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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 8543 et seq., the California State Auditor
(state auditor) presents this audit report concerning the review of the State of California’s
internal controls and compliance with federal laws and regulations for the year ended
June 30, 2012. The state auditor contracted with KPMG LLP (KPMGQG) to perform this review for
fiscal year 2011—12.

This report concludes that the State did not materially comply with certain requirements for 10 of
the 34 federal programs or clusters of programs (federal programs) KPMG audited. Additionally,
although KPMG concluded that the State materially complied with requirements for the
remaining federal programs it audited, KPMG reported various instances of noncompliance
relating to those programs. Further, the State continues to experience certain deficiencies in its
accounting and administrative practices that affect its internal controls over compliance with
federal requirements. Deficiencies in the State’s internal control system could adversely affect
its ability to administer federal programs in compliance with applicable requirements.

Respectfully submitted,

Eloire, . Hreole

ELAINE M. HOWLE, CPA
State Auditor

555 Capitol Mall, Suite 300 Sacramento, CA 95814 916.445.0255 916.327.0019 fax www.auditor.ca.gov






Contents

AUDITOR’S SECTION
Independent Auditors’Report on the Schedule of Expenditures of Federal Awards

Report on Internal Control Over Financial Reporting and on Compliance and Other
Matters Based on an Audit of the Schedule of Expenditures of Federal Awards
Performed in Accordance With Government Auditing Standards

Independent Auditors’Report on Compliance With Requirements That Could Have
a Direct and Material Effect on Each Major Program and on Internal Control Over
Compliance in Accordance With OMB Circular A-133

Schedule of Findings and Questioned Costs
Schedule of Expenditures of Federal Awards Findings and Questioned Costs
Federal Award Findings and Questioned Costs
U.S. Department of Agriculture
U.S. Department of Agriculture, U.S. Department of Health and Human Services

US. Department of Agriculture, U.S. Department of Transportation, U.S. Department
of Health and Human Services

U.S. Department of Housing and Urban Development
U.S. Department of Labor
U.S. Department of Transportation
U.S. Department of Energy
U.S. Department of Education
U.S. Department of Health and Human Services
U.S. Department of Homeland Security
AUDITEE’S SECTION
Schedule of Expenditures of Federal Awards
Notes to the Schedule of Expenditures of Federal Awards
Summary Schedule of Prior Audit Findings

Response to the Audit—Department of Finance

17
23
25
31






California State Auditor Report 2012-002 1
March 2013

AUDITOR'’S SECTION




2 California State Auditor Report 2012-002
March 2013



California State Auditor Report 2012-002

March 2013
KPMG LLP Telephone  +1 916 448 4700
500 Capitol Mall, Ste 2100 Fax +1 916 554 1199
Sacramento, CA 95814-4754 Internet www.us.kpmg.com

Independent Auditors’ Report on the Schedule of Expenditures
of Federal Awards

The Governor and the Legislature of the State of California:

We have audited the accompanying Schedule of Expenditures of Federal Awards (the Schedule)
of the State of California for the year ended June 30, 2012. The Schedule is the responsibility of
the State of California’s management. Our responsibility is to express an opinion on the Schedule
based on our audit.

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. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the Schedule is free of
material misstatement. An audit includes consideration of internal control over financial reporting
as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the State of California’s internal control
over financial reporting of the Schedule. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the Schedule,
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall Schedule presentation. We believe that our audit provides a reasonable basis
for our opinion.

As described in note 1, the Schedule does not include expenditures of federal awards of the
University of California system, the California State University system, the California State Water
Resources Control Board Water Pollution Control Revolving Fund, the California Department of
Public Health Safe Drinking Water State Revolving Fund, and the California Housing Finance
Agency, a component unit of the State of California. The University of California system, the
California State University system, the California State Water Resources Control Board Water
Pollution Control Revolving Fund, the California Department of Public Health Safe Drinking Water
State Revolving Fund, and the California Housing Finance Agency, which reported expenditures
of federal awards totaling $4.2 billion, $2.4 billion, $140 million, $185 million, and $73 million,
respectively, have their own independent audits in compliance with OMB Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations.

In our opinion, the Schedule of Expenditures of Federal Awards referred to above presents fairly,
in all material respects, the expenditures of federal awards of the State of California, as of June
30, 2012, in conformity with U.S. generally accepted accounting principles.

In accordance with Government Auditing Standards, we have also issued our report dated March 15,
2013 on our consideration of the State of California’s internal control over financial reporting of the
Schedule and on our tests of its compliance with certain provisions of laws, regulations, contracts,
and grant agreements and other matters. The purpose of that report is solely to describe the scope
of our testing of internal control over financial reporting and compliance of the Schedule, and the

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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results of that testing, and not to provide an opinion on the effectiveness of State of California’s internal
control over financial reporting or on compliance of the Schedule. That report is an integral part of an audit
performed in accordance with Government Auditing Standards and should be considered in assessing the

results of our audit.

