line item. Without sufficient processes and procedures, Mental Health has no way
of knowing whether the counties are charging unallowable costs and activities to the program.

Questioned Costs

Unknown

Recommendation

Mental Health should establish a process to ensure that only allowable costs and activities are paid for
with SAMHSA CMHS grant funds.
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Department’s View and Corrective Action Plan

Mental Health stated that it recognizes the importance of monitoring counties for appropriate
expenditures of SAMHSA CMHS grant funds and understands the approach identified in this report.
Mental Health disagrees with the general statement that, “. . . Mental Health has no way of knowing
whether the counties are charging unallowable costs and activities to the program”

Mental Health stated that it currently has policies and procedures in place which require each
participating county mental health department to submit an annual application and expenditure plan
for the SAMHSA CMHS grant funds. The application must address all programs funded with the
grant funds and requires signed federal agreements, certifications, program data sheets, budgets, and
narrative (statement of purpose, program description, target population, staffing chart, designated peer
review representative, implementation and evaluation plan). Furthermore, the county application and
expenditure plan are reviewed and approved by Mental Health’s program and fiscal liaisons prior to the
county receiving its block grant allocation.

Mental Health stated that, based on the audit finding, it will strengthen its current application review
process by requiring counties to add greater detail to their program narratives to explain each budget
line item. Mental Health will complete its revised application and send it to the counties by May 2009.

Mental Health believes this strategy will ensure expenditures are solely for allowable costs and activities.

Auditor’s Comments on Department’s View

The Bureau of State Audits (BSA) stands by its statement that Mental Health has no way of knowing
whether the counties are charging unallowable costs and activities to the program. As indicated in the
condition, Mental Health did not implement a process to ensure that counties were only expending
SAMHSA CMHS funds for allowable activities and costs to correct the BSA’s prior-year finding. In

its prior-year audit, the BSA found that counties provided a general outline of program activities and
did not explain each budget item; that Mental Health did not require the counties to submit invoices,
receipts, or payroll information to verify amounts they reported as expenditures; and that Mental
Health did not perform regular site visits to the counties to verify the allowability of their programs’
costs and activities. Thus, Mental Health’s process and procedures did not ensure that the SAMHSA
CMHS funds were used only for allowable activities and costs.

Reference Number: 2008-1-13

Category of Finding: Activities Allowed/Allowable Costs

State Administering Department: Department of Social Services (Social Services)
Federal Catalog Number: 93.558

Federal Program Title: Temporary Assistance for Needy

Families (TANF)

Federal Award Number and Year: G-0802CATANTF; 2008
Federal Catalog Number: 93.658

Federal Program Title: Foster Care—Title IV-E
Federal Award Numbers and Years: 0801CA1401; 2008

0701CA1401; 2007
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Federal Catalog Number: 93.659
Federal Program Title: Adoption Assistance
Federal Award Numbers and Years: 0801CA1407; 2008
0701CA1407; 2007
Criteria

TITLE 45—PUBLIC WELFARE, PART 92—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR GRANTS AND COOPERATIVE AGREEMENTS TO STATE, LOCAL AND TRIBAL
GOVERNMENTS, Subpart C—Post-Award Requirements, Section 92.20—Standards for Financial
Management Systems

(a) A State must expend and account for grant funds in accordance with State laws and procedures
for expending and accounting for its own funds. Fiscal control and accounting procedures of the
State, as well as its subgrantees and cost-type contractors, must be sufficient to—

(2)  Permit the tracing of funds to a level of expenditures adequate to establish that such funds
have not been used in violation of the restrictions and prohibitions of applicable statutes.

Condition

Social Services’ processes for reviewing and authorizing the counties’ expense and assistance claims

do not provide reasonable assurance that federal funds were expended only for allowable activities and
costs. The counties’ expense claims include their administrative costs, and their assistance claims include
a summary total of county assistance payments to beneficiaries by program. In fiscal year 200708,
Social Services reimbursed counties approximately $4.9 billion for the three programs listed above.

Counties submit their expense claims electronically to Social Services quarterly. Social Services performs
a desk audit of these claims. During the desk audits, Social Services’ staff ensure that the counties’ welfare
directors’ and auditor-controllers’ signatures on the certification pages of the claims match the counties’
authorizing signature letters on file and that the amounts on the signed certification pages match the
amounts in the claims. The counties are also required to submit tracking system status reports with their
claims, which include program codes that correspond with the counties’ countywide cost allocation
plans and their letters that outline their plans for charging direct expenses. Social Services reviews the
program codes to determine if the counties are charging allowable activities and costs.

The counties also submit their assistance claims electronically to Social Services monthly. Social Services
performs a desk review of these claims prior to payment. The steps in the desk review include making
sure the counties’ welfare directors and auditor-controllers have signed the certification page attesting to
the accuracy of the claims, among other things. Another step includes staff identifying variances that are
greater than 20 percent between months and following up with the counties for explanations.

However, Social Services does not require the counties to submit detailed supporting documentation
for their expense and assistance claims. For example, prior to July 1, 2005, Social Services required
counties to submit detailed supporting documentation for specific line items with their county
assistance claims. Effective July 1, 2005, Social Services directed counties to no longer submit detailed
supporting documentation and to submit only the information contained in its electronic county
assistance claim template. Moreover, Social Services did not conduct any on-site visits to the

counties to review their supporting documentation for their expense and assistance claims in fiscal
year 2007-08. Without procedures such as reviewing the supporting documentation for the counties’
expense and assistance claims prior to payment or conducting on-site visits to review the claims during
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the award period, Social Services has no way of assuring that counties are spending federal funds only
on allowable activities and costs. Thus, we are unable to conclude that Social Services is in compliance
with this requirement for the programs listed above.

Questioned Costs

Unknown

Recommendation

Social Services should strengthen its desk audits and reviews of the counties’ expense and assistance
claims. For example, Social Services can review the underlying supporting documentation for a sample
of the claims submitted by the counties during the award period to ensure the counties are only
charging allowable activities and costs to the federal programs.

Department’s View and Corrective Action Plan

Social Services stated that it does not concur with this finding and provided the following response:
The findings of the Bureau of State Audits (BSA) are based on several premises:

« States are required to monitor the performance of subrecipients. The county welfare departments are
considered subrecipients for Social Services programs.

« Prior to July 1, 2005, Social Services required counties to submit detailed supporting documentation
for the assistance claim. No supporting documentation was required for the County Expense Claim.

+ After July 1, 2005, Social Services no longer required counties to submit the supporting
documentation with the claim. In lieu of this requirement, counties were to maintain
the documentation for future review and audit at the county.

« Social Services does not request samples of the documentation, nor does it conduct field visits to
review the documentation.

The BSA concludes that Social Services is unable to verify the validity of the costs claimed
by the counties.

The BSA’s recommendation cannot be implemented for the following reasons:

+ Social Services advances the funds for the assistance payments to the counties. It is not feasible to
interrupt this process to perform audits of the supporting documentation.

+ Social Services and the counties use federally approved automated systems to make and report
all assistance claims. The automated systems effectively eliminate errors that generally occur in
preparing the assistance claim.

» Prior evaluations of the assistance claim did not demonstrate a benefit to Social Services and the
counties for the supporting documentation that was previously submitted with the assistance claim.

The BSA’s findings and recommendations are based on an incomplete review of the process used by
Social Services. The BSA’s discussion of the finding does not correctly represent the rationale used

by Social Services to stop the requirement for counties to submit supporting documentation with the
assistance claim.
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The decision to stop having the counties submit supporting documentation was part of a much

larger project to fully automate the claim process. The automated assistance claim was implemented
in January 2004. The automated claim incorporates several edit checks and the submission of

five additional supporting documents in electronic form. The desk audit function, performed manually
for several decades, was automated.

For 18 months, from January 2004 to July 2005, Social Services required the counties to submit the
supporting documentation with the automated claim. A review of the relationship between the
automated claim and the supporting documentation was conducted during this period. The review
concluded that the supporting documentation did not add value to the auditing or processing of the
automated claim. Effective July 1, 2005, Social Services instructed the counties to stop submitting

the documentation with the claim. Counties are required to prepare and maintain the documentation
at the county for future review and audits.

It should be noted that the BSA did not review any of the documentation submitted with the assistance
claim prior to July 1, 2005.

During the course of this audit, Social Services staff reviewed a sampling of the OMB A-133

audits for the counties. All findings for Social Services programs were reviewed. Samples of the
supporting documentation previously submitted with the claims were also reviewed. No link could
be established between the OMB A-133 audit findings and the supporting documentation. None of
the A-133 audit findings would have been discovered, prevented or corrected through a review of the
supporting documentation.

The BSA’s recommendation for a review of randomly selected supporting documentation is
without merit.

Finally, the assistance payments are advanced to the counties immediately prior to the actual payments
made by the counties. It would be impossible to perform case level audits of these payments without
significantly disrupting the payment process.

Auditor’s Comments on Department’s View

Social Services’ statement that the findings and recommendations of the BSA are based on an
incomplete review of the process it uses is incorrect. In its finding, the BSA has accurately stated the
processes Social Services uses for reviewing the counties’ administrative and assistance claims. During
its desk audits and desk reviews, Social Services does not require its staff to review the counties’
underlying data that supports their administrative and assistance claims. Further, although Social
Services requires the counties to retain their documentation related to their assistance claims for future
review, it did not conduct on-site visits to the counties to review this information. Instead, Social
Services relied on an automated claim process that does nothing more than offer edit checks to ensure
that the counties did not charge expenditures to improper aid or program codes and line items, that
they did not exceed certain dollar amounts, and that they had the required staff sign the claim.

The automated claim process does not allow Social Services to determine if the counties have charged
only allowable activities and costs. For example, according to its September 2008 report titled Review
of Improper Temporary Assistance for Needy Families Basic Assistance Payments in California for
April 1, 2006 Through March 31, 2007, the U.S. Department of Health and Human Services” Office

of Inspector General (OIG) estimated that Social Services made improper payments of $91,613,100
(federal share only). The improper payments consisted of $72.9 million related to eligibility and
payment calculation errors and $18.7 million related to documentation errors. Thus, the OIG’s report
illustrates that Social Services’ reliance on its automated claim process alone cannot ensure the
counties’ assistance claims include only allowable activities or costs. The report also shows that the
BSA’s recommendation for Social Services to review the underlying documentation for a sample of
claims submitted by the counties during the award period has merit and can also be beneficial to the
State. For example, according to the OIG, the State made assistance payments to or on behalf of TANF
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recipient families totaling roughly $2.6 billion, of which $1.6 billion represented the federal share.
Using this information, the BSA estimates that the State’s share of the improper payments is roughly
$57 million.

Social Services states that the BSA did not review any of the documentation submitted with the
assistance claim prior to July 1, 2005. Social Services raised this issue in our exit conference that was
held on February 18, 2009. However, Social Services did not bring to the BSA’s attention the review
it conducted of the relationship between the automated claim and the supporting documentation
where it found that the particular policy in place between January 2004 and July 2005 did not add
value to the auditing or processing of the automated claim until it submitted its response to the
BSA on March 2, 2009. Upon receiving Social Services’ response, the BSA requested a copy of its
review. However, Social Services did not provide the BSA with a copy of the review and the related
supporting documentation.

Social Services states that it reviewed a sample of the supporting documentation previously submitted
with the claims and could not find a link between the documentation and the audit findings presented
in the counties’ OMB Circular A-133 audits. As previously stated, Social Services did not provide

the BSA with a copy of the review it conducted of the relationship between the automated claim

and the supporting documentation where it found that the particular policy in place between

January 2004 and July 2005 did not add value to the auditing or processing of the automated claim and
the related supporting documentation. However, the BSA would like to point out that Social Services
would need to review varying underlying documentation for the counties’ administrative and assistance
claims. For example, Social Services could review the counties’ time studies to verify the information in
their administrative claims. For the assistance claims, Social Services could review documentation to
support the TANF recipients’ payment amount.

Finally, the BSA did not recommend to Social Services that it should interrupt its process for making
advance payments to the counties to perform audits. The BSA has found that it is not uncommon

for state departments to make advance payments to their subgrantees. However, state departments
typically have also established processes and procedures to ensure that during the award period they
either require the local agencies to submit documentation to support their costs or they conduct on-site
visits to verify the costs. Currently, Social Services lacks such processes and procedures.

Reference Number: 2008-2-4
Federal Catalog Number: 93.563
Federal Program Title: Child Support Enforcement (CSE)
Federal Award Numbers and Years: 0804CA4004; 2008
0704CA4004; 2007
Category of Finding: Allowable Costs/Cost Principles
State Administering Department: Department of Child Support Services

(Child Support Services)

Criteria

TITLE 45—PUBLIC WELFARE, PART 304—QOFFICE OF CHILD SUPPORT ENFORCEMENT
(CHILD SUPPORT ENFORCEMENT PROGRAM), ADMINISTRATION FOR CHILDREN AND
FAMILIES, U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES—FEDERAL FINANCIAL
PARTICIPATION, Section 304.10—General Administrative Requirements:
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As a condition for Federal financial participation, the provisions of part 74 of this title (with the
exception of 45 CFR 74.23, Cost Sharing or Matching and 45 CFR 74.52, Financial Reporting)
establishing uniform administrative requirements and cost principles shall apply to grants made
to States under this part.

TITLE 45—PUBLIC WELFARE, PART 74—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR AWARDS AND SUBAWARDS TO INSTITUTIONS OF HIGHER EDUCATION, HOSPITALS,
OTHER NONPROFIT ORGANIZATIONS, AND COMMERCIAL ORGANIZATIONS,

Subpart C—Post-Award Requirements—Financial and Program Management, Section 74.21—
Standards for Financial Management Systems

(b)(6) Recipients’ financial management systems shall provide for the following: Written procedures
p g Y p & p
for determining the reasonableness, allocability and allowability of costs in accordance with the
provisions of the applicable Federal cost principles and the terms and conditions of the award.

TITLE 45—PUBLIC WELFARE, PART 74—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR AWARDS AND SUBAWARDS TO INSTITUTIONS OF HIGHER EDUCATION, HOSPITALS,
OTHER NONPROFIT ORGANIZATIONS, AND COMMERCIAL ORGANIZATIONS,

Subpart C—Post-Award Requirements—Financial and Program Management, Section74.27—
Allowable Costs

(a)  Foreach kind of recipient, there is a particular set of Federal principles that applies in
determining allowable costs. Allowability of costs shall be determined in accordance with the
cost principles applicable to the entity incurring the costs. Thus, allowability of costs incurred by
the State, local or federally recognized Indian tribal governments is determined in accordance
with the provisions of OMB Circular A-87, “Cost Principles for State and Local Governments.

Condition

Child Support Services lacks adequate written policies and procedures to ensure that its expenditures
meet the requirements of OMB Circular A-87, and the federal requirements for the CSE program. This
matter was the subject of a finding we reported for fiscal year 2006—07, and Child Support Services
asserted that it concurred with the recommendation and was in the process of providing all staft with
the OMB Circular A-87 list of allowable/unallowable expenditures. Comparing expenditures to this list
is particularly important because OMB Circular A-87 contains specific instructions on costs that are
allowable and unallowable.

During our fieldwork this year, Child Support Services told us that it interpreted the finding to mean
that staff scheduling invoices for payment, in this case the accounting office, should review the invoices
for allowability. As such, Child Support Services stated that it distributed copies of OMB Circular A-87
to all accounting staff and that the accounting staff routinely audit invoices for compliance and return
any that fall outside of the guidelines. However, we were unable to verify the existence of this review

as the accounting office has no written procedure directing it to perform this comparison. Without a
written procedure, Child Support Services cannot demonstrate that its process ensures expenditures
are in compliance with the requirements of the program and OMB Circular A-87 and raises the risk
that the allowability check is being overlooked.

In addition, Child Support Services” approval process for proposed contracts, as well as its invoice and
purchase order approval processes, includes reviews and approvals by other analysts and managers.
However, according to Child Support Services, these reviews do not include a comparison of the
supporting documentation to the list of allowable and unallowable expenditures described in OMB
Circular A-87. Although it is important that actual expenditures are reviewed for allowability by

the accounting office, Child Support Services’ current process increases the difficulty of resolving
unallowable costs by delaying their identification until invoices or purchase orders reach accounting
(late in the approval process) rather than determining their allowability in the contracts or purchasing
units (early in the approval process).
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Questioned Costs

Not applicable.