March 15, 2013
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KPMG LLP Telephone  +1 916 448 4700
500 Capitol Mall, Ste 2100 Fax +1 916 554 1199
Sacramento, CA 95814-4754 Internet www.us.kpmg.com

Report on Internal Control Over Financial Reporting and on Compliance and Other
Matters Based on an Audit of the Schedule of Expenditures of Federal Awards Performed
in Accordance With Government Auditing Standards

The Governor and the Legislature of the State of California:

We have audited the Schedule of Expenditures of Federal Awards (the Schedule) of the State of California
as of and for the year ended June 30, 2012, and have issued our report thereon dated March 15, 2013.
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 note 1, the Schedule does not include expenditures of federal awards of the
University of California system, the California State University system, the California State Water
Resources Control Board Water Pollution Control Revolving Fund, the California Department of
Public Health Safe Drinking Water State Revolving Fund, and the California Housing Finance
Agency, a component unit of the State of California. The University of California system, the
California State University system, the California State Water Resources Control Board Water
Pollution Control Revolving Fund, the California Department of Public Health Safe Drinking Water
State Revolving Fund, and the California Housing Finance Agency, which reported expenditures
of federal awards totaling $4.2 billion, $2.4 billion, $140 million, $185 million, and $73 million,
respectively, have their own independent audits in compliance with OMB Circular A-133, Audits
of States, Local Governments, and Non-Profit Organizations.

Internal Control Over Financial Reporting

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

Our consideration of internal control over financial reporting of the Schedule was for the limited
purpose described in the preceding paragraph and was not designed to identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material weaknesses
and therefore, there can be no assurance that all deficiencies, significant deficiencies, or material
weaknesses have been identified. However, as discussed below, we identified a deficiency in internal
control over financial reporting of the Schedule that we consider to be a material weakness.

A deficiency in internal control over financial reporting 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 and correct, misstatements on a timely basis. A material weakness
is a deficiency, or combination of deficiencies, in internal control over financial reporting of the
Schedule, such that there is a reasonable possibility that a material misstatement of the entity’s
Schedule of Expenditures of Federal Awards will not be prevented, or detected and corrected, on

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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a timely basis. We consider the deficiency in the State of California’s internal control over financial
reporting of the Schedule described in the accompanying schedule of findings and questioned costs as
finding 12-1 to be a material weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Schedule is 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 Schedule
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.

The State of California’s response to finding 12-1 identified in our audit is described in the accompanying
schedule of findings and questioned costs. We did not audit the State of California’s response and, accordingly,
Wwe express no opinion on it.

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the State of California’s
internal control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the State of California’s internal control and compliance.
Accordingly, this communication is not suitable for any other purpose.

March 15, 2013
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500 Capitol Mall, Ste 2100 Fax +1 916 554 1199
Sacramento, CA 95814-4754 Internet www.us.kpmg.com

Independent Auditors’ Report on Compliance With Requirements That Could Have a Direct and
Material Effect on 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 State of California’s compliance with the types of compliance requirements described
in the U.S. Office of Management and Budget (OMB) Circular A-133 Compliance Supplement that could
have a direct and material effect on each of the State of California’s major federal programs for the year
ended June 30, 2012. The State of California’s major federal programs are identified in the summary of
auditors’ 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.

The Schedule of Expenditures of Federal Awards and our audit described below does not include expenditures
of federal awards of the University of California system, the California State University system, the California
State Water Resources Control Board Water Pollution Control Revolving Fund, the California Department
of Public Health Safe Drinking Water State Revolving Fund, and the California Housing Finance Agency, a
component unit of the State of California. The University of California system, the California State University
system, the California State Water Resources Control Board Water Pollution Control Revolving Fund, the
California Department of Public Health Safe Drinking Water State Revolving Fund, and the California
Housing Finance Agency, which reported expenditures of federal awards totaling $4.2 billion, $2.4 billion,
$140 million, $185 million, and $73 million, respectively, have their own independent audits in compliance
with OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.

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 provides a reasonable basis for
our opinion. Our audit does not provide a legal determination of the State of California’s compliance with
those requirements.

As described in the Table below and in the accompanying schedule of findings and questioned costs, the State of
California did not comply with requirements that are applicable to certain major federal programs.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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COMPLIANCE FINDING
REQUIREMENT(S) NUMBER STATE ADMINISTERING DEPARTMENT FEDERAL PROGRAM OR CLUSTER
Eligibility

12-24 _ Vocational Rehabilitation Cluster

Subrecipient Monitoring

12-2 SNAP Cluster
12-5 SNAP Cluster
Foster Care - Title IV-E (93.658)
Adoption Assistance (93.659)
Social Service Block Grant (93.667)
12-6 SNAP Cluster
Highway Planning and Construction Cluster
TANF Cluster
Medicaid Cluster
12-23 Career & Technical Education - Basic Grants to States
(84.048)
12-31 TANF Cluster
12-34 Block Grants for Prevention and Treatment of Substance
Abuse (93.959)
12-5,12-36, Medicaid Cluster
12-37,12-38

Special Tests and Provisions——Provider Eligibility
12-39

Medicaid Cluster

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 noncompliance described in the preceding Table, the State of California
complied, in all material respects, with the compliance requirements referred to above that could have
a direct and material effect on each of its major federal programs for the year ended June 30, 2012.
The results of our auditing procedures also disclosed other 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 Table below and the accompanying schedule of findings and questioned costs.

COMPLIANCE FINDING
REQUIREMENT(S) NUMBER STATE ADMINISTERING DEPARTMENT PROGRAM OR CLUSTER AND CFDA NUMBER

Activities Allowed/Allowable Cost
12-40

Medicaid Cluster

Eligibility

12-32
12-41

Adoption Assistance (93.659)
Medicaid Cluster

Matching, Level of Effort, Earmarking
12-21
12-22

Special Education Cluster (IDEA)

Career and Technical Education — Basic Grants to States
(84.048)

Procurement, Subrecipient Monitoring
12-27

Child Nutrition Cluster

Reporting

12-4 Special Supplemental Nutrition Program for Women,

Infants, and Children (10.557)
WIA Cluster

12-11
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COMPLIANCE
REQUIREMENT(S)

FINDING

NUMBER STATE ADMINISTERING DEPARTMENT PROGRAM OR CLUSTER AND CFDA NUMBER

12-18 California Department of Education Title I, Part A Cluster

Migrant Education - State Grant Program (84.011)

Special Education Cluster (IDEA)

Career & Technical Education - Basic Grants to States
(84.048)

Twenty-First Century Community Learning Centers
(84.287)

English Language Acquisition Grants (84.365)

Improving Teacher Quality State Grants (84.367)

School Improvement Grants Cluster

Child Nutrition Cluster

Child and Adult Care Food Program (10.558)

CCDF Cluster

12-25 California Department of Education School Improvement Grants Cluster
Title I, Part A Cluster

Special Education Cluster (IDEA)

12-28
12-29
12-33

Department of Aging Aging Cluster

Immunization Grants Cluster

Foster Care Title IV-E (93.658)

Adoption Assistance - Title IV-E (93.659)
TANF Cluster

Social Services Block Grant (93.667)

Department of Public Health

Department of Social Services

12-42 California Emergency Management Agency Homeland Security Grant Program (97.067)

Subrecipient Monitoring

12-7 Department of Housing and Community Development = Home Investment Partnerships Program
12-12,12-13  Employment Development Department WIA Cluster
12-15 California Department of Transportation Highway Planning and Construction Cluster
12-19 California Department of Education Title I, Part A Cluster

CCDF Cluster
12-26 California Department of Education School Improvements Grant Cluster

Special Test and Provisions - Ul Benefit Payments

12-9

Employment Development Department Unemployment Insurance (17.225)

Special Test and Provisions - Awards with ARRA Funding
12-10

Employment Development Department Unemployment Insurance (17.225)

Special Tests and Provisions - Control, Accountability, and Safeguarding of Vaccine
12-30

Department of Public Health Immunization Grants Cluster

Internal Control Over Compliance

Management of the State of California is responsible for establishing and maintaining effective internal
control over compliance with the 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 the requirements that could have a direct and material effect on a major
federal program to determine the auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on internal control over compliance in accordance with OMB Circular
A-133, 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.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over compliance
that might be significant deficiencies or material weaknesses and therefore, there can be no assurance
that all deficiencies, significant deficiencies, or material weaknesses have been identified. However, as
discussed below, we identified certain deficiencies in internal control over compliance that we consider
to be material weaknesses and other deficiencies that we consider to be significant deficiencies.
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A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement
of a federal program on a timely basis. A material weakness in internal control over compliance is
a deficiency, or combination of deficiencies, in internal control over compliance, such that there is
reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies
in internal control over compliance described in the accompanying schedule of findings and questioned
costs as items 12-2, 12-5, 12-6, 12-8, 12-14, 12-23, 12-24, 12-31, 12-34, 12-35, 12-36, 12-37, 12-38,
and 12-39 to be material weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance yet important
enough to merit attention by those charged with governance. We consider the deficiencies in internal
control over compliance described in the accompanying schedule of findings and questioned costs as
items 12-3, 12-4, 12-7, 12-9, 12-10, 12-11, 12-12, 12-13, 12-15, 12-16, 12-17, 12-18, 12-19, 12-20,
12-21, 12-22, 12-25, 12-26, 12-27, 12-28, 12-29, 12-30, 12-32, 12-33, 12-40, 12-41, and 12-42 to
be significant deficiencies.

The State of California’s responses 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
responses and, accordingly, we express no opinion on the responses.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing of internal control over compliance and the results of that testing based on the requirements of
OMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

March 15, 2013
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STATE OF CALIFORNIA
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FORTHE FISCAL YEAR ENDED JUNE 30, 2012
Section | - Summary of Auditor’s Results

Financial Statements

Issued under a separate cover. See California State Auditor’s 2012-001.1 report entitled State of
California: Internal Control and State Compliance Audit Report for the Fiscal Year Ended June 30, 2012.

Schedule of Expenditures of Federal Awards (SEFA)
Type of auditor’s report issued Unqualified

Internal control over financial reporting:
Material weakness (es) identified? Yes

Significant deficiency (ies) identified that are

not considered to be material weaknesses? No
Noncompliance material to SEFA noted? No
Federal Awards

Internal control over major programs:
Material weakness (es) 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: See below
Qualification
CFDA Number Name of Federal Program or Cluster of Programs

Various SNAP Cluster

Various Highway Planning and Construction Cluster

Various Vocational Rehabilitation Cluster

Various TANF Cluster

Various Medicaid Cluster

84.048 Career and Technical Education — Basic Grants to States

93.658 Foster Care — Title IV-E

93.659 Adoption Assistance — Title IV-E

93.667 Social Services Block Grant

93.959 Block Grants for Prevention and Treatment of Substance Abuse

(continued)
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Unqualified
CFDA Number

Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
10.557
14.239
17.225
81.041
10.558
84.011
84.287
84.365
84.367
93.563
93.568
93.767
93.917

Name of Federal Program or Cluster

Child Nutrition Cluster

Employment Service Cluster

WIA Cluster

Title I, Part A Cluster

Special Education Cluster (IDEA)