Recommendations

Child Support Services should provide all staff that review and approve contracts, invoices, and
purchase orders with a list of allowable and unallowable expenditures so that they can ensure
expenditures are made in conformance with OMB Circular A-87. Child Support Services should also
establish written policies and procedures requiring these staff to use the list to ensure that expenditures
are allowable.

Department’s View and Corrective Action Plan

Child Support Services stated that, as a result of the prior finding, it distributed copies of OMB
Circular A-87 to all accounting staff and that it directed accounting staff to routinely audit invoices for
compliance with the OMB Circular A-87 guidelines.

Child Support Services also stated that it concurs with the recommendation and will provide all

staff who review and approve contracts, invoices, and purchase orders with a list of allowable and
unallowable expenditures so that they can ensure expenditures are made in conformance with OMB
Circular A-87. Child Support Services will also establish written policies and procedures requiring these
staff to use the list to ensure that expenditures are allowable. In addition, Child Support Services will
provide training to all staff who review and approve contracts, invoices, and purchase orders on the
allowability of costs under OMB Circular A-87.

Reference Number: 2008-2-5

Federal Catalog Number: 93.778

Federal Program Title: Medical Assistance Program (Medi-Cal)
Federal Award Numbers and Years: 05-0805CA5028; 2008

05-0705CA5028; 2007
05-0605CA5028; 2006
05-0505CA5028; 2005

Category of Finding: Allowable Costs/Cost Principles

State Administering Department: Department of Health Care Services (Health
Care Services)

Criteria

TITLE 42—PUBLIC HEALTH, PART 433—STATE FISCAL ADMINISTRATION,
Subpart F—Refunding of Federal Share of Medicaid Overpayments to Providers, Section 433.312—
Basic Requirements for Refunds

(a) Basic rules

(1)  Except as provided in paragraph (b) of this section, the Medicaid agency has 60 days from
the date of discovery of an overpayment to a provider to recover or seek to recover the
overpayment before the Federal share must be refunded to CMS.

(2)  The agency must refund the Federal share of overpayments at the end of the 60-day
period following discovery in accordance with the requirements of this subpart, whether
or not the State has recovered the overpayment from the provider.
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(b)  Exception. The agency is not required to refund the Federal share of an overpayment made to a
provider when the State is unable to recover the overpayment amount because the provider has
been determined bankrupt or out of business in accordance with §433.318.

() Applicability.

(1)  The requirements of this subpart apply to overpayments made to Medicaid providers that
occur and are discovered in any quarter that begins on or after October 1, 1985.

(2)  The date upon which an overpayment occurs is the date upon which a State, using its
normal method of reimbursement for a particular class of provider (e.g., check, interfund
transfer), makes the payment involving unallowable costs to a provider.

Condition

In our report for the fiscal year ended June 30, 2006, we identified that Electronic Data Systems
(EDS)—the firm Health Care Services contracts with to authorize Medi-Cal payments—authorized
Medi-Cal payments to some skilled nursing facilities (facilities) more than once for the same

services. We identified these errors while performing an audit of California’s implementation of a

new facility-specific reimbursement rate system. Specifically, we identified more than 2,100 duplicate
payments to facilities for claims reflecting dates of service between August 1, 2005, and July 31, 2006,
totaling $3.3 million. We were also aware of other potential duplicate payments to facilities; however,
due to the complexity of these payments, additional research by EDS was necessary. According to EDS,
its examiners followed a flawed procedure that instructed them to override a specific type of suspended
claim, resulting in duplicate payment authorizations.

Health Care Services and EDS subsequently took measures to resolve this problem. EDS implemented
a special processing guideline to discontinue overriding suspended claims, updated its procedures, and
started to identify all facilities that received duplicate Medi-Cal payments to begin efforts to recoup
those funds. However, subsequent to our audit, we found that the special processing guideline instructs
examiners in certain situations to continue to follow the flawed procedure, which could result in EDS
continuing to pay duplicate claims related to the facilities. Subsequently, EDS further revised the special
processing guidelines to correct this oversight. In response to our 2006 finding, Health Care Services
stated that it would increase its quality control over the claims override function.

On April 30, 2008, Health Care Services instructed EDS to conduct a review of the override function
for error codes 802 and 803 that identify claims suspended because they are potentially duplicate
payments. This review, which was conducted from April 2008 through September 2008, indicates that
the percentage of suspended claims that were erroneously overridden was within EDS’s established
acceptable error rate of 5 percent. The results are based on 25 errors found in the 601 claims sampled
by EDS, which equates to a 4.2 percent error rate. However, we noted the error rate for code 802 in
both April 2008 and May 2008 was 10 percent and in July 2008 was 6 percent. Further, the error rate for
code 803 in May 2008 was 11.8 percent. Health Care Services is requiring EDS to continue reviewing
the claims override function for error codes 802 and 803 for an additional six-month period from
October 2008 through March 2009. Health Care Services also stated that, at the end of this period, it
would determine whether additional quality controls are warranted.

Because the scope of our report for the fiscal year ended June 30, 2006, focused only on long-term care
payments made to facilities subject to the new reimbursement rates, we subsequently reviewed Health
Care Services’ guidelines for other types of payments and found that those for medical, outpatient, and
vision payments included this same flawed procedure. However, because EDS does not document or
track the reasons it overrides a suspended claim, we could not identify which claims were paid using the
flawed procedure that could result in duplicate payments. Health Care Services stated it has identified
$6.4 million in duplicate payments to either a single facility or multiple long-term care providers for
services to the same individual on the same day. Health Care Services stated that in September 2007

it began to recoup duplicate payments made to long-term care providers during the period from
October 5, 2005, through November 18, 2006, in those situations where a single facility received

more than one payment for the same individual on the same day. Specifically, according to Health
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Care Services, it identified $5,099,557 in overpayments to 532 long-term care facilities, of which it

had recouped $5,082,842 by October 10, 2008. Health Care Services also stated that in May 2008

it began recouping the amount of duplicate payments that were made to multiple long-term care
providers during the period from October 5, 2005, through November 18, 2006, for the same individual
on the same day. Health Care Services estimates that $1,315,834 was paid to providers as a result of this
type of duplicate payment, of which $62,159 had been recouped as of October 24, 2008.

Finally, Health Care Services stated that it did not identify any duplicate vision claims paid for fiscal
year 2005—-06. However, Health Care Services also stated that in April 2008 it began recouping
overpayments for duplicate medical and outpatient claims that were made during this period. Health
Care Services estimates that $207,500 was paid to providers as a result of this type of duplicate
payment, including $119,871 in outpatient claims and $87,629 in medical claims. Of this $207,500,
$193,589 had been recouped as of October 14, 2008. However, we could not validate this information
because Health Care Services did not retain the supporting documentation used to arrive at these
amounts. Until Health Care Services fully recoups its overpayments to providers, it is not in compliance
with the federal regulations that govern refunding the federal share of overpayments to providers.

Questioned Costs

Not determined.

Recommendations

To ensure that EDS authorizes disbursements of Medi-Cal funds only to facilities and providers
entitled to them, Health Care Services should take the following steps:

+ Continue to increase its quality control over the claims override function until it can provide
assurance that the manual processing of suspended claims does not result in duplicate payments.

+ Follow its existing claims processing quality control guidelines for all error codes, which include
coordinating with EDS to initiate problem analysis, identifying root causes, recommending possible
solutions, implementing process improvements, and evaluating corrective action when the monthly
error rate for an individual error code related to duplicate payments exceeds 5 percent.

+ Ensure that EDS documents and tracks the reasons for overriding claims that have been suspended
in the system.

+ Continue to recoup all duplicate payments related to long-term care providers as well as those
related to medical and outpatient claims.

« Direct EDS to retain documentation to support all of its recoupment efforts.

Department’s View and Corrective Action Plan

Health Care Services agrees with the finding and will take the following corrective action:

+ Continue to increase its quality control over the claims override function until it can provide
assurance that the manual processing of suspended claims does not result in duplicate payments.

Health Care Services instructed EDS to perform an additional review, including an increase to the
customary sample size, from each of the claim categories identified as Suspense Claims Processing
Error Code 802 and Error Code 803 for a full year. At the conclusion of this period, Health Care
Services will evaluate the results and determine if there is a need for further review or action.
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« Follow its existing claims processing quality control guidelines for all error codes, which include

coordinating with EDS to initiate problem analysis, identifying root causes, recommending possible
solutions, implementing process improvements, and evaluating corrective action when the monthly
error rate for an individual error code related to duplicate payments exceeds 5 percent.

Health Care Services follows existing claims processing quality control guidelines and holds EDS
accountable to error rate thresholds as established in the EDS Quality Assurance Procedures and
Standards Manual. Health Care Services’ quality management (QM) analyst reviews the QM
Monthly Performance Report from EDS and directs EDS to perform further review or produce
additional data for areas under scrutiny. Health Care Services’ analyst actively meets with EDS QM
staff to identify and resolve problems and issues, conduct special studies, and implement process
improvements for areas associated with the claim adjudication processes.

Ensure that EDS documents and tracks the reasons for overriding claims that have been suspended
in the system.

Health Care Services continues to maintain that there is no need to document the reasons a
suspended claim’s error code has been overridden. An EDS claim examiner can only override a claim
that had been suspended for review when the claim meets specific criteria as documented in the
claims processing guidelines for the error code condition that resulted in the claim being suspended.
Developing a systematic process for documenting the reasons for overriding claims that have been
suspended would have the following impacts:

Incur approximately 1,600 hours / $200,000 costs to the California Medicaid Management
System (CA-MMIS) to implement this recommendation under the current fiscal intermediary
(FI) contract. The current state budget crisis has resulted in Health Care Services limiting system
changes to projects that are required by state or federal legal mandates.

Require claim examiners to determine and input the new field in the system that would negatively
impact their ability to meet the contractually required claim processing timelines with the staffing
levels supported by the existing contract terms. Health Care Services would most likely incur

a claim to be reimbursed for additional FI staffing to meet claim processing time requirements
should the FI not be able to maintain compliance with processing time requirements.

The existing controls limit FI claim examiners to only override a claim’s error code for specific Health
Care Services-approved reasons. Health Care Services believes this provides an adequate level of
documentation and tracking of error code overrides. Health Care Services believes it would be more
cost effective to implement the recommendation of the Bureau of State Audits (BSA) with the project
to replace the existing CA-MMIS that is part of the currently active FI reprocurement.

Continue to recoup all duplicate payments related to long-term care providers as well as those
related to medical and outpatient claims.

Health Care Services continues to seek full reimbursement of all duplicate payments through the
recovery process while the Audits and Investigation Division continues to include the duplicate claim
overpayment data as part of its ongoing audit and recovery activities.

Direct EDS to retain documentation to support all of its recoupment efforts.

Health Care Services maintains that the existing recoupment process already documents the
collection of amounts owed at the individual provider level in weekly financial reports. This
information is available for review via on-line query, a demonstration of which was provided to

the auditors. Health Care Services believes the cost and effort required to implement the BSA’s
recommendation for a new report, to consolidate and track the progress of erroneous payment
correction actions in a more easily accessible format, exceeds the benefit of developing the report in



California State Auditor Report 2008-002
May 2009

light of the current State and departmental budget environment. Creating this report would require
a change to the Medi-Cal claims processing system that is estimated at approximately $937,500
(7,500 programming hours @ $125/hr). Currently, an ad hoc reporting capability can produce
point-in-time account balances at the individual provider level and at a cost of approximately
$1,250 to $2,500 per request. The BSA’'s recommendation will be considered further with
implementation of the CA-MMIS replacement system.

Auditor’s Comments on Department’s View

Health Care Services has not fully addressed our recommendation related to its claims processing
quality control guidelines for error codes. Currently, Health Care Services calculates its error rates
by grouping the various error codes together. However, our recommendation is directed toward it
evaluating the monthly error rate for individual error codes related to duplicate payments separately.
If the error rate for the individual error codes associated with duplicate payments exceeds 5 percent,
then Health Care Services should direct EDS to perform additional analysis as detailed in its claims
processing quality control guidelines.

Health Care Services stated that it believes it would be more cost effective to implement our
recommendations related to documenting and tracking the reasons for overriding claims that have been
suspended in the system as well as retaining documentation to support all of its recoupment efforts
with the implementation of its project to replace the existing CA-MMIS. Although this project has
been approved by the Department of Finance and is in the Request for Proposal phase of the system
development life cycle, the estimated completion date for this project is September 2015. The BSA
believes that more immediate attention should be directed toward resolving the issues in our finding
given the fact that according to Health Care Services, it has already recouped more than $5.3 million.

Reference Number: 2008-2-7
Federal Catalog Number: 93.959
Federal Program Title: Block Grants for Prevention and Treatment of

Substance Abuse (SAPT)

Federal Award Numbers and Years: 08B1CASAPT; 2008
07B1CASAPT; 2007

Category of Finding: Activities Allowed/Allowable Costs

State Administering Department: Department of Alcohol and Drug

Programs (ADP)

Criteria

TITLE 45—PUBLIC WELFARE, PART 96—BLOCK GRANTS—Subpart C—Financial Management,
Section 96.30—Fiscal and Administrative Requirements

(a)  Fiscal control and accounting procedures. Except where otherwise required by Federal law or
regulation, a State shall obligate and expend block grant funds in accordance with the laws and
procedures applicable to the obligation and expenditure of its own funds. Fiscal control and
accounting procedures must be sufficient to (a) permit preparation of reports required by the
statute authorizing the block grant and (b) permit the tracing of funds to a level of expenditure
adequate to establish that such funds have not been used in violation of the restrictions and
prohibitions of the statute authorizing the block grant.
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STATE ADMINISTRATIVE MANUAL, Section 8539—Attendance Records

Agencies will maintain complete records of attendance and absences for each employee during each pay
period. These records will be properly certified.

Condition

ADP staff track the hours they spend on various activities and grants and charge their time to different
program cost account (PCA) codes. ADP has set up several PCA codes for SAPT. ADP’s accounting
staff enter their time sheet information into the State’s Labor Distribution System, which results in
funds being drawn down from their ultimate funding sources.

Our review of 45 employee time sheets found 14 instances in which ADP’s accounting records did not
substantially agree with the hours reported by the employee. For example, 176 hours were charged to

a SAPT PCA for an employee, even though the employee reported that she did not work on activities
related to SAPT during the month. This error resulted in an overcharge to the SAPT grant of $6,830.46.
Conversely, another employee’s time sheet indicated that 120 hours plus 56 hours for holidays and leave
time should have been charged to a SAPT PCA. However, ADP’s accounting records showed that only
17.6 hours were charged to the SAPT PCA for the employee. The remaining hours were charged to a
PCA not related to SAPT. Consequently, ADP undercharged the SAPT grant by $6,645.78.

Generally, the differences arose because accounting staff did not key in the hours reported on the time
sheet, and the labor distribution system defaulted to base PCAs on the employee’s profile. One of ADP’s
accounting administrators explained that in some cases, employees did not always submit their time
sheets in time for accounting to process them and meet the State Controller’s Office deadline. She

also stated that during fiscal year 2007-08 ADP did not regularly make adjustments to its accounting
records once a time sheet had been received. Without an adequate control process, ADP cannot assure
that it is accurately charging payroll costs to the SAPT grant.

Questioned Costs
Of $176,727.80 sampled, $14,065.65 was undercharged and $11,206.66 was overcharged.

Recommendations

ADP should establish a quality control process to ensure that it correctly charges payroll costs to
the proper PCA codes for SAPT. Additionally, ADP should promptly make adjustments for any
discrepancies that come to its attention.

Department’s View and Corrective Action Plan

ADP stated that it concurs with the auditors’ findings. ADP will establish and document procedures for
processing monthly time sheets to ensure their accuracy and timely submission. ADP will also conduct
training sessions for managers and timekeepers to emphasize and review their responsibilities and
discuss the procedures. Its accounting office will review late time sheets and enter adjusted time sheets,
when necessary. Finally, ADP plans to have in place by December 2009 an automated time sheet, which
will resolve the allocation issues.

Reference Number: 2008-2-9
Federal Catalog Number: 93.566
Federal Program Title: Refugee and Entrant Assistance—State

Administered Programs (Refugee Program)
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Federal Award Numbers and Year: G-07AACA9100; 2007
G-07AACA9110; 2007
Category of Finding: Allowable Costs/Cost Principles
State Administering Department: Department of Social Services (Social Services)

Criteria

TITLE 2—GRANTS AND AGREEMENTS, PART 225—COST PRINCIPLES FOR STATE, LOCAL,
AND INDIAN TRIBAL GOVERNMENTS (OMB CIRCULAR A-87)

Appendix B to Part 225—Selected Items Of Cost

8. Compensation for personal services

h. Support of salaries and wages. These standards regarding time distribution are in addition
to the standards for payroll documentation.