School Improvement Grants Cluster

Aging Cluster

Child Care Development Fund (CCDF) Cluster
Immunization Cluster

Disability Insurance/SSI Cluster

Homeland Security Cluster

Special Supplemental Nutrition Program for Women, Infants, and Children
Home Investment Partnership Program
Unemployment Insurance

State Energy Program

Child and Adult Care Food Program

Migrant Education — State Grant Program
Twenty-First Century Community Learning Centers
English Language Acquisition Grants
Improving Teacher Quality State Grants

Child Support Enforcement

Low-Income Home Energy Assistance
Children’s Health Insurance Program

HIV Care Formula Grants

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

Dollar threshold used to distinguish between
Type A and Type B programs $112.8 million

Auditee qualified as low-risk auditee? No

(continued)
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Identification of Major Programs

CFDA Number

Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
Various
10.557
10.558
14.239
17.225
81.041
84.011
84.048
84.287
84.365
84.367
93.563
93.568
93.658
93.659
93.667
93.767
93.917
93.959

Name of Federal Program or Cluster

SNAP Cluster

Child Nutrition Cluster

Employment Service Cluster

WTIA Cluster

Highway Planning and Construction Cluster

Title I, Part A Cluster

Special Education Cluster (IDEA)

Vocational Rehabilitation Cluster

School Improvement Grants Cluster

Aging Cluster

Immunization Cluster

TANF Cluster

Child Care Development Fund (CCDF) Cluster
Medicaid Cluster

Disability Insurance / SSI Cluster

Homeland Security Cluster

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

Home Investment Partnerships Program
Unemployment Insurance

State Energy Program

Migrant Education — State Grant Program

Career and Technical Education — Basic Grants to States
Twenty-First Century Community Learning Centers
English Language Acquisition Grants

Improving Teacher Quality State Grants

Child Support Enforcement

Low-Income Home Energy Assistance

Foster Care — Title IV-E

Adoption Assistance — Title IV-E

Social Services Block Grant

Children’s Health Insurance Program

HIV Care Formula Grants

Block Grants for Prevention and Treatment of Substance Abuse

(continued)
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Schedule of Expenditures of Federal Awards
Findings and Questioned Costs
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DEPARTMENT OF FINANCE
Reference Number: 12-1

Criteria

State Administrative Manual (SAM) Section 7974 — Year-End Report No. 13, Report of Expenditures of
Federal Awards, states that at year-end, departments will prepare a Report of Expenditures of Federal
Awards, Report No. 13 (Report 13), for all federal funds. Expenditures shall include all accruals of valid
obligations incurred and receivables earned as of June 30.

Condition

The Department of Finance (Finance) and certain departments, as listed below, lack adequate controls
to ensure the Schedule of Expenditures of Federal Awards (the Schedule) and Report 13s are complete
and accurate. We identified errors in the original Schedule. Finance did not have adequate review
procedures for the Schedule, including an analytical review, that could have identified these errors and
did not adequately communicate with departments to ensure federal expenditures were accurately
reported. Departments also did not have adequate review procedures for Report 13s and did not

fully understand guidance in SAM Section 7974, which states that “at year-end, departments will
prepare a Report of Expenditures of Federal Awards, Report No. 13 (Report 13), for all federal funds.
Expenditures shall include all accruals of valid obligations incurred and receivables earned as of June
307

Failure to implement effective review controls over the Schedule and the Report 13s increases the risk
that amounts reported as federal awards will be misstated. We identified the following errors, which
were corrected by Finance:

« Finance did not include the State Energy Program in the Schedule. State Energy Program
expenditures totaled $144 million.

« Finance included the HIV Care Formula Grants program, totaling approximately $150 million, on
the Schedule twice.

« Finance reported $241 million of miscellaneous federal receipts. Approximately $188 million
related to the Tax Credit Exchange program and does not constitute a federal award that should be
presented on the Schedule.

+ The Department of Housing and Community Development did not report approximately $16
million of new loans on the Schedule.

+ The Department of Public Health did not report to Finance the last quarter of immunization
vaccinations, totaling $62 million.

+ The Department of Rehabilitation reported federal cash receipts instead of federal expenditures.

+ Several departments misinterpreted SAM Section 7974 and recorded the remaining unobligated
amount of grants as federal expenditures in the Report 13s. As a result, federal expenditures were
overstated.

19
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Recommendations

1. The Department of Finance should improve its internal review process of the Schedule, including
performance of analytical procedures, to identify programs that may be missing, reported twice,
or require additional analysis. Finance should also consider revising its guidance contained in
SAM Section 7974 and provide additional training to departments to ensure departments properly
record federal expenditures and do not record the remaining unobligated balance of the grant.

2. The Department of Housing and Community Development should ensure it reports new loans in
the expenditure balance of the Report 13.

3. The Department of Public Health should ensure it properly reports all immunization vaccinations.

4. The Department of Rehabilitation should modify its Report 13 to report federal expenditures.

Department’s View and Corrective Action Plan (Department of Finance)

Finance is aware of the importance of the reporting requirement. The State’s accounting system will
require substantial modification to comply with federal and state requirements. Finance is continuing
to work on both a long-term plan and short-term solution to correct this finding. In the short-term,
Finance will continue to work cooperatively with all state agencies/departments to obtain accurate
Schedule information. Finance will compile federal expenditures for the State of California using
year-end financial reports and data collection forms certified by the management of individual state
agencies/departments. In addition, Finance will perform additional analytical procedures of the data
presented in the Schedule. In the long-term, the State has received legislative approval for a new
integrated statewide financial management system, the Financial Information System for California
(FI$Cal Project). The FI$Cal Project is anticipated to be completed by 2017 and will automate the
Schedule compilation thereby minimizing errors and inaccuracies.