(4)  Where employees work on multiple activities or cost objectives, a distribution of
their salaries or wages will be supported by personnel activity reports or equivalent
documentation which meets the standards in subsection 8.h.(5) of this appendix
unless a statistical sampling system (see subsection 8.h.(6)) or other substitute
system has been approved by the cognizant Federal agency. Such documentary
support will be required where employees work on:

(a) More than one Federal award,

(b) A Federal award and a non-Federal award,

() Anindirect cost activity and a direct cost activity,
(

d)  Two or more indirect activities which are allocated using different
allocations bases, or

()  An unallowable activity and a direct or indirect cost activity.

(5)  Personnel activity reports or equivalent documentation must meet the
following standards:

(a)  They must reflect an after-the-fact distribution of the actual activity of
each employee,

(b)  They must account for the total activity for which each employee
is compensated,

() They must be prepared at least monthly and must coincide with one or
more pay periods, and

(d)  They must be signed by the employee.

(e)  Budget estimates or other distribution percentages determined before the
services are performed do not qualify as support for charges to Federal
awards but may be used for interim accounting purposes, provided that:

(i) The governmental unit’s system for establishing the
estimates produces reasonable approximations of the activity
actually performed;

(i)  Atleast quarterly, comparisons of actual costs to budgeted
distributions based on the monthly activity reports are made. Costs
charged to Federal awards to reflect adjustments made as a result
of the activity actually performed may be recorded annually if the
quarterly comparisons show the differences between budgeted and
actual costs are less than ten percent; and
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(iii)  The budget estimates or other distribution percentages are revised at
least quarterly, if necessary, to reflect changed circumstances.

Condition

In our prior-year audit, we reported that Social Services could not substantiate the payroll expenditures
it charged to the Refugee Program. Social Services used funds from four federal programs to administer
California’s Refugee Program. However, Social Services did not require its staff to complete personnel
activity reports (for example, time sheets) or equivalent documentation to support the actual amount
of time they spend working on activities related to this program. Instead, Social Services used
percentages that were developed a long time ago based on a time study or time studies to charge its
payroll expenditures.

During our follow-up procedures for fiscal year 2007-08, we found that Social Services did not require
the requisite staff to submit personnel activity reports or equivalent documentation to support the
actual amount of time they spent working on activities related to the Refugee Program. Instead,

it continued to rely on an outdated time study or time studies to charge payroll expenditures to

this program.

According to an analyst in the Refugee Policy Unit in its Refugee Programs Bureau (RPB), the RPB is in
the process of updating its time study process. Specifically, it will be conducting monthly time studies
for all employees for one year beginning in March 2008. After the one-year period, the RPB will analyze
and consider the results to determine how to allocate payroll costs to the various federal grants it uses
to administer the Refugee Program. The RPB plans to review and update, if needed, the time study data
quarterly. However, until it does so, Social Services cannot ensure that only allowable costs are charged
to the program.

Questioned Costs
$1,035,003

This amount represents the total salaries and benefits for the RPB in fiscal year 2007—08. In accordance
with 45 CFR, Part 400.13(c), which states certain administrative costs for the overall management

of the State’s refugee program may be charged to the cash assistance, medical assistance, and related
administrative costs (CMA) grant, the salaries and benefits related to the RPB’s chief and one support
staff have been charged 100 percent to the CMA grant. However, these individuals also work on
activities related to a state-funded program. Social Services did not provide us with the portion of their
salaries and benefits associated with the time they spent on the state-funded program. Therefore, we
were unable to adjust the questioned costs for this amount.

Recommendation

Social Services should ensure that its process for charging compensation for personal services to the
Refugee Program conforms to the requirements of OMB Circular A-87.

Department’s View and Corrective Action Plan

Social Services stated that it concurs with the finding and provided the following response:

+ The RPB required staff to complete time studies monthly beginning March 3, 2008. The RPB is in the
process of conducting an annual time study, covering March 2008 through February 2009. The RPB
will use the data from this 12-month period for comparison to the percentages reported on the
2006—07 and 2007-08 Time Reporting Summaries.

+ The RPB will use adjusted time study percentages beginning with the April-May-June 2009 quarter,
as appropriate.
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+ Beginning March 2009 the RPB will begin time studying in the middle month of each quarter, as
approved by the federal Office of Refugee Resettlement (ORR).

+ The RPB will check with Social Services’ Accounting and Budgets to inquire whether the RPB chief
and support staff need to perform a time study, or if their time can be based on the RPB’s time study

percentages per Social Services’ cost allocation plan.

+ On March 3, 2008, RPB staff began recording monthly time studies for all staff during each work day.

+ On March 20, 2008, RPB requested from ORR approval to move from monthly to quarterly time
studies. On March 21, 2008, ORR approved that request.

Reference Number:

Category of Finding:

State Administering Department:
Federal Catalog Number:

Federal Program Title:

Federal Award Numbers and Years:

2008-2-10

Allowable Cost/Cost Principles

Department of Social Services (Social Services)
93.658

Foster Care—Title IV-E

0801CA1401; 2008
0701CA1401; 2007

Federal Catalog Number:

Federal Program Title:

Federal Award Numbers and Years:

Criteria

93.659
Adoption Assistance

0801CA1407; 2008
0701CA1407; 2007

TITLE 45—PUBLIC WELFARE, PART 95—GENERAL ADMINISTRATION—GRANT PROGRAMS
(PUBLIC ASSISTANCE, MEDICAL ASSISTANCE AND STATE CHILDREN’S HEALTH
INSURANCE PROGRAMS), Subpart E—Cost Allocation Plans, Section 95.507—Plan Requirements

(b)  The cost allocation plan shall contain the following information:

(7)  If the public assistance programs are administered by local government agencies under a
State supervised system, the overall State agency cost allocation plan shall also include
a cost allocation plan for the local agencies. It shall be developed in accordance with
the requirements set forth above. More than one local agency plan shall be submitted
if the accounting systems or other conditions at the local agencies preclude an equitable
allocation of costs by the submission of a single plan for all local agencies. Prior to
submitting multiple plans for local agencies, the State should consult with the Director,
DCA. Where more than one local agency plan is submitted, the State shall identify the
specific local agencies covered by each plan.
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TITLE 45—PUBLIC WELFARE, PART 95—GENERAL ADMINISTRATION—GRANT PROGRAMS
(PUBLIC ASSISTANCE, MEDICAL ASSISTANCE AND STATE CHILDREN’S HEALTH
INSURANCE PROGRAMS), Subpart E—Cost Allocation Plans, Section 95.517—Claims for Federal
Financial Participation

(a) A State must claim FFP for costs associated with a program only in accordance with its approved
cost allocation plan. However, if a State has submitted a plan or plan amendment for a State
agency it may, at its option, claim FFP based on the proposed plan or plan amendment unless
otherwise advised by the DCA. However, where a State has claimed costs based on a proposed
plan or plan amendment the State, if necessary, shall retroactively adjust its claims in accordance
with the plan or amendment as subsequently approved by the Director, DCA. The State may also
continue to claim FFP under its existing approved cost allocation plan for all costs not affected
by the proposed amendment.

Condition

Social Services does not have adequate internal controls in place to ensure that county welfare
departments are claiming costs according to the cost allocation plan for local agencies. Social Services
submits to the U.S. Department of Health and Human Services a cost allocation plan for the county
welfare departments (local agency CAP) that describes the allocation basis and direct charge rationale
for charging programs and projects supported by federal funds. The counties charge these program
costs on the county expense claims (CECs) that they submit quarterly to Social Services. However,
Social Services does not have a process in place to ensure that the costs that are reflected on the CECs
are calculated in accordance with the local agency CAP. Specifically, Social Services does not require
counties to submit supporting documentation with their quarterly CECs, nor does Social Services
conduct site visits during the award year to review the counties’ processes related to capturing and
allocating the costs reported in the CECs they submit.

Social Services does provide guidance to the counties on how to complete their CECs in quarterly time
study and claiming instructional fiscal letters, which reflect any changes in program code descriptions
and the local agency CAP. Social Services also provides the counties the template for completing the
CEC. However, these procedures do not provide reasonable assurance that the counties are adhering
to the local agency CAP. Until Social Services can ensure counties are following the cost reporting
methodologies described in the local agency CAP, it lacks assurance that the counties are claiming only
allowable costs.

Questioned Costs

Unknown

Recommendation

Social Services should develop a process and procedures to ensure counties are adhering to the local
agency CAP and claiming only allowable costs.

Department’s View and Corrective Action Plan

Social Services stated that it does not concur with this finding for the following reasons:
The CEC is an automated process that is based entirely on the federally approved Cost Allocation Plan
for local assistance. This automated database application allows counties areas to input data; however it

does not allow counties to modify the programming that executes the CEC. Social Services would like
the reader to refer to its response to the Bureau of State Audits’ finding number 2008-1-13.

The CEC incorporates the following controls into the system:
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+ All approved cost allocation codes are embedded in the claim template and cannot be modified by
the counties.

+ The cost allocation codes allocate the identified costs to the appropriate program funding sources
based on federally approved methodologies. These methodologies and formulas are embedded in the
claim template. The counties cannot modify the formulas.

+ The county costs are determined through a federally approved time study methodology.
+ The CEC claiming instructions and county template are updated each quarter.

The CEC, in its various stages of automation from 20/20, Unify, Lotus and to the current FoxPro
version, has proven to be an effective tool for capturing, reporting and allocating county administrative
costs in accordance with approved cost allocation principles. The Cost Allocation Plan and
methodology for capturing, allocating and reporting the county administrative expenditures has been
approved by the federal government.

Auditor’s Comments on Department’s View

Social Services’ response does not address the basis of the Bureau of State Audits (BSA) finding.
Specifically, Social Services is focusing on the CEC process while the BSA is concerned with the
data that is input into the CEC. Social Services’ current process for paying counties does not provide
a reasonable assurance that the data entered into the CEC was obtained through a process that is
compliant with the local agency CAP.

Although Social Services stated that “county costs are determined through a federally approved time
study methodology”, it did not address how it ensures the counties are following this methodology. The
primary basis for distributing costs through the local agency CAP is individual caseworker time studies.
Additionally, according to the local agency CAP, the 40 largest counties must identify their clerical and
support salaries using a separate time study/time certification process and submit a Support Staff Time
Reporting Plan annually to Social Services for review. However, Social Services did not provide us any
evidence that it conducts these reviews.

The cost allocation process is complex and errors can occur in the time study process. For example, as
we point out in our finding number 2008-2-11, Social Services” Sacramento district office accidentally
included an employee’s time-reporting document twice, which affected the allocation of federal funds
for that program. It is possible that similar errors can be occurring in the counties’ time study processes.
Thus, the BSA stands by its conclusion that until Social Services can ensure counties are following the
cost-reporting methodologies described in the local agency CAP, it lacks assurance that the counties are
claiming only allowable costs.

Reference Number: 2008-2-11

Federal Catalog Number: 93.659

Federal Program Title: Adoption Assistance
Federal Award Numbers and Years: 0801CA1407, 2008

0701CA1407, 2007
Category of Finding: Allowable Costs/Cost Principles

State Administering Department: Department of Social Services (Social Services)
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Criteria

TITLE 45—PUBLIC WELFARE, PART 95—GENERAL ADMINISTRATION—GRANT PROGRAMS
(PUBLIC ASSISTANCE, MEDICAL ASSISTANCE AND STATE CHILDREN’S HEALTH
INSURANCE PROGRAMS), Subpart E—Cost Allocation Plans, Section 95.517—Claims for Federal
Financial Participation

(@) A State must claim FFP for costs associated with a program only in accordance with its approved
cost allocation plan. However, if a State has submitted a plan or plan amendment for a State
agency it may, at its option, claim FFP based on the proposed plan or plan amendment unless
otherwise advised by the DCA. However, where a State has claimed costs based on a proposed
plan or plan amendment the State, if necessary, shall retroactively adjust its claims in accordance
with the plan or amendment as subsequently approved by the Director, DCA. The State may also
continue to claim FFP under its existing approved cost allocation plan for all costs not affected
by the proposed amendment.

CALIFORNIA DEPARTMENT OF SOCIAL SERVICES STATE COST ALLOCATION PLAN FOR
DIRECT AND INDIRECT COSTS—FY 2007-08, Chapter III, Step IV—Basis for Time Reporting

R-3 Group Percentages: Single programs and multi-program units in which the structure and
workload permit the assignment of a specific number of personnel to a particular program. This
enables the unit to readily identify the time spent on a specific program. The unit completes a
Group Activity Percentage Time Reporting Summary showing the percentage of time spent on
each program.

Condition

Social Services’” Adoptions Services Bureau (Adoptions Services) did not comply with its public
assistance cost allocation plan. Specifically, the percentages for Adoptions Services’ Sacramento
district office that were submitted for the first quarter of fiscal year 2007—08 contained an error in

the Group Activity Percentage Time Reporting Summary. The error occurred because one employee
inadvertently submitted two individual time summaries, which understated the amount charged to the
federal government by roughly $7,200. According to the manager of the district office, this error was
an oversight because she reviews the time summaries before they are sent to the fiscal services bureau.
Nevertheless, errors such as this one hinder Social Services’ ability to accurately charge costs to the
program in accordance with its public assistance cost allocation plan.

Questioned Costs

Social Services undercharged the federal government $7,239.

Recommendation

Social Services should ensure that it accurately charges time spent on the program in accordance with
its approved state public assistance cost allocation plan.

Department’s View and Corrective Action Plan

Social Services stated that it concurs with the finding. An adoptions specialist submitted her time study
report inaccurately. She resubmitted the time study report with the appropriate federal allocations.
Clerical staff failed to pull the first report and both studies were calculated into the statistical report.
The figures were recalculated and submitted with the corrected information.

The adoptions district office manager has been counseled by Adoptions Services’ central office about
this error. Adoptions Services’ central office will be instructing all district office managers to review
all time study reports. The managers will supervise clerical staff and review time studies as they are
submitted on a bimonthly basis.
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Reference Number: 2008-3-10
Federal Catalog Number: 93.563
Federal Program Title: Child Support Enforcement (CSE)
Federal Award Numbers and Years: 0804CA4004; 2008

0704CA4004; 2007
Category of Finding: Cash Management
State Administering Department: Department of Child Support Services (Child

Support Services)

Criteria

TITLE 45—PUBLIC WELFARE, PART 304—OFFICE OF CHILD SUPPORT ENFORCEMENT
(CHILD SUPPORT ENFORCEMENT PROGRAM), ADMINISTRATION FOR CHILDREN AND
FAMILIES, U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES—FEDERAL FINANCIAL
PARTICIPATION, Section 304.10—General Administrative Requirements

As a condition for Federal financial participation, the provisions of Part 74 of this title (with the
exception of 45 CFR 74.23, Cost Sharing or Matching and 45 CFR 74.52, Financial Reporting)
establishing uniform administrative requirements and cost principles shall apply to all grants made to
States under this part.

TITLE 45—PUBLIC WELFARE, PART 74—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR AWARDS AND SUBAWARDS TO INSTITUTIONS OF HIGHER EDUCATION, HOSPITALS,
OTHER NONPROFIT ORGANIZATIONS, AND COMMERCIAL ORGANIZATIONS,

Subpart C—Post-Award Requirements—Financial and Program Management, Section 74.21—
Standards for Financial Management Systems

(b)(3) Recipients’ financial management systems shall provide for the following: Effective control over
and accountability for all funds, property, and other assets.

Recipients shall adequately safeguard all such assets and assure they are used solely for
authorized purposes.

TITLE 45—PUBLIC WELFARE, PART 74—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR AWARDS AND SUBAWARDS TO INSTITUTIONS OF HIGHER EDUCATION, HOSPITALS,
OTHER NONPROFIT ORGANIZATIONS, AND COMMERCIAL ORGANIZATIONS,

Subpart C—Post-Award Requirements, Section 74.22—Payment

(a)  Unless inconsistent with statutory program purposes, payment methods shall minimize the time
elapsing between the transfer of funds from the U.S. Treasury and the issuance or redemption
of checks, warrants, or payment by other means by the recipients. Payment methods of State
agencies or instrumentalities shall be consistent with Treasury-State CMIA agreements, or the
CMIA default procedures codified at 31 CFR 205.9, to the extent that either applies.

TITLE 31—MONEY AND FINANCE: TREASURY, CHAPTER II—FISCAL SERVICE,
DEPARTMENT OF THE TREASURY, PART 205—RULES AND PROCEDURES FOR EFFICIENT
FEDERAL-STATE FUNDS TRANSFERS, Subpart A, Rules Applicable to Federal Assistance Programs
Included in a Treasury-State Agreement, Section 205.6—What Is a Treasury-State Agreement?
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(a) A Treasury-State agreement documents the accepted funding techniques and methods for
calculating interest agreed upon by us and a State and identifies the Federal assistance programs
governed by this subpart A. If anything in a Treasury-State agreement is inconsistent with this
subpart A, that part of the Treasury-State agreement will not have any effect and this subpart A
will govern.

(b) A Treasury-State agreement will be effective until terminated unless we and a State agree to a
specific termination date. We or a State may terminate a Treasury-State agreement on 30 days
written notice.

TITLE 31—MONEY AND FINANCE: TREASURY, CHAPTER II—FISCAL SERVICE,
DEPARTMENT OF THE TREASURY, PART 205—RULES AND PROCEDURES FOR EFFICIENT
FEDERAL-STATE FUNDS TRANSFERS, Subpart A, Rules Applicable to Federal Assistance Programs
Included in a Treasury-State Agreement, Section 205.9—What Is a Treasury-State Agreement?

(c)  Funding techniques to be applied to Federal assistance programs subject to this subpart A.

CASH MANAGEMENT IMPROVEMENT ACT AGREEMENT BETWEEN THE STATE OF
CALIFORNIA AND THE SECRETARY OF THE TREASURY, UNITED STATES DEPARTMENT
OF THE TREASURY, PART 6—FUNDING TECHNIQUES, Section 6.2—Description of

Funding Techniques

Pre-Issuance

The State shall request funds such that they are deposited in a State account not more than three
business days prior to the day the State makes a disbursement. The request shall be made in accordance
with the appropriate Federal agency cut-off time specified in Exhibit I. The amount of the request shall
be the amount the State expects to disburse. This funding technique is interest neutral.

Monthly Estimate/Monthly Draw—Administrative Costs

Monthly operating and equipment expenditures shall be estimated monthly and estimated on the
median day of the month. The State shall request payroll funds such that they are deposited to coincide
with the State’s monthly payroll cycle. The amount of the requests shall be an estimate of expenditures
based on historical data. The request shall be made in accordance with the appropriate Federal agency
cut-off time specified in Exhibit I. The estimate will be reconciled to actual costs within 45 days

after the end of the month, and future draws will be adjusted accordingly. This funding technique is
interest neutral.

CASH MANAGEMENT IMPROVEMENT ACT AGREEMENT BETWEEN THE STATE OF
CALIFORNIA AND THE SECRETARY OF THE TREASURY, UNITED STATES DEPARTMENT
OF THE TREASURY, PART 6—FUNDING TECHNIQUES, Section 6.3 Application of Funding
Techniques to Programs, Section 6.3.2 Programs

93.563 Child Support Enforcement

Component: Payroll/Operating expenses

Technique: Monthly Estimate/Monthly Draw—Administrative Costs
Component: Payments to local agencies

Technique: Pre-Issuance

Condition

Child Support Services lacks adequate policies and procedures to provide reasonable assurance that
cash management requirements are met for drawing federal funds for the CSE program administrative
costs. Specifically, Child Support Services failed to consistently follow the funding technique specified
in the Treasury-State Agreement (TSA) during state fiscal year 2007—08. The funding technique
described in the agreement states that Child Support Services will estimate monthly operating and
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equipment expenditures on the median day of the month and base that estimate on historical data.
However, Child Support Services currently draws down only the amount of actual expenditures
incurred up until the median day of the month instead of using historical data to estimate the amount
expended as well as the amount it expects to expend during the remainder of the month. Child Support
Services subsequently draws the actual amount of expenditures for the second half of the month during
the next month’s estimate. Child Support Services’ current methodology relies on the State to pay for
the expenditures until the federal government reimburses it. As a result, the State foregoes earning
interest on these funds. Child Support Services has chosen not to estimate and draw down funds in
advance for the second half of the month because of possible large changes in expenditures from month
to month that it believes could skew the estimate. Nevertheless, Child Support Services’ current process
is not in compliance with the TSA.

Child Support Services also experienced difficulty conducting aspects of this process in a timely
manner. Specifically, Child Support Services did not estimate operating and equipment expenditure
costs on the required median day of the month for four of the eight months during fiscal year 2007-08
that it drew down federal funds for these purposes. The estimates were generally prepared two to

five days after the required date. Child Support Services only drew down federal funds for eight of

the 12 months for several reasons. For the first two months, it did not make an operating and
equipment expenditure draw because the State’s budget had not been approved. Later in the fiscal
year, Child Support Services did not make operating and equipment expenditure draws in two months
because of insufficient fund and award balances. Additionally, Child Support Services did not reconcile
operating and equipment expenditure estimates within the required 45 days of the end of the month on
four occasions. Reconciliations for these four months occurred 48 to 81 days after the required dates.

In addition, Child Support Services did not always use accurate information to calculate the median

day estimate for two of the eight months we reviewed. Instead of including the total mid-month
expenditures in the median day estimate, Child Support Services omitted more than $300,000

of expenditures in November 2007 and more than $80,000 of expenditures in January 2008, which
resulted in inaccurate draws. A Child Support Services accounting administrator indicated that a keying
error and a line item omission resulted in the November 2007 error, and that a line item omission
resulted in the January 2008 error.

Finally, Child Support Services used the pre-issuance funding technique for certain operating

and equipment expenditures, contrary to instruction set forth in the TSA. As a result, more than
$2.9 million was drawn using this process, and not the required monthly estimate/monthly draw
process. The Department of Finance (Finance) stated that it has no objection to Child Support
Services’ use of this technique as long as these draws are not happening on a regular basis and only
occur when Child Support Services does not have sufficient funds available in its clearing account to
pay all obligations. Finance is planning to revise the TSA for either state fiscal year 2008—09 or for the
following year to add language explicitly allowing Child Support Services to deviate from the monthly
estimate/monthly draw technique when its funds run low. However, according to a Child Support
Services accounting administrator, Child Support Services generally uses this technique whenever
expenditures are charged that are reimbursed entirely from federal funds in contrast to the principles
outlined by Finance.

Questioned Costs

Not applicable.

Recommendations

Child Support Services should follow the requirements specified in the TSA, including conducting

the estimate and reconciliation processes in a timely manner and accurately estimating the amount of
the entire month’s expenditures. Child Support Services should also work with Finance to include a
disclosure in the TSA that describes its use of the pre-issuance funding technique for certain categories
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of operating and equipment expenditures. If the techniques described in the current TSA do not meet
Child Support Services’ needs, it should work with Finance to establish funding techniques that better
fit its needs.

Department’s View and Corrective Action Plan

Child Support Services concurs with the finding and is in the process of revising the monthly plan of
financial adjustments (PFA) procedures to utilize historical data as the basis to ensure that the transfers
are processed in a timely manner. However, Child Support Services does have outside constraints; for
example, the lack of a state budget and/or budget restrictions that may be imposed by control agencies
that affect our timeliness and/or ability to strictly utilize a historical process as a basis.

Procedures are also being revised to incorporate a review or cross-checking process to ensure that the
PFAs are accurate.

In 2007-08, Child Support Services had received affirmation from Finance that the pre-issuance
technique Child Support Services occasionally used was appropriate, and no changes to the TSA were
necessary. Due to the current audit, Child Support Services once again contacted Finance, which
resulted in Finance’s agreement to incorporate the pre-issuance technique into the 2009-10 TSA.

Reference Number: 2008-3-11
Federal Catalog Number: 93.959
Federal Program Title: Block Grants for Prevention and Treatment of

Substance Abuse (SAPT)

Federal Award Numbers and Years: 08B1CASAPT; 2008
07B1CASAPT; 2007

Category of Finding: Cash Management

State Administering Department: Department of Alcohol and Drug

Programs (ADP)

Criteria

TITLE 31—MONEY AND FINANCE: TREASURY, CHAPTER II—FISCAL SERVICE,
DEPARTMENT OF THE TREASURY, PART 205—RULES AND PROCEDURES FOR EFFICIENT
FEDERAL-STATE FUNDS TRANSFERS, Subpart A, Rules Applicable to Federal Assistance Programs
Included in a Treasury-State Agreement, Section 205.6—What Is a Treasury-State Agreement?

(@) A Treasury-State agreement documents the accepted funding techniques and methods for
calculating interest agreed upon by us and a State and identifies the Federal assistance programs
governed by subpart A. If anything in a Treasury-State Agreement is inconsistent with this
subpart A, that part of the Treasury-State agreement will not have any effect and this subpart A
will govern.

TITLE 45—PUBLIC WELFARE, PART 96—BLOCK GRANTS, Subpart C—Financial Management,
Section 96.30—Fiscal and Administrative Requirements

(a)  Fiscal control and accounting procedures. Except where otherwise required by Federal law or
regulation, a State shall obligate and expend block grant funds in accordance with the laws and
procedures applicable to the obligation and expenditure of its own funds. Fiscal control and
accounting procedures must be sufficient to (a) permit preparation of reports required by the
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statute authorizing the block grant and (b) permit the tracing of funds to a level of expenditure
adequate to establish that such funds have not been used in violation of the restrictions and
prohibitions of the statute authorizing the block grant.

Condition

ADP advances one-twelfth of the counties’ annual allocation to them on a monthly basis. On

August 17, 2007, the Department of Finance and the U.S. Department of the Treasury executed a Cash
Management Improvement Act Treasury-State Agreement (TSA) for fiscal year 2007-08. According
to the TSA, ADP must use the pre-issuance funding technique to make payments to the counties. This
funding technique requires the State to request federal funds such that they are deposited in a state
account not more than three business days prior to the day the State makes a disbursement.

We tested 45 advance payments ADP made to the counties and found three in which the State
disbursed the funds to the counties four business days after the funds were deposited in the State’s
account. The State’s delays in making the disbursements occurred because either the State Controller’s
Office (SCO) identified an insufficient balance remaining on the contract for one of the payments
submitted on the claim schedule or the SCO noted that there were insufficient funds available to
process the claim schedules.

Additionally, we noted an instance in which the State disbursed the funds to a noncounty subgrantee 33
business days subsequent to the transfer of federal funds to the state account. Specifically, ADP
received the federal funds on October 30, 2007, but the payment was not made to the subgrantee until
December 18, 2007, primarily because the SCO rejected the claim schedule on November 7, 2007, due
to insufficient funds. As a result of these errors, ADP was not in compliance with the TSA.

Recommendation

ADP should ensure that it submits accurate claims and has sufficient federal funds available before
sending them to the SCO for payment.

Questioned Costs

Not applicable.

Department’s View and Corrective Action Plan

ADP concurs that disbursement of funds was delayed in the examples cited. ADP would like to point
out, however, that the vast majority of its transactions have been timely; an analysis of all pre-issuance
funding for fiscal year 2007—-08 showed that the weighted average was 1.93 days—well within the
required three days.

The SAPT block grant is not part of the fiscal year 2008—09 TSA; therefore, ADP is unable to
implement a corrective action plan specific to the Cash Management Improvement Act. However, the
ADP will continue to use its existing procedures to ensure disbursement of federal funds occurs in a
timely manner.

It is important to correct the Bureau of State Audits’ (BSA) characterization of payments to the counties
as “advances” ADP disburses funds monthly in arrears, per California Health and Safety Code, Section
11758.12: “These net amounts . . . shall be disbursed to participating counties monthly in arrears...”

Auditor’s Comments on Department’s View

The BSA believes its characterization of the payments to counties as advances is appropriate. The
federal regulations related to SAPT allow ADP and its subgrantees to expend SAPT funds over

a 24-month period. In its contracts with subgrantees, ADP states that “the State will reimburse

the contractor monthly in arrears an amount equal to one-twelfth of the amount encumbered for the
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negotiated net amount (NNA) portion of the approved contract or the most recent allocation based

on the Budget Act allocation, whichever is less. However, based on expenditure information submitted

by the counties in the Quarterly Federal Financial Management Report (QFFMR), the State may adjust

monthly payments of encumbered federal funds to extend the length of time (not to exceed 21 months)
over which payments of federal funds will be made”

Because ADP is issuing monthly payments to its subgrantees based on either their NNA or their budget
allocation and the subgrantees are receiving the funds before they are required to demonstrate they
have incurred the expenditures, the BSA believes it is appropriate to characterize ADP’s payments to

its subgrantees as advances. The BSA would also like to point out that ADP’s statement in its contract
“the State will reimburse the contractor” is incorrect because a reimbursement can only occur after the
subgrantees have presented ADP with a reimbursement claim that includes documentation to support
their actual expenditures incurred.

Reference Number: 2008-3-13
Federal Catalog Number: 93.958
Federal Program Title: Block Grants for Community Mental

Health Services

Federal Award Number and Year: 2B09SM010005-07; 2007
Category of Finding: Cash Management
State Administering Department: Department of Mental Health (Mental Health)

Criteria

TITLE 45—PUBLIC WELFARE AND HUMAN SERVICES, PART 96—BLOCK GRANTS,
Subpart C—Financial Management, Section 96.30—Fiscal and Administrative Requirements

(a) Fiscal control and accounting procedures. Except where otherwise required by Federal law or
regulation, a State shall obligate and expend block grant funds in accordance with the laws and
procedures applicable to the obligation and expenditure of its own funds.

WELFARE AND INSTITUTIONS CODE, Section 5713

Advances for funding mental health services may be made by the Director of Mental Health from funds
appropriated to the department for local mental programs and services specified in the annual Budget
Act. Any advances made pursuant to this section shall be made in the form and manner the Director

of Mental Health shall determine. When certified by the Director of Mental Health, advances shall be
presented to the Controller for payment. Each advance shall be payable from the appropriation made
for the fiscal year in which the expenses upon which the advance is based are incurred. The advance
may be paid monthly in 12 equal increments but the total amount advanced in one fiscal year shall not
exceed 95 percent of the county’s total allocation for that year.

STATE OF CALIFORNIA 2007-08 FINAL BUDGET SUMMARY, CHAPTER 171/172, Page 406,
Provision 2

The Department of Mental Health may authorize advance payments of federal grant funds on a
monthly basis to the counties for grantees. These advance payments may not exceed one-twelfth of
Section 2.00 of the individual grant award for the 200708 fiscal year.
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Condition

In our prior-year audit, we reported that Mental Health’s procedures for monitoring the Substance
Abuse and Mental Health Services Administration’s Block Grants for Community Mental Health
Services (SAMHSA CMHS) did not adequately ensure that the advances made to counties were
appropriate. Specifically, the formula in an Excel spreadsheet that Mental Health used to verify that
the counties did not have cash balances that were more than 15 percent of their monthly expenditures
was flawed, and the 15 percent calculation was based on old information that often did not reflect the
counties’ current balances. Further, Mental Health did not follow the procedures that stipulate that

a county’s advance must be adjusted or not made when a county’s cash balance exceeds 15 percent of
its monthly expenditures. Finally, Mental Health’s procedures did not require a supervisory review and
approval of monthly advance amounts.

During our follow-up procedures for fiscal year 2007—08, we found that Mental Health did not
implement procedures to address this finding. We observed that Mental Health continued to use the
same procedures for fiscal year 2007—08 to determine the amount to pay counties, including using

the same flawed spreadsheet. According to its program staff, Mental Health has revised the spreadsheet,
and it will be implemented in fiscal year 2009-10. During our review of payment authorizations for
fiscal year 2007—-08, we found only one instance where, according to Mental Health’s calculations, a
county had excessive cash on hand and still received an unadjusted payment. However, we reported

last year that this spreadsheet should not be relied upon to make an accurate determination of counties’
cash on hand. Finally, Mental Health has yet to require a supervisory review and approval of the
monthly advance amounts.

These deficiencies continue to hamper Mental Health’s determination of acceptable cash balances for
the counties and its ability to make appropriate adjustments to their cash advances if needed. Further,
until it addresses these issues, it cannot demonstrate that the amount of federal funds it is requesting
represents its actual immediate cash requirement for carrying out the program.

Questioned Costs

Not applicable.

Recommendations

Mental Health should establish procedures to accurately monitor county SAMHSA CMHS cash
balances and to adjust its advances to them in accordance with its procedures. Mental Health should
also document any exceptions and require supervisory review of payment authorizations prior to
submitting the authorizations to the accounting unit.