Finance will inform state agencies/departments of the reporting and accounting errors made and stress
the importance of submitting correct information. In addition, Finance will provide additional training
and revise its guidance contained in relevant SAM sections.

Contact
David Botelho, Chief, Office of State Audits and Evaluations

Implementation Date
May 2013

Department’s View and Corrective Action Plan (Department of Housing and Community
Development)

The Report 13 (Q34 CALSTARS generated report) is not structured to include the Loan Disbursements
(GL9844) and Expenditures (GL9000); only the expenditures (GL9000) are included.

To meet the needs of DOF, in addition to the Report 13 — Report of Expenditures of Federal Awards,
HCD shall provide additional reports that support all accruals of valid obligations, including new loan
disbursement, and will footnote the Report 13 for the Loan Disbursement Data.
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Contact

Terrie Watson, Deputy Director, HCD Administration and Management Division

Implementation Date

Effective immediately

Department’s View and Corrective Action Plan (Department of Public Health)

The Immunization Branch receives monthly reports of immunization vaccine expenditures from CDC
and has policies and procedures in place to report them to the Department of Finance upon request.
The reporting error noted by the auditor was a one-time oversight.

Contact
Maria Volk, MPA, Acting Branch Chief

Implementation Date

Immediate

Department’s View and Corrective Action Plan (Department of Rehabilitation)

The DOR acknowledges that the original Report 13 was prepared based on federal cash receipts. This
was due, in part, to inadequate instruction and guidance in the State Administrative Manual, as well
as from Finance, regarding Report 13 preparation for non-CalStars departments. Working with the
auditors, DOR was able to identify a better methodology and process for preparing the Report 13 for
the next year end cycle. For future Report 13 preparation, Finance can assist State agencies by:

+  Revising the Report 13 template to separate accruals from expenditures, by having a separate
column for expenditures, accruals, and encumbrances, with the accrual column split into (a)
accruals for current year and (b) accruals from prior year;

+  Communicating requirements to all departments clearly and timely; and
+  Using the State Fund Accounting Class to train State Accounting staft on the Report 13.

Contact

David Kwan, Chief, Accounting Services

Implementation Date
June 30, 2013
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U.S. DEPARTMENT OF AGRICULTURE
Reference Number: 12-2
Federal Catalog Number: 10.551
Federal Program Title: Supplemental Nutrition Assistance Program
(SNAP) Cluster
Federal Award Number and Years: 7CA4004CA; 2012
7CA430CA; 2012
7CA4004CA; 2011
7CA430CA; 2011
Category of Finding: Subrecipient Monitoring
Type of Finding: Material Weakness and Material Instance of
Noncompliance
State Administering Department: Department of Social Services (Social Services)

Criteria

Section 63.104.2, Manual of Policies and Procedures, Food Stamps: County welfare departments
administrative responsibilities include, but are not limited to, certifying applicant households and
ensuring that recertifications are completed and recorded at the required time for all cases.

TITLE 7 — AGRICULTURE, PART 272.10, ADP/CIS MODEL PLAN, AND PART 277.18,
Establishment of an Automated Data Processing (ADP) and Information Retrieval System: State agencies
automate their SNAP operations and computerize their systems for obtaining, maintaining, utilizing,
and transmitting information concerning SNAP. This includes (1) processing and storing all case file
information necessary for eligibility determination and benefit calculation, identifying specific elements
that affect eligibility, and notifying the certification unit of cases requiring notices of case disposition,
adverse action and mass change, and expiration; (2) providing an automatic cutoft of participation for
households which have not been recertified at the end of their certification period by reapplying and
being determined eligible for a new period and (3) generating data necessary to meet federal issuance
and reconciliation reporting requirements.

TITLE 7 — AGRICULTURE, PART 274, Maintain adequate security over, and documentation/records
for, Electronic Benefit Transfers (EBT) cards (7 CFR section 274.12(h)(3)), to prevent their theft,
embezzlement, loss, damage, destruction, unauthorized transfer, negotiation, or use (7 CFR sections
274.7(b) and 274.11(c)).

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 .300—Auditee Responsibilities

(b) Maintain internal control over federal programs that provides reasonable assurance that the
auditee is managing federal awards in compliance with laws, regulations, and the provisions of
contracts or grant agreements that could have a material effect on each of its federal programs.

Condition

The State implemented state automated welfare systems (SAWS) to manage various county welfare
processes, including SNAP, Medicaid, and Temporary Assistance for Needy Families (TANF). All 58
counties aligned themselves into one of three consortia. Each county consortium is responsible for
the application software development, implementation, and maintenance and operations activities of
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its SAWS. The State Office of System Integration provides oversight. As a result of setting up these
consortia, counties are thereby responsible for ensuring these systems meet the federal requirements
described in the criteria section above. In addition, county welfare departments distribute, secure, and
account for certain EBT cards.