Department’s View and Corrective Action Plan

Mental Health stated it will establish and implement procedures to accurately monitor county
SAMHSA CMHS cash balances. Mental Health also stated that its practice of providing advances to
counties has been discontinued. Finally, Mental Health stated it will also document any exceptions and
require supervisory review of payment authorizations prior to submitting the authorizations to the
accounting unit.
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Reference Number: 2008-5-1

Federal Catalog Number: 93.044

Federal Program Title: Special Programs for the Aging—Title III,
Part B—Grants for Supportive Services and
Senior Centers

Federal Award Numbers and Years: 08AACAT3SP; 2008
07AACAT3SP; 2007

Category of Finding: Eligibility

State Administering Department: Department of Aging (Aging)

Federal Catalog Number: 93.045

Federal Program Title: Special Programs for the Aging—Title III,
Part C—Nutrition Services

Federal Award Numbers and Years: 08AACAT3SP; 2008
07AACAT3SP; 2007

Federal Catalog Number: 93.053

Federal Program Title: Nutrition Services Incentive Program

Federal Award Numbers and Years: 08AACANSIP; 2008
07AACANSIP; 2007

Criteria

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 35—PROGRAMS FOR OLDER
AMERICANS, SUBCHAPTER III—Grants for State and Community Programs on Aging,
Section 3027—State Plans

(a)(1) The plan shall—

(A)

require each area agency on aging designated under section 3025(a)(2)(A) of this title
to develop and submit to the State agency for approval, in accordance with a uniform
format developed by the State agency, an area plan meeting the requirements of

section 3026 of this title.

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 35—PROGRAMS FOR OLDER
AMERICANS, SUBCHAPTER III—Grants for State and Community Programs on Aging,
Section 3025—Designation of State Agencies

(a)(2) the State agency shall—

(C)  in consultation with area agencies, in accordance with guidelines issued by the Assistant
Secretary, and using the best available data, develop and publish for review and comment
a formula for distribution within the State of funds received under this subchapter that
takes into account—

(i) the geographical distribution of older individuals in the State; and
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(i)  the distribution among planning and service areas of older individuals with greatest
economic need and older individuals with greatest social need, with particular
attention to low-income minority older individuals.

(D)  submit its formula developed under subparagraph (C) to the Assistant Secretary
for approval.

Condition

The U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement

(A-133 Compliance Supplement) issued in March 2008 suggests auditors perform procedures to verify
amounts awarded to subrecipients were within funding limits. Our review found that Aging did not
always maintain supporting documentation for certain amounts used in its calculation of awards to its
subgrantees. Specifically, federal law allows Aging to use a portion of its grant to conduct an effective
ombudsman program. In calculating its fiscal year 2007-08 allocation, Aging deducted $889,000 from
its federal fiscal year 2007 grant for the ombudsman program but could not provide supporting
documentation for this amount. Additionally, federal law requires that Aging place special emphasis
on older individuals with the greatest economic or social need, with particular attention to low-income
minority older individuals. According to the intrastate funding formula found in its state plan, Aging
takes this into account by defining older as age 60 and above and by assigning weights to factors such
as income levels, minority status, and geographical areas. However, Aging could not provide the
census and low income data it used to calculate the weighted factor for each of its subgrantees. Thus,
we were unable to determine whether Aging’s awards to its subgrantees were within the funding

limits outlined in its state plan. According to a program analyst, the employee who prepared the
2007-08 allocation no longer works for Aging, and the program analyst was unable to locate any of
the supporting documentation. The program analyst also stated that he has taken steps to ensure that
supporting documentation exists for the 2008—09 allocation.

Questioned Costs

Not applicable.

Recommendations

To the extent possible, Aging should recreate its fiscal year 2007—08 allocation to subgrantees and
retain all documentation pertaining to the calculation as evidence of its compliance with the eligibility
requirements. If differences exist between the original calculation and the revised calculation, Aging
should adjust these amounts on its next annual allocation. Aging should also ensure that for future
allocations it documents the methodology used and retains all supporting documentation.

Department’s View and Corrective Action Plan
Ombudsman’s $889,000 State Operations:

The Older Americans Act provides that the State Unit on Aging may determine the amount of the
federal grant it uses to support the Office of the State Long Term Care Ombudsman (OSLTCO).

The amount budgeted and deducted in fiscal year 2007-08 represents a historical baseline of support.
Aging is in the process of documenting the methodology used to determine the federal portion. Staff
will also prepare procedures that identify what supporting documentation must be retained in the file
in order to ensure that federal requirements have been met.

Demographics Supporting The 2007-08 Allocations:

Aging appreciates the issues raised by the Bureau of State Audits (BSA). As recommended, staff will
prepare procedures that cover the processes of both the data and budget teams in order to ensure
that the methodology is consistent with federal requirements, processes are clearly documented, and
new staff coming in is aware they must retain the appropriate supporting documentation in clearly
marked files.
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Subsequent to the BSA’s exit, Aging’s budget staff identified supporting demographic data for the fiscal
year 2007-08 allocations, which will be provided upon request.

Aging’s data team is in the process of validating the demographic data they prepared and provided

to the budget staff when the fiscal year 2007-08 allocations were originally made. Aging does not
anticipate a need to recreate or revise the allocation as suggested in the BSA’'s recommendations. If the
data cannot be validated for any reason, Aging will re-evaluate the appropriate course of action.

Reference Number: 2008-5-6
Federal Catalog Number: 93.568
Federal Program Title: Low-Income Home Energy Assistance (LIHEAP)
Federal Award Numbers and Years: G-08B1CALIEA; 2008
G-07B1CALIEA; 2007
Category of Finding: Eligibility
State Administering Department: Department of Community Services and

Development (CSD)

Criteria

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 94—LOW-INCOME ENERGY
ASSISTANCE, SUBCHAPTER II—LOW-INCOME HOME ENERGY ASSISTANCE, Section 8624—
Applications and Requirements

(b) Certifications required for covered activities

As part of the annual application required by subsection (a) of this section, the chief executive
officer of each State shall certify that the State agrees to—

(2)  make payments under this subchapter only with respect to—
(B)  households with incomes which do not exceed the greater of—
(i) an amount equal to 150 percent of the poverty level for such State; or

(ii)  an amount equal to 60 percent of the State median income.

TITLE 8—ALIENS AND NATIONALITY, CHAPTER 14—RESTRICTING WELFARE AND PUBLIC
BENEFITS FOR ALIENS, SUBCHAPTER I—ELIGIBILITY FOR FEDERAL BENEFITS, Section 1611—
Aliens Who Are Not Qualified; Aliens Ineligible for Federal Public Benefits

(a) In general

Notwithstanding any other provision of law and except as provided in subsection (b) of this
section, an alien who is not a qualified alien (as defined in section 1641 of this title) is not eligible
for any Federal public benefit (as defined in subsection (c) of this section).

TITLE 8—ALIENS AND NATIONALITY, CHAPTER 14—RESTRICTING WELFARE AND PUBLIC
BENEFITS FOR ALIENS, SUBCHAPTER IV—GENERAL PROVISIONS, Section 1642—Verification of
Eligibility for Federal Public Benefits

(d)  No verification requirement for nonprofit charitable organizations
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Subject to subsection (a) of this section, a nonprofit charitable organization, in providing

any Federal public benefit (as defined in section 1611(c) of this title) or any State or local
public benefit (as defined in section 1621(c) of this title), is not required under this chapter to
determine, verify, or otherwise require proof of eligibility of any applicant for such benefits.

Condition

CSD contracts with local agencies to make eligibility determinations and to provide assistance

under LIHEAP to eligible participants residing in their service areas. However, local agencies did

not always maintain sufficient documentation such as applicants’ monthly income or citizenship

status to substantiate their eligibility determinations. Specifically, our review of 24 (26.7 percent) of
the 90 applicant files tested found that local agencies did not provide us with sufficient documents
supporting applicants’ monthly income amounts. For example, CSD’s LIHEAP Eligibility and
Verification Guide (guide) states that proof of income documents submitted by the applicant must be
within six weeks of the applicant’s intake date, which is the date the applicant applies for the services.
Yet, in 15 instances local agencies accepted documents from applicants that were up to 19 months from
the applicants’ intake dates. In other instances, local agencies did not provide sufficient documentation
supporting the amount of the applicants’ incomes. For example, one local agency allowed the applicant
to provide a signed statement regarding the receipt of spousal support when CSD’s guide requires
applicants to provide a current signed and dated statement from the person providing the support.

We also found that public local agencies did not obtain sufficient citizenship documentation for

six (26.1 percent) of 23 applicants. For five of these applicants, the public local agencies relied on

the birth certificates of the applicants’ children to establish citizenship rather than the applicants’ own
birth certificates. CSD’s guide lists acceptable citizenship documents such as the applicant’s U.S. birth
certificate and passport. Also, according to a CSD manager, the use of a child’s birth certificate is

an unacceptable practice. For the sixth applicant, the public local agency did not provide us with

any documentation to substantiate the applicant’s citizenship. When local agencies do not follow
appropriate CSD guidance for eligibility determinations, they may inappropriately allow ineligible
applicants to receive LIHEAP benefits.

Additionally, we found that CSD’s computer system used to track intake and eligibility determinations
contained an error that could have affected local agencies’ eligibility determinations for certain
applicants. We also found similar errors in CSD’s published guide. Specifically, in its computer system,
CSD incorrectly coded the monthly income limit for a household size of 18 at $5,828, which is $112
lower than the actual monthly income limit of $5,940. CSD also incorrectly coded the annual income
limit for a household size 18 as $69,932, which is $1,345 lower than it should have been. Further, in

its 2008 guide CSD published an incorrect maximum monthly income for a household size of 18

as $6,046, which is $106 higher than the $5,940 it should have been. CSD also published incorrect
maximum annual income amounts for household sizes ranging from 10 through 17, resulting in
errors included in annual amounts that were either $95 too low or $1,273 too high. Although our
eligibility testing revealed no instances when incorrect eligibility determinations were made based

on these incorrect amounts, local agencies that relied on them may have inappropriately approved or
disapproved applicants for LIHEAP services. A CSD manager attributed the mistaken income amounts
to typographical errors.

Finally, we noted that the flexibility CSD allows when calculating monthly income amounts could lead
local agencies to inappropriately approve some applicants whose monthly income amounts would
otherwise make them ineligible. CSD calculates limits on monthly income for determining the eligibility
of applicants from various household sizes using factors that include the median annual income for a
California family of four, as determined by the U.S. Census Bureau. However, when applicants present
local agencies with income documents that are weekly or biweekly, CSD’s guide allows local agencies to
calculate an applicant’s monthly income amount by using multipliers of 4 or 4.333 for weekly income
amounts and either 2 or 2.167 for biweekly income amounts. When local agencies use 4 as a multiplier
for weekly income amounts or 2 for biweekly income amounts, they could inappropriately approve
some applicants whose monthly income would otherwise exceed federal annual income standards.

929



100

California State Auditor Report 2008-002
May 2009

For example, if a local agency applied a multiplier of 4 to an applicant’s weekly income of $880, the
calculated monthly income would be $3,520, or $42,240, which equates to a 48-week year. With a
household size of four, the applicant would be within the maximum income limit of $3,535.58 per
month, or $42,427 annually, for LIHEAP eligibility. However, if a local agency applies a multiplier of
4.333, the calculated monthly income would be $3,813.04, or $45,756.48 annually, which equates to a
52-week year. With a household size of four, this applicant would be above the maximum income limit
and deemed ineligible to receive assistance. A CSD manager stated that it provided local agencies this
flexibility because CSD is guided by the need to grant “local determination” and that it allows local
agencies to determine which method to use to calculate income as long as they use it consistently.

Questioned Costs

Payments of $7,022.78 to nine applicants out of a total of $58,257.10 in payments to our sample of
90 applicants.

Recommendations

CSD should ensure that local agencies use only acceptable documentation to verify applicants’ income
and citizenship. CSD should also ensure that local agencies maintain adequate documentation to
support their eligibility determinations for LIHEAP applicants. Further, before using its computer
system to verify eligibility and before publishing its annual LIHEAP Eligibility and Verification Guide,
CSD should ensure that the income levels they contain are accurate. Finally, CSD should require local
agencies to calculate an applicant’s monthly income amount by multiplying weekly income amounts by
4.333 or biweekly income amounts by 2.167.

Department’s View and Corrective Action Plan

CSD provided the following response:

1. To ensure that local agencies clearly understand the acceptable forms for determining eligibility,
including citizenship, and calculating monthly income, CSD will revise the LIHEAP Eligibility
and Verification Guide to clearly and concisely define the requirements. Currently, during
CSD’s on-site field monitoring, its field analysts select a random sample of client files to verify
compliance with client income eligibly and citizenship document requirements. Field analysts
will provide training and technical assistance on-site if income eligibility discrepancies exist to
build the local agencies’ knowledge of eligibility requirements. CSD will continue this practice,
and will conduct training on eligibility in the near future.

2. CSD will evaluate the documentation the Bureau of State Audits (BSA) collected to determine
the validity of the documentation in question and make a determination if the questioned costs
are allowable. If the questioned costs are not allowable, CSD will notify the agency that the
costs are disallowed and seek reimbursement from the agency.

3. After careful review of the 2008 eligibility guidelines published on our computer system for a
household size of 18, CSD did not incorrectly post the monthly income for a household size
of 18. To ensure that the eligibility guidelines are correctly posted in our system, CSD has
internal systems in place to verify the accuracy of guidelines and benefit levels in the computer
system before actual payments are made. Prior to the beginning of a program year, a sampling
of applications are entered in a test database and monitored for accuracy. In addition, CSD is
required to submit and obtain approval from the State Controller’s Office on a test file of the
forthcoming program year criteria before generating actual payments.

4. When a client is unable to supply a full month of income verification, CSD agrees with the
recommendation to adopt a consistent method for calculating an applicant’s monthly income by
multiplying weekly income amounts by 4.333 or biweekly income amounts by 2.167. CSD will
review its requirements on determining the calculation of income and establish one standard.
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Auditor’s Comments on Department’s View

Regarding the statements made by CSD in item 3 of its view and corrective action plan, the Bureau of
State Audits (BSA) stands by the statements included in its finding and the related recommendation.
On February 17, 2009, the BSA requested CSD to provide information BSA could use to verify that the
formulas used in CSD’s computer system for eligibility purposes were accurate. At that time, CSD was
unable to test its computer system and respond to the BSA’s request. Instead, on February 18, 2009,
CSD provided the BSA with a spreadsheet that purportedly showed the median income guidelines and
monthly income amounts. CSD provided the spreadsheet to its information technology staff for use in
eligibility determinations. The BSA examined the spreadsheet and identified the errors discussed in its

finding.

Reference Number: 2008-5-7
Federal Catalog Number: 93.659
Federal Program Title: Adoption Assistance
Federal Award Numbers and Years: 0801CA1407, 2008
0701CA1407, 2007
Category of Finding: Eligibility
State Administering Department: Department of Social Services (Social Services)

Criteria

TITLE 45—PUBLIC WELFARE, PART 1356—REQUIREMENTS APPLICABLE TO TITLE IV-E,
Section 1356.41—Nonrecurring Expenses of Adoption

(b)  The agreement for nonrecurring expenses may be a separate document or a part of an agreement
for either State or Federal adoption assistance payments or services. The agreement for
nonrecurring expenses must be signed prior to the final decree of adoption, with two exceptions:

(1)  Cases in which the final decree of adoption was entered into on or after January 1, 1987,
and within six months after the effective date of the final rule; or

(2) Cases in which a final decree was entered into before January 1, 1987, but nonrecurring
adoption expenses were paid after January 1, 1987.

AGENCY ADOPTION PROGRAM MANUAL, Section IV—Adoption Assistance Program,
Part 2—Forms

(2)  To satisfy the disclosure requirements and for AAP management, the following forms and
written materials have been established:

8. AAP Benefit Determination and Approval form

Condition

Social Services can improve the operating effectiveness of its internal controls over eligibility.
Specifically, one of the 32 adoption case files we reviewed did not contain the appropriate approvals.
Social Services” Adoptions Services Bureau (Adoptions Services) requires supervisors in its

seven district offices to review case file documentation and verify the eligibility determinations made by
the adoption specialists assigned to the cases. The supervisors sign the AAP Benefit Determination and
Approval form to indicate their review and approval. However, one of the case files we reviewed did not
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contain the form. The manager of the district office could not explain why this form was absent from
the adoption case file. Consequently, there was no evidence that the district office adoption specialist
and supervisor reviewed and approved the family’s benefit amount.

Furthermore, we also noted two other instances related to missing forms. Specifically, federal
regulations require the adoptive parent(s) to sign the Agreement for Reimbursement of Nonrecurring
Expenses of Adoption (agreement) prior to the final decree of adoption. However, this agreement was
absent from two of the 33 case files we tested at two of Social Services’ district offices. A supervisor

at one district office stated the agreement was absent from the case file because the private adoption
agency failed to provide the district office with a copy of the signed agreement. The manager from the
other district office did not provide an explanation for the missing agreement. By not ensuring that
adoption case files contain documentation required by federal regulations, Social Services runs the risk
of the federal government disallowing reimbursement for the nonrecurring costs of adoptions.

Questioned Costs

Not applicable.

Recommendation

Social Services should establish a quality control process to ensure that staff in its Adoption Services are
retaining the appropriate documentation to demonstrate that it is following established internal control
procedures and complying with federal laws and regulations.

Department’s View and Corrective Action Plan

Social Services stated that it concurs with the finding. A closing work sheet is used to ensure all
documentation is approved before adoption case records are closed and filed. Supervisors will
monitor this work sheet to determine if all documentation is present in each case file and sign off on
their review.

The Adoption Services central office will be standardizing the district office’s closing case summary
checklist and requiring a supervisor’s signature on all case closing review/summary sheets. Adoptions
Services will provide training to supervisors so they are aware of the new form and protocol.

Reference Number: 2008-7-3

Category of Finding: Matching, Level of Effort, Earmarking
State Administering Department: Department of Aging (Aging)

Federal Catalog Number: 93.044

Federal Program Title: Special Programs for the Aging—Title III,

Part B—Grants for Supportive Services and
Senior Centers

Federal Award Numbers and Years: 08AACAT3SP; 2008
07AACAT3SP; 2007
06AACAT3SP; 2006
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Federal Catalog Number: 93.045
Federal Program Title: Special Programs for the Aging—Title III,

Part C—Nutrition Services
Federal Award Numbers and Years: 08AACAT3SP; 2008

07AACAT3SP; 2007

06AACAT3SP; 2006
Federal Catalog Number: 93.053
Federal Program Title: Nutrition Services Incentive Program
Federal Award Numbers and Years: 08AACANSIP; 2008

07AACANSIP; 2007
06AACANSIP; 2006

Criteria

Title 45—PUBLIC WELFARE, PART 92—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR GRANTS AND COOPERATIVE AGREEMENTS TO STATE, LOCAL, AND TRIBAL
GOVERNMENTS, Subpart C—Post-Award Requirements, Section 92.20—Standards for Financial
Management Systems

(a) A state must expend and account for grant funds in accordance with State laws and procedures
for expending and accounting for its own funds. Fiscal control and accounting procedures of the
State, as well as its subgrantees and cost-type contractors, must be sufficient to:

(1)  Permit preparation of reports required by this part and the statutes authorizing the
grant, and

(2)  Permit the tracing of funds to a level of expenditures adequate to establish that such funds
have not been used in violation of the restrictions and prohibitions of applicable statutes.

TITLE 45—PUBLIC WELFARE, PART 1321—GRANTS TO STATE AND COMMUNITY
PROGRAMS ON AGING, Subpart B—State Agency Responsibilities, Section 1321.49—State Agency
Maintenance of Effort

In order to avoid a penalty, each fiscal year the State agency, to meet the required non-federal share
applicable to its allotments under this part, shall spend under the State plan for both services and
administration at least the average amount of State funds it spent under the plan for the three previous
fiscal years. If the State agency spends less than this amount, the Commissioner reduces the State’s
allotments for supportive and nutrition services under this part by a percentage equal to the percentage
by which the State reduced its expenditures.

Condition

Aging lacks adequate policies and procedures to provide reasonable assurance that matching, level of
effort, and earmarking requirements are met for the programs it administers using only allowable funds
or costs that are properly calculated and valued. Specifically, Aging does not have an official written
policy that outlines factors such as its methods of valuing matching requirements and the allowable
costs that may be claimed. Further, Aging’s accounting section does not have written policies and
procedures that include the review and approval of its calculations and the amounts it reports to the
federal government. According to its fiscal branch manager, in response to our prior-year finding, Aging
is still in the process of compiling official written policies and procedure manuals that document the
underlying policies and steps taken by its budget, accounting, and program staff to ensure compliance
with the requirements. He also stated that Aging is working toward providing training to its accounting
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staff and establishing a monthly review process. However, until Aging completes the tasks outlined
by its fiscal branch manager, the absence of controls will continue to hinder Aging’s ability to prevent
errors or detect early any errors that may exist.

In fact, we determined that the Certification of the Maintenance of Effort filed for federal fiscal

year 2007 relies on a spreadsheet that includes various calculations to arrive at the state expenditures.
However, we found that the formulas in the spreadsheet contain numerous errors and that some of the
amounts are not supported by the accounting records. Therefore, we are unable to determine if Aging is
in compliance with the level-of-effort requirements. Additionally, the certification was filed about one
week after the due date established by the U.S. Department of Health and Human Services.

Questioned Costs

Not applicable.

Recommendations

Aging should establish policies and procedures to ensure that it complies with the matching, level of
effort, and earmarking requirements of the programs it administers. Aging should also follow through
on its plans to provide training to its accounting staff and to establish a monthly review process. Finally,
Aging should revise the calculation spreadsheet it used for the federal fiscal year 2007 certification of
the maintenance of effort to ensure that it contains accurate formulas and amounts, and resubmit the
certification if necessary to the U.S. Department of Health and Human Services.

Department’s View and Corrective Action Plan

Aging will complete the accounting procedures already started and provide its accounting staff with
training on its fiscal team’s budgeting, payment, and monitoring processes so that the accounting
staff understand how their procedures and the program’s procedures overlap to ensure that
matching requirements are met and costs are allowable. Furthermore, to ensure the accuracy of
future submissions, Aging will include in these procedures additional levels of review to detect and
prevent errors.

Aging will correct the errors in the formulas and regenerate the maintenance of effort (MOE)
calculations. The MOE is a process where Aging reports that its expenditures supporting a grant equal
or exceed the average amount of state funds it spent in the three previous fiscal years. Once corrected,
Aging will conduct an analysis to determine the impact to the three-year average requirement and if a
corrected MOE certification needs to be submitted. Aging has already notified the U.S. Department of
Health and Human Services’ Administration on Aging that it is in the process of reviewing and possibly
resubmitting the MOE.

Reference Number: 2008-7-12

Federal Catalog Number: 93.568

Federal Program Title: Low-Income Home Energy Assistance (LIHEAP)
Federal Award Number and Year: G-07B1CALIEA; 2007

Category of Finding: Earmarking

State Administering Department: Department of Community Services and

Development (CSD)
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Criteria

TITLE 45—PUBLIC WELFARE, PART 96—BLOCK GRANTS, Subpart C—Financial Management,
Section 96.30—Fiscal and Administrative Requirements

(a)  Fiscal control and accounting procedures. Except where otherwise required by Federal law or
regulation, a State shall obligate and expend block grant funds in accordance with the laws and
procedures applicable to the obligation and expenditure of its own funds. Fiscal control and
accounting procedures must be sufficient to:

(a)  permit preparation of reports required by the statute authorizing the block grant and

(b)  permit the tracing of funds to a level of expenditure adequate to establish that such
funds have not been used in violation of the restrictions and prohibitions of the statute
authorizing the block grant.

Condition

CSD lacks evidence of a review and approval process to ensure that its subgrantees do not exceed
earmarks. Specifically, CSD uses an allocation spreadsheet to distribute the LIHEAP award to its
subgrantees. This allocation spreadsheet is used to help CSD ensure that it does not award money

to its subgrantees that exceeds the earmarks for weatherization, administration, Assurance 16, and
developing leveraging assistance programs. Although CSD staff stated that management reviewed the
spreadsheet, CSD provided no evidence of this review process. Without a formal review and approval
process, CSD is unable to demonstrate that it has adequate controls for the earmarking requirement.

Questioned Costs

Unknown

Recommendation

CSD should revise its allocation spreadsheet to include evidence of its review and approval of
this document.

Department’s View and Corrective Action Plan

CSD provided the following response:

Because CSD is a small department with staff that work very closely with one another, the allocation
spreadsheets have been personally hand carried to executive staff for review and given verbal approval
before finalization and distribution. However, CSD agrees with the recommendation to demonstrate
evidence of the review and approval process.

CSD’s corrective action plan to address the Bureau of State Audits’ recommendation is to attach a
Review/Approval Route Tag (Greenie)—Form CSD 601 to the allocation spreadsheet packet to be
signed and dated by the Energy Division manager, Financial Services manager, deputy director of
Administration, chief deputy director, and director. Once approved and finalized for distribution, the
original allocation packet with the attached signed route tag will be kept on file.

Reference Number: 2008-7-13
Federal Catalog Number: 93.958
Federal Program Title: Block Grants for Community Mental

Health Services
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Federal Award Numbers and Years: 2B09SM010005-07; 2007
06B1CACMHS-01; 2006
05B1CACMHS-01; 2005
Category of Finding: Earmarking
State Administering Department: Department of Mental Health (Mental Health)
Criteria

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XVII—BLOCK GRANTS, PART B—Block Grants Regarding Mental Health and
Substance Abuse, Subpart i—Block Grants for Community Mental Health Services, Section 300X-5—
Restrictions on Use of Payments

(b) Limitation on administrative expenses—

A funding agreement for a grant under section 300x of this title is that the State involved will not
expend more than 5 percent of the grant for administrative expenses with respect to the grant.

Condition

In our prior-year audit we reported that Mental Health did not have an official written policy or
procedures in place to ensure that administrative costs were charged appropriately to the Substance
Abuse and Mental Health Services Administration’s Block Grants for Community Mental Health
Services (SAMHSA CMHS). Mental Health charged all or only a portion of salaries for certain key
SAMHSA CMHS staft to the grant based on approved time sheets, but other expenditures such as
travel were allocated to the SAMHSA CMHS grant by staff’s choice.

During our follow-up procedures for fiscal year 2007—08, we found that Mental Health had not
developed written policies and procedures to ensure that it consistently and properly applied
administrative costs to the SAMHSA CMHSA grant. According to its chief of financial services, Mental
Health plans to update its procedures by March 1, 2009. Without an official policy that outlines the
allowable costs that may be claimed and procedures such as supervisory reviews, Mental Health cannot
reasonably assure that earmarking requirements are met using only allowable costs.

Questioned Costs

Unknown

Recommendation

Mental Health should establish a written policy, as well as processes and procedures, to ensure that only
allowable costs are used to meet the earmarking requirement.

Department’s View and Corrective Action Plan

Mental Health stated that it has updated its procedures and that they are under review and pending the
approval of its management. Mental Health also stated that it plans to conduct a review of the current
process and will develop a written policy and procedures to ensure that only allowable costs are used to
meet the earmarking requirement.

Reference Number: 2008-7-14

Federal Catalog Number: 93.958
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Federal Program Title: Block Grants for Community Mental

Health Services
Federal Award Numbers and Years: 2B09SM010005-07; 2007

06B1CACMHS-01; 2006

05B1CACMHS-01; 2005
Category of Finding: Level of Effort—Maintenance of Effort
State Administering Department: Department of Mental Health (Mental Health)

Criteria

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XVII—BLOCK GRANTS, PART B—Block Grants Regarding Mental Health and
Substance Abuse, Subpart i—Block Grants for Community Mental Health Services, Section 300x-2—
Certain Agreements

(a)  Allocation for systems of integrated services for children
(1) In general

With respect to children with a serious emotional disturbance, a funding agreement for a
grant under sections 300x of this title is that —

(A)  inthe case of a grant for fiscal year 1993, the State involved will expend not less
than 10 percent of the grant to increase (relative to fiscal year 1992) funding for the
system of integrated services described in section 300x-1(b)(9)(1) of this title;

(B)  inthe case of a grant for fiscal year 1994, the State will expend not less than
10 percent of the grant to increase (relative to fiscal year 1993) funding for such a
system; and

(C)  inthe case of a grant for any subsequent fiscal year, the State will expend for such
a system not less than an amount equal to the amount expended by the State for
fiscal year 1994.

(2) Waiver

(A)  Upon the request of a State, the Secretary may provide to the State a waiver of all
or part of the requirement established in paragraph (1) if the Secretary determines
that the State is providing an adequate level of comprehensive community mental
health services for children with a serious emotional disturbance, (2) as indicated
by a comparison of the number of such children for which such services are sought
with the availability in the State of the services.

(B)  The Secretary shall approve or deny a request for a waiver under subparagraph (A)
not later than 120 days after the date on which the request is made.

(C)  Any waiver provided by the Secretary under subparagraph (A) shall be applicable
only to the fiscal year involved.

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XVII—BLOCK GRANTS, PART B—Block Grants Regarding Mental Health and
Substance Abuse, Subpart i—Block Grants for Community Mental Health Services, Section 300x-4—
Additional Provisions

(b)  Maintenance of Effort regarding State expenditures for Mental Health
(1) In general

107



108

California State Auditor Report 2008-002
May 2009

A funding agreement for a grant under section 300x of this title is that the State involved
will maintain State expenditures for community mental health services at a level that is
not less than the average level of such expenditures maintained by the State for the 2-year
period preceding the fiscal year for which the State is applying for the grant.

(2)  Exclusion of certain funds

The Secretary may exclude from the aggregate State expenditures under subsection (a) of
this section, funds appropriated to the principal agency for authorized activities which are
of a non-recurring nature and for a specific purpose.

(3) Waiver

The Secretary may, upon the request of a State, waive the requirement established in
paragraph (1) if the Secretary determines that extraordinary economic conditions in the
State justify the waiver.

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES

Federal Register Vol. 66, No. 130 (July 6, 2001), contains a notice from the Substance Abuse and
Mental Health Service Administration (SAMHSA) executive officer specifying that states are required
as a condition of receipt of funds to maintain State expenditures for community based mental health
services for adults with serious mental illness (SMI) and children with serious emotional disturbance
(SED) at a level that was equal to the average expenditures for such purposes over the previous

two years. The federal register also stated that the Secretary, as a matter within his discretion, had

the authority to exclude from the calculation of the maintenance of effort “funds appropriated

to the principal agency for authorized activities which are of a non-recurring nature and for a

specific purpose”

Condition

In our prior-year audit we reported that Mental Health lacked processes and procedures to ensure that
it complies with the maintenance of effort (MOE) requirement for this program. Specifically, for the
MOE requirement related to the allocation for systems of integrated services for children with SED,

we found that two of the seven components that Mental Health included in its MOE calculation—the
Early Mental Health Initiative (EMHI) program and the California AIDS mental health project—did
not specifically target children with SED. Mental Health also did not provide documentation to
support the percentages it applied against the total of managed care and realignment dollars to arrive
at the amount it reported as expenditures for children with SED. Finally, Mental Health was unable

to provide documentation that showed the components and expenditures that were used to generate
the fiscal year 1994-95 threshold of $160 million. For the MOE requirement related to the State’s
expenditures for community mental health services, we found that Mental Health did not report

all state expenditures for adults with SMI and children with SED. Specifically, it did not include any
expenditures made with funds from the Mental Health Services Act (MHSA), and it could not positively
state whether other state agencies fund community mental health programs for adults with SMI or
children with SED. Finally, one of the six components—the EMHI program—Mental Health included
in its calculations of total expenditures for community mental health services did not specifically target
adults with SMI or children with SED.

During our follow-up procedures for fiscal year 2007—08, we found that Mental Health had not
corrected this finding. Specifically, for its fiscal year 2007-08 calculation of the MOE for integrated
services for children with SED, Mental Health continued to include amounts for the EMHI program
and the California AIDS mental health project. Additionally, Mental Health had yet to determine

how the percentages it applied against the total managed care and realignment dollars used for the
calculation of the MOE were derived. Finally, Mental Health continued to be unable to provide
documentation to show the components and expenditures that it used to calculate the fiscal

year 1994—95 threshold amount. For the calculation of the MOE for community mental health services
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for fiscal year 2007—-08, Mental Health continued to include an amount for the EMHI program.
Additionally, Mental Health did not report all state expenditures for adults with SMI and children with
SED. For example, it did not include any funding from the MHSA in its calculation.

However, we noted for its fiscal year 2008—09 MOE, Mental Health removed the EMHI program

and the California AIDS mental health project from its calculation for the integrated services for
children with SED and the EMHI program from its calculation for community mental health services.
Also, according to staff in its budgets office, Mental Health is examining the possibility of including
components of MHSA in its calculation of the MOE for community mental health services. Until it
includes only appropriate expenditures in its calculation of MOE and can adequately support that
calculation, Mental Health cannot ensure that it is complying with the MOE requirement for both
integrated services for children with SED and for community mental health services.