Social Services issued County Fiscal Letter No. 11/12-09 in August 2011 notifying county welfare
departments of their responsibilities for monitoring requirements pursuant to federal law, regulations,
and the terms and conditions of federal awards. Social Services included in this letter Catalog of
Federal Domestic Assistance (CFDA) No. 10.551, Supplemental Nutrition Assistance Program, which
represents the benefits portion of SNAP. By including CFDA No. 10.551, Social Services communicated
to counties that benefits in addition to administrative costs, CFDA No. 10.561, were the responsibility
of county welfare departments. However, Social Services did not evaluate that the use of county-owned
systems rather than a state-owned system created the need for additional communication to county
welfare departments (CWDs) in terms of how certain federal compliance requirements related to the
SAWS and EBT cards were to be addressed in the county single audit. As a result, CWDs were not
aware of the specific federal laws and regulations related to SAWS and EBT card security.

Questioned Costs

No specific questioned costs were identified.

Recommendations

Social Services should work with the U.S. Department of Agriculture and CWDs to determine how
the federal requirements related to the SAWS and EBT card security will be addressed in county OMB
Circular A-133 audits.

Department’s View and Corrective Action Plan

Social Services agrees with the audit recommendation. In correcting the finding, Social Services
will formally communicate with the SAWS consortia and county welfare departments (CWDs) the
specific federal laws and regulations related to their responsibility to monitor their SNAP eligibility
determination systems and for EBT card security.

A letter will be issued by Social Services to the SAWS consortia and CWDs no later than June 30, 2013.

Contact

Rapone Anderson, Chief, Program Technology & Support Bureau

Implementation Date
June 30, 2013
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Reference Number: 12-3
Federal Catalog Number: 10.557
Federal Program Title: Special Supplemental Nutrition Program for
Women, Infants and Children (WIC)
Federal Award Number and Years: 7CA700CA7; 2012
7CA700CA1; 2012
7CA730CA7; 2012
7CA700CA7; 2011
7CA700CA1; 2011
7CA700CA2; 2011
7CA700CA1; 2010
Category of Finding: Eligibility
Type of Finding: Significant Deficiency
State Administering Department: Department of Public Health (Public Health)

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 .300—Auditee Responsibilities

(b) Maintain internal control over federal programs that provides reasonable assurance that the
auditee is managing federal awards in compliance with laws, regulations, and the provisions of
contracts or grant agreements that could have a material effect on each of its federal programs.

State Administrative Manual, Section 5300 — Information security means the protection of information
and information systems, equipment, and people from a wide spectrum of threats and risks.
Implementing appropriate security measures and controls to provide for the confidentiality, integrity,
and availability of information, regardless of its form (electronic, print, or other media) is critical to
ensure business continuity and protection against unauthorized access, use, disclosure, disruption,
modification, or destruction.

State Administrative Manual, Section 5305 — State agencies need to ensure the integrity of
computerized information resources by protecting them from unauthorized access, modification,
destruction, or disclosure and to ensure the physical security of these resources.

Condition

Public Health utilizes the Integrated Statewide Information System (ISIS) to aid in the determination
of eligibility for WIC participants and monitor issuance and redemption of food vouchers. We found
that Public Health did not properly design or implement certain information security and change
management controls over ISIS. The deficiencies noted in these controls were due to a lack of adequate
policies and procedures in place during the year. Information technology (IT) general controls over
the IT environment should be properly designed and operating effectively to help ensure a properly
functioning information system.

. Public Health stores all passwords in a database which is not encrypted and therefore is accessible
by all individuals with access to the database. Password security settings allow an individual to
utilize a password that is not of adequate strength.
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Public Health did not document the quarterly review of terminated users to ensure access was
properly disabled. Additionally, Public Health does not have a control in place to ensure all
terminated users are communicated to the IT staff.

Public Health does not evidence approvals by the Change Board to implement changes into the
production environment.

Questioned Costs

No specific questioned costs were identified.

Recommendations

Public Health should implement policies and procedures to ensure I'T general controls are properly
designed and operating effectively. Public Health should:

1.

Store passwords in an encrypted database and strengthen password security settings to ensure
that passwords are sufficient to prevent improper access.

Document the quarterly review of terminated users and include a review of terminated employees
provided by human resources.

Document system change approval by the Change Board.

Department’s View and Corrective Action Plan

CDPH partially agrees that Public Health should implement policies and procedures to ensure general
information technology controls are properly designed and operating effectively.

1.

Store passwords in an encrypted database and strengthen password security settings to ensure
that passwords are sufficient to prevent improper access.

CDPH believes that existing security and technology measures in place adequately safeguard ISIS
and its data. To gain access to ISIS, a user must have the following four components in place:

. An Active Directory (AD) Logon ID with access to the CDPH Network. AD accounts are
created and deleted as part of an employee’s onboarding and exit clearance process.

. A 3270 Emulator installed on a personal computer (PC) by a CDPH local area administrator
(LAN) administrator.

. Knowledge of the address path to ISIS.

. An ISIS Logon ID authorized by Regional Advisors and created by the ISIS Testing and
Modification Section or Information Technology Services Division (ITSD) staff.

Further access to system tables requires a Resource Access Control Facility ID with elevated
privileges. Only ITSD database administrators have access at this level.

While CDPH believes these measures adequately safeguard ISIS and its data, CDPH will
implement password encryption and explore the feasibility of implementing stronger passwords
without negatively affecting the system and business processes.
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Document the quarterly review of terminated users and include a review of terminated

CDPH deletes ISIS IDs of users as part of a state employee’s exit clearance process. The WIC
Program Manual requires Local Agency Supervisors to delete any logon IDs of former employees
and any other unnecessary logon IDs. Additionally, CDPH reviews monthly the ISIS logon ID
Maintenance Report and deletes any suspicious logon ID’s (e.g., IDs not used for more than 90

days).

CDPH will formally document the review and deletion of IDs and will work with our Human
Resources Branch to periodically cross check ISIS users against separated employee lists.

Document system change approval by the Change Board.

CDPH captures all system change approvals and supporting documentation in the department’s
Track Web change management solution. CDPH uses Track Web to manage the life cycle of each

system change.

All steps of the process are tracked and approved before moving to subsequent development.
Once the change is “Acceptance Tester Approved, it is recognized as approved by the Change
Control Board and scheduled for a release date. Each change is documented in Tack Web.

While CDPH believes the Track Web system adequately documents change approvals, we will develop
new procedures to further document the review and approvals of the Change Control Board.

Contact

Edwin Lieu, Data Processing Manager I1I

Implementation Date
December 31, 2013

Reference Number:
Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

Category of Finding:
Type of Finding:

State Administering Department:

12-4
10.557

Special Supplemental Nutrition Program for
Women, Infants, and Children (WIC)

7CA700CA7; 2012
7CA700CA1; 2012
7CA730CA7; 2012
7CA700CA7; 2011
7CA700CA1; 2011
7CA700CA2; 2011
7CA700CA1; 2010

Reporting

Significant Deficiency and Instance of
Noncompliance

Department of Public Health (Public Health)
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Criteria

TITLE 2 - GRANTS AND AGREEMENTS, Appendix A to Part 170 — Award Term-Reporting
subaward and executive information compensation:

(a) Reporting of first tier subawards.

(1) Applicability. Unless you are exempt as provided in paragraph d. of this award term, you
must report each action that obligates $25,000 or more in federal funds that does not
include Recovery funds (as defined in section 1512(a)(2) of the American Recovery and
Reinvestment Act of 2009, Pub. L. 111 5) for a subaward to an entity.

Condition

Public Health does not have adequate controls in place to ensure information required by the Federal
Funding Accountability Transparency Act (FFATA) is properly reported. Public Health did not report
six of the nine local agencies appropriately in the FFATA subaward reporting system. While Public
Health had input these local agencies in the system, when a contract amendment increased the amount
of the subaward, Public Health reported the total amount of the subaward rather than the incremental
portion of the subaward amendment. As a result, Public Health over-reported the amount of these
subawards by $14.7 million.

Questioned Costs

No specific questioned costs were identified.

Recommendations

Public Health should strengthen its policies and procedures over FFATA reporting to ensure that
individuals are knowledgeable of the reporting requirements and controls are implemented to ensure
award information is properly reported.

Department’s View and Corrective Action Plan

California Department of Public Health (CDPH) agrees that the California WIC Program, Financial
Management and Reporting Branch (FMRB) should strengthen its policies and procedures over FFATA
reporting to ensure that individuals are knowledgeable of the reporting requirements and controls are
implemented to ensure award information is properly reported.

In December 2012, FMRB reopened the report in question and adjusted the discrepancies identified by
the auditor. FMRB has also resolved some technical problems with the reporting system and provided
additional training to staff. In addition, WIC is working with CDPH Accounting to establish more
internal controls.

On February 6, 2013, the U.S. Department of Agriculture (USDA) provided new FFATA reporting
requirements. FMRB is updating its desk procedures with the new FFATA requirements.

Contact

Ofelia Franco, Chief, Financial Management and Reporting Branch

Implementation Date
February 2013
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U.S. DEPARTMENT OF AGRICULTURE, U.S. DEPARTMENT OF HEATLH AND

HUMAN SERVICES

Reference Number:
Category of Finding:
Type of Finding:

State Administering Department:
Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

12-5
Subrecipient Monitoring

Material Weakness and Material Instance of
Noncompliance

Department of Social Services (Social Services)
10.551, 10.561

Supplemental Nutrition Assistance Program
(SNAP) Cluster

7CA4004CA; 2012
7CA430CA; 2012
7CA4004CA; 2011
7CA430CA; 2011

Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

93.658
Foster Care — Title IV-E

1201CA1401; 2012
1201CA1404; 2012
1101CA1401; 2011
1101CA1404; 2011

Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

93.659
Adoption Assistance — Title IV-E

1201CA1405; 2012
1101CA1405; 2011
1101CA1407; 2011

Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

93.667
Social Services Block Grant

1201CASOSR; 2012
1101CASOSR; 2011

Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

93.720, 93.775, 93.777, 93.778
Medicaid Cluster

05-1005CA5MAP; 2011
1005CARRA; 2011
05-1005CA5MAP; 2010
1005CARRA; 2010
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Criteria

TITLE 31 - MONEY AND FINANCE, SUBTITLE V — GENERAL ASSISTANCE
ADMINISTRATION, Sec. 7502. Audit requirements; exemptions:

(f)(2) Each pass-through entity shall:

(A) provide such subrecipient the program names (and any identifying numbers) from which
such assistance is derived, and the federal requirements, which govern the use of such
awards and the requirements of this chapter;

(B) monitor the subrecipient’s use of federal awards through site visits, limited scope audits, or
other means; and,

(C) review the audit of a subrecipient as necessary to determine whether prompt and
appropriate corrective action has been taken with respect to audit findings, as defined by
the director, pertaining to federal awards provided to the subrecipient by the pass-through
entity.