Finally, Mental Health did not provide us with its plans for providing documentation to support the
percentages it applied against the total of managed care and realignment dollars to arrive at the amount
it reported as expenditures for children with SED or documentation to support the components and
expenditures that were used to generate the fiscal year 199495 threshold of $160 million.

Questioned Costs

Not applicable.

Recommendations

Mental Health should ensure its calculation of the MOE for integrated mental health services for
children with SED contains only allowable expenditures. Further, it should reevaluate the percentages
used to support the managed care and realignment dollars used in its calculation and retain the
supporting documentation. Finally, Mental Health should use the dollar amounts reported in

the audited financial statements for the fiscal year 1994—95 threshold.

Mental Health should revise its methodology for calculating the community mental health services
MOE requirement to accurately capture and report all state expenditures for adults with SMI and
children with SED only.

Department’s View and Corrective Action Plan

Mental Health stated it will conduct a reengineering evaluation of the current processes and procedures
to ensure that the methodology used to calculate MOE is consistent with federal requirements and

the Center for Mental Health Services’ guidelines. In addition, Mental Health stated it will review its
methodology for the calculation of the MOE related to services for children with SED (the set-aside)

in consultation with the Center for Mental Health Services. Finally, Mental Health stated it will retain
supporting documentation in the future.

Reference Number: 2008-8-9
Federal Catalog Number: 93.959
Federal Program Title: Block Grants for Prevention and Treatment of

Substance Abuse (SAPT)
Federal Award Number and Year: 07B1CASAPT; 2007

Category of Finding: Period of Availability
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State Administering Department: Department of Alcohol and Drug
Programs (ADP)

Criteria

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XVII—BLOCK GRANTS, PART B—BLOCK GRANTS REGARDING MENTAL
HEALTH AND SUBSTANCE ABUSE, Subpart iii—General Provisions, Section 300x-62— Availability
to States of Grant Payments

Any amounts paid to a State for a fiscal year under section 300x or 300x-21 of this title shall be available
for obligation and expenditure until the end of the fiscal year following the fiscal year for which the
amounts were paid.

Condition

ADP does not follow its procedures for ensuring that its county subgrantees expend all funds awarded
to them before the period of availability for the grant expires. Specifically, ADP requires the counties to
submit their SAPT expenditure data to it quarterly. ADP’s policies require its staff to review the
counties’ quarterly expenditure data to ensure that they are not at risk of losing the SAPT funds.

If counties’ expenditure data indicate they will not spend SAPT funds before the end of the period of
availability, ADP staff will work with them to either ensure timely expenditure of funds or to reallocate
their awards to other counties. The period of availability for the federal fiscal year 2007 grant was
October 1, 2006, through September 30, 2008.

However, our review of six of the 58 counties found that one county did not expend the SAPT funds
allocated to it by September 30, 2008. Specifically, one county expended 91 percent of its allocation.
Further, although ADP provided some documentation to demonstrate that it followed up with

this county, its follow-up occurred too late to ensure reallocation of the $31,536 in excess funds to other
counties. Moreover, when we asked ADP whether it had made efforts to obtain the unspent funds back
from this county, one of its senior accounting officers stated that ADP has not yet invoiced the county,
but it plans to do so by February 27, 2009.

Questioned Costs

$31,536 (allocation to one county not spent as of September 30, 2008).

Recommendation

ADP should ensure that it monitors the counties’ expenditures and follows up on any discrepancies
between their allocations and expenditures promptly.

Department’s View and Corrective Action Plan

ADP stated that it is in the process of reviewing and updating its procedures.

ADP also stated that the expenditure period for the federal fiscal year 2007 Substance Abuse Prevention
and Treatment Block Grant was October 1, 2006, through September 30, 2008. The ending date of the
period of availability is in the state fiscal year 2008—09, which is outside the scope of this audit.

ADP is currently in the process of settling the county cost reports; it is following its established
procedures for recovering the unexpended federal fiscal year 2007 SAPT block grant funds. The
recovery letter was sent to Alpine County on January 30, 2009.
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Auditor’s Comments on Department’s View

The review of the Bureau of State Audits (BSA) focused on activities undertaken by ADP staff for all
SAPT grants open during state fiscal year 2007—-08. The BSA found that as of June 30, 2008, two of
ADP’s subgrantees had expended less SAPT funds than ADP had disbursed to them. The BSA followed
up to determine whether ADP took subsequent actions in accordance with its policies and procedures
to ensure that subgrantees expend the funds before the grant closed and found that for one subgrantee
it had not.

Reference Number: 2008-8-11
Federal Catalog Number: 93.958
Federal Program Title: Block Grants for Community Mental

Health Services

Federal Award Numbers and Years: 2B09SM010005-07; 2007
06B1CACMHS-01; 2006
05B1CACMHS-01; 2005

Category of Finding: Period of Availability
State Administering Department: Department of Mental Health (Mental Health)

Criteria

TITLE 42—THE PUBLIC HEALTH AND WELFARE, CHAPTER 6A—PUBLIC HEALTH SERVICES,
SUBCHAPTER XVII—BLOCK GRANTS, PART B—Block Grants Regarding Mental Health

and Substance Abuse, Subpart iii—General Provisions, Section 300x-62— Availability to States of
Grant Payments

Any amounts paid to a State for a fiscal year under Section 300x or 300x-21 of this title shall be available
for obligation and expenditure until the end of the fiscal year following the fiscal year for which the
amounts were paid.

Condition

In our prior-year audit, we reported that Mental Health did not have an adequate process to establish
obligations of federal awards to counties for a predetermined time period. The total amount Mental
Health obligated to counties for fiscal year 2006—07 was unclear, and Mental Health did not ensure
the federal award was expended within the period of availability. Specifically, Mental Health used

$3.1 million of its $52.3 million drawdown from the 2006 Block Grants for Community Mental Health
Services (CMHS) to pay expenditures from fiscal years other than fiscal year 2006—07.

During our follow-up work for fiscal year 200708, we found that Mental Health partially corrected this
finding. On August 20, 2008, Mental Health issued a letter to notify the counties of the total proposed
allocation to them from the 2007 CMHS grant, which agreed with the amount shown on its balance
sheet. However, Mental Health did not revise its accounting procedures to instruct staff on how to
charge expenditures to each CMHS grant so that it could ensure the two-year period of availability
requirement is met. Mental Health instructs its staff to draw down federal funds for the actual state
fiscal year the expenditures are incurred. For example, the 2008 CMHS grant has a two-year period of
availability that starts October 1, 2007, and ends September 30, 2009. Mental Health would allocate
these funds for state fiscal year 2008—09, which extends from July 1, 2008, through June 30, 2009.
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According to its accounting staff, Mental Health verbally instructed them to follow this procedure in
approximately September 2008. However, until Mental Health fully implements its revised accounting
procedures for expending federal award funds, it cannot ensure that federal funds are expended within
the period of availability.

Questioned Costs

Unknown

Recommendation

Mental Health should implement its recently revised accounting procedures to ensure that CMHS
grant funds are used within the two-year period of availability.

Department’s View and Corrective Action Plan

Mental Health stated that it has implemented its recently revised accounting procedures to ensure that
CMHS grant funds are used within the two-year period of availability.

Reference Number: 2008-8-12

Category of Finding: Period of Availability

State Administering Department: Department of Social Services (Social Services)
Federal Catalog Number: 93.658

Federal Program Title: Foster Care—Title IV-E

Federal Award Numbers and Years: 0801CA1401; 2008

0701CA1401; 2007

Federal Catalog Number: 93.659
Federal Program Title: Adoption Assistance
Federal Award Numbers and Years: 0801CA1407; 2008

0701CA1407; 2007

Criteria

TITLE 45—PUBLIC WELFARE, PART 95—GENERAL ADMINISTRATION—GRANT PROGRAMS
(PUBLIC ASSISTANCE, MEDICAL ASSISTANCE AND STATE CHILDREN’S HEALTH
INSURANCE PROGRAMS), Subpart A—Time Limits for States to File Claims

Section 95.7—Time Limit for Claiming Payment for Expenditures Made After September 30, 1979

Under the programs listed in Section 95.1, we will pay a State for a State agency expenditure made after
September 30, 1979, only if the State files a claim with us for that expenditure within 2 years after the
calendar quarter in which the State agency made the expenditure. Section 95.19 lists the exceptions to
this rule.

Section 95.19—Exceptions to Time Limits



California State Auditor Report 2008-002
May 2009

The time limits in Sections 95.7 and 95.10 do not apply to any of the following—

(@)  Any claim for an adjustment to prior year costs, which means an adjustment in the amount of a
particular cost item that was previously claimed under an interim rate concept and for which it
is later determined that the cost is greater or less than that originally claimed.

(b)  Any claim resulting from an audit exception.
() Any claim resulting from a court-ordered retroactive payment.

(d)  Any claim for which the Secretary decides there was good cause for the State’s not filing it within
the time limit.

Condition

Social Services’ processes for reviewing and authorizing the counties’ administrative and assistance
claims do not provide reasonable assurance that adjustments included on the claims are for
expenditures made within two years after the calendar quarter in which the expenditures were initially
paid. Specifically, Social Services does not require the counties to provide documentation to support the
adjustments on their claims.

On March 13, 1997, Social Services notified the counties that its newly established policy for claiming
adjustments for administrative and assistance expenditures was nine months and 18 months,
respectively. For adjustments related to the assistance claims, prior to July 1, 2005, Social Services
required the counties to submit a prior-month positive adjustment report, which included the initial
date of the expenditures. However, effective July 1, 2005, Social Services informed the counties that
their submission of this report was no longer required. Instead Social Services relies on the counties’
welfare directors and auditor-controllers to certify that the period of availability has not been exceeded.

In its April 1, 2008, fiscal letter to the counties, Social Services notified them of its established due
dates for submitting their adjusted claims. For example, if the original claim was for the quarter ending
September 2008, the counties have until July 1, 2009, to submit a revised September 2008 claim that
includes any adjustments. Social Services believes this process ensures that it is meeting the two-year
limit for claiming payments.

However, because Social Services does not require the counties to submit detailed supporting
documentation for their administrative and assistance claims, we are unable to conclude that the
counties’ adjustments are for expenditures made within the two-year limit for claiming payment.

Questioned Costs

Unknown

Recommendation

Social Services should require counties to submit documentation to demonstrate that the adjustments
included on their claims are within the two-year period of availability.

Department’s View and Corrective Action Plan

Social Services stated that it does not concur with this finding and plans to take additional steps

for clarity, because various county fiscal letters (CFLs) address the cash claiming and adjustment

claim process. Specifically, Social Services stated it will take additional steps to ensure counties

are informed of the cash claim requirements by incorporating standard language in the quarterly
claiming instruction CFLs to instruct and inform counties about the policy and regulations concerning
adjustment claims. This would include information regarding the period of availability for federal funds
and the requirement to maintain supporting documentation for all adjustments to the claim. Social
Services also wanted the reader to refer to its response for the Bureau of State Audits (BSA) finding
number 2008-1-13 related to activities allowed and allowable costs.
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Auditor’s Comments on Department’s View

Social Services’ corrective action plan does not address the BSA’s finding and related recommendation.
Informing counties of federal requirements cannot substitute for Social Services’ responsibility to
periodically evaluate whether the underlying transactions for adjustments are within the period of
availability applicable to each federal program included in the counties’ administrative and assistance
claims. By relying on the counties to certify that their adjustments to prior claims are for activities that
took place within the two-year period of availability, Social Services is abrogating its responsibility to
ensure that federal requirements for period of availability are satisfied.

Please refer to the BSA's comments on the department’s view for finding number 2008-1-13 related to
activities allowed and allowable costs.

Reference Number: 2008-9-2
Federal Catalog Number: 93.958
Federal Program Title: Block Grants for Community Mental

Health Services

Federal Award Number and Year: 2B09SM010005-07; 2007
Category of Finding: Procurement and Suspension and Debarment
State Administering Department: Department of Mental Health (Mental Health)

Criteria

TITLE 2—GRANTS AND AGREEMENTS, PART 180—U.S. OFFICE OF MANAGEMENT

AND BUDGET GUIDELINES TO AGENCIES ON GOVERNMENTWIDE DEBARMENT AND
SUSPENSION (NONPROCUREMENT), Subpart C—Responsibilities of Participants Regarding
Transactions Doing Business With Other Persons, Section 180.330—What Requirements Must I Pass
Down to Persons at Lower Tiers With Whom I Intend to Do Business?

Before entering into a covered transaction with a participant at the next lower tier, you must require
that participant to—

(a)  Comply with this subpart as a condition of participating in the transaction. You may do so by
using any method(s), unless the regulation of the Federal agency responsible for the transaction
requires you to use specific methods.

(b)  Pass the requirement to comply with this subpart to each person with whom the participant
enters into a covered transaction at the next lower tier.

TITLE 2—GRANTS AND AGREEMENTS, PART 376—NONPROCUREMENT DEBARMENT AND
SUSPENSION, Subpart C—Responsibilities of Participants Regarding Transactions, Section 376.332—
What Methods Must I Use to Pass Requirements Down to Participants at Lower Tiers With Whom I
Intend to Do Business?

To communicate the requirements to lower-tier participants, you must include a term or condition
in the lower-tier transaction requiring the lower-tier participant’s compliance with 2 CFR Part 180, as
supplemented by this subpart.
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Condition

In our prior-year audit, we reported that Mental Health did not require counties, as part of their
suspension and debarment certifications to the State, to ensure that lower-tier entities with which
they entered into covered transactions were not suspended or debarred. Mental Health also did
not require counties to pass the requirements down to each person with whom they entered into a
covered transaction.

In our follow-up procedures for fiscal year 2007-08, we found that Mental Health had not yet addressed
this finding. According to Mental Health staff, a revised suspension and debarment certification relative
to county staff and their subcontractors will be included in the fiscal year 2009-10 Planning Estimate
and Renewal Application sent to counties in May 2009. Staff also stated Mental Health is working
toward developing the revised language and expects to complete it by March 2009. Until it completes
these tasks, counties could inadvertently pass federal block grants for Community Mental Health
Services funds to persons who are excluded from conducting business with the federal government.

Questioned Costs

Not applicable.

Recommendation

Mental Health should include the requirements to enforce suspension and debarment regulations with
the next lower tier in the instructions to the suspension and debarment certification that it requires
counties to submit with their applications.

Department’s View and Corrective Action Plan

Mental Health stated it would review its contract terms and conditions, and amend as appropriate.

Reference Number: 2008-9-3

Category of Finding: Procurement, Suspension and Debarment
State Administering Department: Department of Social Services (Social Services)
Federal Catalog Number: 93.566

Federal Program Title: Refugee and Entrant Assistance—State

Administered Programs (Refugee Program)

Federal Award Numbers and Years: 08AACA9100; 2008
07AACA9100; 2007

Federal Catalog Number: 93.556
Federal Program Title: Promoting Safe and Stable Families (PSSF)
Federal Award Numbers and Years: G-0801CAFPSS; 2008

G-0701CAOQOFP; 2007
G-0601CAOQO0FP; 2006
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Criteria

TITLE 45—PUBLIC WELFARE, PART 92—UNIFORM ADMINISTRATIVE REQUIREMENTS

FOR GRANTS AND COOPERATIVE AGREEMENTS TO STATE, LOCAL AND TRIBAL
GOVERNMENTS, Subpart C—Post-Award Requirements, Section 92.35—Subawards to Debarred and
Suspended Parties

Grantees and subgrantees must not make any award or permit any award (subgrant or contract)
at any tier to any party which is debarred or suspended or is otherwise excluded from or ineligible
for participation in Federal assistance programs under Executive Order 12549, “Debarment

and Suspension”

TITLE 2—GRANTS AND AGREEMENTS, PART 180—U.S. OFFICE OF MANAGEMENT
AND BUDGET GUIDELINES TO AGENCIES ON GOVERNMENTWIDE DEBARMENT AND
SUSPENSION (NONPROCUREMENT), Subpart B—Covered Transactions, Section 180.200

A covered transaction is a nonprocurement or procurement transaction that is subject to the
prohibitions of this part. It may be a transaction at—

(@)  The primary tier, between a Federal agency and a person; or

(b) A lower tier, between a participant in a covered transaction and another person.

TITLE 2—GRANTS AND AGREEMENTS, PART 180— U.S. OFFICE OF MANAGEMENT
AND BUDGET GUIDELINES TO AGENCIES ON GOVERNMENTWIDE DEBARMENT AND
SUSPENSION (NONPROCUREMENT), Subpart B—Covered Transactions, Section 180.330

Before entering into a covered transaction with a participant at the next lower tier, you must require
that participant to—

(a) Comply with this subpart as a condition of participation in the transaction. You may do so
using any method(s), unless the regulation of the Federal agency responsible for the transaction
requires you to use specific methods.

(b)  Pass the requirement to comply with this subpart to each person with whom the participant
enters into a covered transaction at the next lower tier.

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES—ADMINISTRATION FOR
CHILDREN AND FAMILIES—ADMINISTRATION ON CHILDREN, YOUTH AND FAMILIES
TERMS AND CONDITIONS—SUBRECIPIENTS AND VENDORS UNDER GRANTS

“No organization may participate in this project in any capacity or be a recipient of federal funds
designated for this project if the organization has been debarred or suspended or otherwise found to be
ineligible for participation in Federal assistance programs under Executive Order 12549, “Debarment
and Suspension” (See 45 CFR 92.35.) States must include a similar term and/or condition for all
sub-awards or contracts awarded under this program. Prior to issuing subawards or contracts under
this grant, the state must consult the ineligible parties list to ensure that organizations under funding
consideration are not ineligible”

Condition

In our prior-year audit, we reported that Social Services did not comply with either of the suspension
and debarment requirements included in the Administration for Children and Families (ACF) grants’
terms and conditions when entering into contracts with noncounty subrecipients. During our follow-up
procedures for fiscal year 2007-08, we found that Social Services has not corrected this issue.
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Our review of contracts with two noncounty subrecipients found that the standard contract Social
Services uses to award federal funds from an ACF grant to noncounty subrecipients did not include
the correct suspension and debarment terms and/or conditions. For example, the standard contract
Social Services used for a noncounty subrecipient to provide services for the Refugee Program stated
that “for federally funded agreements in the amount of $25,000 or more, by signing this agreement,
the contractor certifies that to the best of his/her knowledge and belief that he/she and their principals
or affiliates are not debarred or suspended from federal financial assistance programs and activities
nor proposed for debarment, declared ineligible, or voluntarily excluded from participation in covered
transactions by any federal department or agency.” However, these terms are incorrect because there is
no dollar threshold for the suspension and debarment requirement for programs receiving federal funds
from an ACF grant. Further, the terms do not include language specific to lower-tier subrecipients.
According to its program staff, Social Services was not clear regarding its subrecipients’ responsibility
to include suspension and debarment language in their subcontracts and is working on a process to
address this matter.

Social Services staft did not consult the federal Excluded Parties List System (EPLS) Web site prior
to issuing subawards or contracts to noncounty subrecipients as required by the ACF terms and
conditions. According to the chief of the Contracts and Financial Analysis Bureau, although Social
Services has developed a contract checklist that requires staff to check the EPLS Web site prior to
entering into a federally funded contract with a noncounty subrecipient, this document was not
implemented during fiscal year 2007—-08.

Until Social Services corrects these issues, it will be unable to ensure its noncounty subrecipients have
not been suspended or debarred.

Questioned Costs

Not applicable.

Recommendations

For contracts with noncounty subrecipients that are funded by ACF grants, Social Services should do
the following:

(1)  Ensure that the suspension and debarment terms and/or conditions it includes in the contracts
comply with ACF terms and conditions.

(2)  Establish a process to ensure that its subrecipients include the appropriate suspension and
debarment language in their contracts.

(3)  Continue the use of its contract checklist that prompts staff to consult the EPLS Web site prior
to entering into these contracts.

Department’s View and Corrective Action Plan

Social Services stated that it concurs with the finding. Social Services also stated that in fiscal

year 2008-09 it added the need to consult the EPLS Web site prior to entering into a contract to

its contract checklist for all contracts. Additionally, Social Services stated it has now modified its
suspension and debarment certification language to eliminate the monetary threshold and incorporate
the appropriate language to address the suspension and debarment clearance requirement for any
subcontractor. The revised language is as follows:
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Debarment and Suspension

For federally funded agreements, Contractor certifies that to the best of his/her knowledge and belief
that he/she and their principals, affiliates or any sub-contractor utilized under this agreement, are

not debarred or suspended from federal financial assistance programs and activities nor proposed for
debarment, declared ineligible, or voluntarily excluded from participation in covered transactions by
any federal department or agency. The Contractor also certifies that it or any of its sub-contractors are
not listed on the Excluded Parties Listing System (http://www.epls.gov) (Executive Order 12549, 7 CER,

Part 3017, 45 CFR, Part 76, and 44 CFR, Part 17).

Reference Number:

Category of Finding:

State Administering Department:
Federal Catalog Number:

Federal Program Title:

Federal Award Numbers and Years:

2008-9-4

Procurement, Suspension and Debarment
Department of Social Services (Social Services)
93.558

Temporary Assistance for Needy
Families (TANF)

G-0802CATANTF; 2008
G-0702CATANTF; 2007

Federal Catalog Number:

Federal Program Title:

Federal Award Numbers and Years:

93.658
Foster Care—Title IV-E

0801CA1401; 2008
0701CA1401; 2007

Federal Catalog Number:

Federal Program Title:

Federal Award Numbers and Years:

93.659
Adoption Assistance

0801CA1407; 2008
0701CA1407; 2007

Federal Catalog Number:

Federal Program Title:

Federal Award Numbers and Years:

93.566

Refugee and Entrant Assistance—State
Administered Programs (Refugee Program)

08AACA9100; 2008
07AACA9100; 2007

Federal Catalog Number:

Federal Program Title:

93.556

Promoting Safe and Stable Families (PSSF)
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Federal Award Numbers and Years: G-0801CAFPSS; 2008
G-0701CAOOFP; 2007
G-0601CAOOQFP; 2006
Federal Catalog Number: 93.645
Federal Program Title: Child Welfare Services—State Grants (CWS)
Federal Award Numbers and Years: G-0801CA1400; 2008

G-0701CA1400; 2007

Criteria

TITLE 45—PUBLIC WELFARE, PART 92—UNIFORM ADMINISTRATIVE REQUIREMENTS

FOR GRANTS AND COOPERATIVE AGREEMENTS TO STATE, LOCAL AND TRIBAL
GOVERNMENTS, Subpart C—Post-Award Requirements, Section 92.35—Subawards to Debarred and
Suspended Parties

Grantees and subgrantees must not make any award or permit any award (subgrant or contract)
at any tier to any party which is debarred or suspended or is otherwise excluded from or ineligible
for participation in Federal assistance programs under Executive Order 12549, “Debarment

and Suspension.”

U.S. DEPARTMENT OF HEALTH AND HUMAN SERVICES—ADMINISTRATION FOR
CHILDREN AND FAMILIES TERMS AND CONDITIONS—FISCAL YEARS 2007 and 2008,
SUBRECIPIENTS AND VENDORS UNDER GRANTS

“No organization may participate in this project in any capacity or be a recipient of federal funds
designated for this project if the organization has been debarred or suspended or otherwise found to be
ineligible for participation in Federal assistance programs under Executive Order 12549, “Debarment
and Suspension.” (See 45 CFR, 92.35.) States must include a similar term and/or condition for all
sub-awards or contracts awarded under this program. Prior to issuing subawards or contracts under
this grant, the state must consult the ineligible parties list to ensure that organizations under funding
consideration are not ineligible”

Condition

Social Services did not comply with either of the suspension and debarment requirements included in
the Administration for Children and Families (ACF) grants’ terms and conditions. Specifically, Social
Services did not adequately notify the counties of the suspension and debarment terms articulated in
the terms and conditions. The counties received notification of these requirements from Social Services
for the Refugee Program only during fiscal year 2007—-08. Although Social Services has periodic,
ongoing correspondence with counties through the use of fiscal letters that it uses to notify them of any
issues related to administrative costs and other services, these letters were not used to notify counties
receiving funds for the remaining five programs of the suspension and debarment requirements.

Additionally, Social Services does not send any notification to the counties regarding their subawards
for the administrative expenses and the assistance payments they make to program beneficiaries.
Instead, Social Services makes monthly cash advances to the counties and then requires the

counties to submit administrative claims quarterly and assistance claims monthly. Although Social
Services does not enter into a contract or similar agreement with the counties, it is clear that the
State is granting subawards to the counties and is required to notify them of the suspension and
debarment requirements.
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Furthermore, Social Services had not consulted the federal Excluded Parties List System (EPLS) for
any of the six programs identified prior to disbursing funds to the counties. According to the chief of
its Contract and Financial Analysis Bureau, Social Services did not consult the EPLS Web site prior to
disbursing federal funds to counties because the counties self-certify on their county administrative
claims that they are not on the ELPS. However, the counties’ certification occurs after the funds have
been disbursed and cannot be a substitute for the ACF terms and conditions.

Until Social Services addresses these weaknesses in its internal controls, it risks losing federal funds for
noncompliance with this requirement.

Questioned Costs

Not applicable.

Recommendations

Social Services should amend its process for making subawards to the counties to include using either
its annual fiscal letters or providing additional information with its single funding page crosswalk to
notify counties of the suspension and debarment terms and conditions as required by the ACF. Finally,
prior to issuing subawards to counties, Social Services should establish procedures to ensure that it
consults the EPLS, as required by the ACF terms and conditions.

Department’s View and Corrective Action Plan

Social Services stated that it concurs with this finding. Social Services will issue an annual county fiscal
letter (CFL) that provides counties with the policies and regulations as required by the ACF for the
suspension and debarment requirements. This CFL will include information regarding the EPLS. Social
Services will also develop a methodology to routinely check all California counties against the EPLS.

Reference Number: 2008-12-2

Category of Finding: Reporting

State Administering Department: Department of Aging (Aging)

Federal Catalog Number: 93.044

Federal Program Title: Special Programs for the Aging—Title III,

Part B—Grants for Supportive Services and
Senior Centers

Federal Award Numbers and Years: 0SAACAT3SP; 2008
07AACAT3SP; 2007
06AACAT3SP; 2006

Federal Catalog Number: 93.045

Federal Program Title: Special Programs for the Aging—Title III,
Part C—Nutrition Services

Federal Award Numbers and Years: 08AACAT3SP; 2008
07AACAT3SP; 2007
06AACAT3SP; 2006
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Federal Catalog Number: 93.053
Federal Program Title: Nutrition Services Incentive Program
Federal Award Numbers and Years: 08AACANSIP; 2008

07AACANSIP; 2007
06AACANSIP; 2006

Criteria

TITLE 45—PUBLIC WELFARE, PART 92—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR GRANTS AND COOPERATIVE AGREEMENTS TO STATE, LOCAL, AND TRIBAL
GOVERNMENTS, Subpart C—Post-Award Requirements, Section 92.20—Standards for Financial
Management Systems

(b) A state must expend and account for grant funds in accordance with State laws and procedures
for expending and accounting for its own funds. Fiscal control and accounting procedures of the
State, as well as its subgrantees and cost-type contractors, must be sufficient to:

(1)  Permit preparation of reports required by this part and the statutes authorizing the
grant, and

(2)  Permit the tracing of funds to a level of expenditures adequate to establish that such funds
have not been used in violation of the restrictions and prohibitions of applicable statutes.

TITLE 45—PUBLIC WELFARE, PART 92—UNIFORM ADMINISTRATIVE REQUIREMENTS
FOR GRANTS AND COOPERATIVE AGREEMENTS TO STATE, LOCAL, AND TRIBAL
GOVERNMENTS, Subpart C—Post-Award Requirements, Section 92.41(a)(3)—Financial Reporting

(a) General. (1) Except as provided in paragraphs (a) (2) and (5) of this section, grantees will use
only the forms specified in paragraphs (a) through (e) of this section, and such supplementary or
other forms as may from time to time be authorized by OMB, for:

(i) Submitting financial reports to Federal agencies, or
(i)  Requesting advances or reimbursements when letters of credit are not used.

(b)  Financial Status Report—(1) Form. Grantees will use Standard Form 269 or 269A, Financial
Status Report, to report the status of funds for all nonconstruction grants and for construction
grants when required in accordance with Section 92.41(e)(2)(iii).

(c) Federal Cash Transactions Report—(1) Form. (i) For grants paid by letter or credit, Treasury
check advances or electronic transfer of funds, the grantee will submit the Standard Form 272,
Federal Cash Transactions Report, and when necessary, its continuation sheet, Standard
Form 272a, unless the terms of the award exempt the grantee from this requirement.

Condition

Aging lacked adequate policies and procedures to provide reasonable assurance that the Financial
Status Report and Administration on Aging Supplemental Form (SF-269) and the Federal Cash
Transaction Report (PSC-272) it submitted to the federal government include all activities, are
supported by accounting records, and are fairly presented. Specifically, during fiscal year 2007-08,
Aging did not have an official written policy that established responsibility for reporting, provided the
procedures for periodic monitoring of due dates, and verified the report content. For example, the

instructions Aging provided for the SF-269 report focused primarily on how staft should query the data.

Thus, Aging was unable to prevent errors in its reports. Specifically, Aging submitted several reports
that were not adequately supported by the accounting records used by its accounting specialist to
prepare the reports.
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Our review of the SF-269 reports as of March 31, 2008, for each of the three programs listed found

that the amounts reported by Aging are inaccurate and do not trace to accounting records. Specifically,
Aging failed to identify several errors in the underlying documentation used by the accounting
specialist to prepare the reports. For example, Aging reported the federal share of net outlays for federal
fiscal year 2008 Title III, Part C-1, as $16 million. However, according to its accounting records, this
amount should have been roughly $4.1 million—representing a reporting error of almost $12 million.
Further, Aging’s SF-269 report for the 2007 grant is incorrect because the accounting specialist
unintentionally submitted the amounts that had already been reported for the previous reporting
period. Finally, Aging submitted each of the three SF-269 reports several months beyond the required
due date.

Additionally, in reviewing two of the four PSC-272 reports that Aging submitted to the

U.S. Department of Health and Human Services during fiscal year 2007—-08, we noted several errors in
the disbursement amounts for the Title III, Part B and Part C programs. For example, in the PSC-272
report for the federal fiscal quarter ending March 2008, Aging reported disbursements for the Title III,
Part B program of roughly $14.5 million; however, the underlying documentation reflected a total
disbursement amount of about $15 million—representing a reporting error of more than $500,000.
Similarly, in the SF-269 report for the federal fiscal quarter ending June 2008, Aging reported an
amount of about $20.9 million in disbursements for the Title III, Part B program; however, the
underlying documentation reflected roughly $21.9 million—a difference of nearly $1 million. Moreover,
Aging reported about $13 million and $12.5 million in disbursements for the Title III, Part C-1

and Part C-2 programs, respectively; however, these amounts also did not trace to the underlying
documentation and were understated by roughly $100,000 and $20,000, respectively. Finally, although
the underlying documentation for the SF-269 report for the federal fiscal quarter ending March 2008
included cash on hand of roughly $68,000, Aging did not report this amount.

In November 2008 Aging developed procedures for the reports that establish supervisory review and
specify the respective due dates. If followed, these procedures should allow for the prevention and/or
early detection of any errors in future reports it submits to the federal government. Additionally, Aging
stated that it has experienced significant staff turnover and is in the process of training new staff on its
recently developed procedures. Until Aging fully implements its new procedures and trains its staff, it
will continue to run the risk of noncompliance with the federal reporting requirements.

Questioned Costs

Not applicable.

Recommendations

Aging should establish policies and procedures to ensure that its SF-269 and PSC-272 reports include
all activities, are supported by accounting records, and are fairly presented. These policies and
procedures should provide for management review and approval, as well as a system to track due dates
of the reports.

Aging should review, revise, and resubmit the SF-269 and PSC-272 reports it submitted to the
U.S. Department of Health and Human Services during fiscal year 2008 to ensure it submits accurate
and complete information.

Department’s View and Corrective Action Plan

Aging appreciates the Bureau of State Audits’ recommendations and is establishing policies and
procedures that will include the verification of content and accounting record support, management
review and approval, and a system to track due dates for the SF-269 and PSC-272 reports. Aging will be
working with the U.S. Health and Human Services’ Administration on Aging (AoA) in developing these
procedures to ensure that its methodology is consistent with AoA’s process and expectations.
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Aging has notified AoA that it is in the process of reviewing, correcting and resubmitting any reports
from 2008 that are inaccurate. Aging is also d