Condition

Social Services provides services under the SNADP, Foster Care, Adoption Assistance, and Social
Services Block Grant programs through various subrecipients. Monies are primarily passed through

to counties, which are responsible for implementing the programs, including eligibility determination
and other administrative and program activities. In addition, monies are passed through to counties

for reimbursement of expenditures for beneficiary payments for Adoption Assistance. Social Services
monitors its subrecipients through various mechanisms including regular communication and training,
monthly desk reviews of summary expenditure information, and review of county OMB Circular
A-133 reports. In addition, Social Services policy requires that one county site visit be conducted every
quarter. During site visits, Social Services reviews costs charged to the various programs for allowability
in addition to other fiscal and programmatic requirements. As part of its site visits, Social Services

also reviews administrative costs charged by counties to the Medicaid grant. Social Services disbursed
approximately $2.27 billion to subrecipients in fiscal year 2011-12 for SNAP, Foster Care, Adoption
Assistance, and the Social Service Block Grant.

Our audit revealed that Social Services does not have adequate policies and procedures to monitor
subrecipients in accordance with federal requirements. Social Services does not have a documented
risk-based audit plan, including an approach to selecting counties for site visits. Current policy requires
only four site visits per year. Social Services informed us that a county will not have another site visit
until all counties have been reviewed. As a result, counties with a higher risk profile, such as those
receiving a large percentage of the State’s funding, will not be subject to audit more than once every

10 years or more. In addition, due to limited resources, Social Services completed only three site visits
during fiscal year 2011-12, covering less than 5 percent of monies disbursed by Social Services. Failure
to properly monitor subrecipients increases the risk the federal monies will be paid for unallowable
costs.

Questioned Costs

No specific questioned costs were identified.

Recommendations

Social Services should evaluate its policies and procedures to ensure the department properly monitors
its subrecipients. Social Services should:
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1. Establish and document a risk-based monitoring plan to include the selection process for site
visits to include a plan for performing site visits at those counties receiving a large portion of the
State’s funding. In addition, if Social Services elects to continue to perform only four site visits
per year, it should work with Administration for Children and Families, Food and Nutrition
Services, and Centers for Medicare and Medicaid Services to obtain a management decision on
its monitoring and rotation plan.

2. Complete all scheduled site visits in accordance with the risk-based audit plan.

Department’s View and Corrective Action Plan

Social Services agrees with the recommendations above and has established a risk-based monitoring
plan using the specific criteria defined below. The Department also notes that it has frequent and
open communication regarding its processes for onsite monitoring reviews with the federal cognizant
agencies, including the federal Administration for Children and Families (ACF) Region IX and the
United States Department of Food and Agriculture Food and Nutrition Service (FNS). To date,
neither of these federal agencies has expressed concern over its processes for the FY 2011-12 on-site
monitoring reviews.

The Department received approval of its Corrective Action Implementation Plan (CAIP) related to
multiple audit findings issued in 2010. In accordance with the CAIP, the Department completed

five county on-site monitoring reviews in FY 2010-11 through a one-time redirection of staff. In a
September 23, 2011 letter from ACF, the Department was commended for “well-planned and executed
on-site monitoring reviews,” but was also notified that the Department must complete additional
on-site monitoring reviews in FY 2011-12 to avoid additional audit findings and enforcement actions.
The California State Auditor’s Office (CSA) cleared Social Services of all findings related to on-site
monitoring reviews in its “Interim Reporting: Fiscal Year 2010-11 Single Audit” issued in December
2011.

Subsequently, the Department informed ACF that it intended to perform on-site monitoring reviews
in FY 2011-12 on a more limited basis. Due to the timing of the negotiations with ACF, the on-site
monitoring reviews included one review per quarter for the remainder of FY 2011-12 at that time, for a
total of three reviews. All scheduled on-site monitoring reviews were completed in FY 2011-12.

Per discussions with FNS, every county should have a review, regardless of size. The ACF has not
prescribed any specific criteria for identifying which counties to review, nor have they prescribed any
specific number of counties to review each FY. The ACF has acknowledged that on-site monitoring
reviews must continue at a minimum of one county per quarter. Additionally, ACF has acknowledged
improvement in the Department’s monitoring process and has stated its appreciation of the
Department’s continuing work to improve the process and meet federal expectations. The ACF will
also continue to monitor the Department’s on-site monitoring reviews.

Of the three counties monitored in FY 2011-12, one county (Sacramento County) was chosen based
on some of the on-going criteria established in the CAIP. One criterion relates to risk: if a county has
been designated as “high-risk” based on the Office of Management and Budgets A-133 annual county
audits. This criterion is used in conjunction with two additional criteria: a county’s caseload as well
as expenditure information for the largest social services programs (Foster Care and California Work
Opportunity and Responsibility to Kids [CalWORKs]). Another of the original CAIP criteria was
related to American Recovery and Reinvestment Act (ARRA) funding and is no longer applicable, as
ARRA funding for these programs ended in September 2011.

Two additional counties (Santa Cruz County and Mendocino County) were chosen for review

in FY 2011-12 based on requests from those counties for review and technical assistance. These
counties had expressed concerns regarding their interpretation of allowable costs and requested the
Department’s assistance in validating their claims. The Department believes that reviewing a county
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that has expressed claiming issues could prevent future disallowances, should improper claiming be
discovered. It is important, therefore, to prioritize on-site monitoring reviews of counties that request
the Department’s oversight.

To correct this finding, the Department will add an additional criterion for review beginning with reviews
conducted in FY 2013-14: as part of the risk-based monitoring plan, the top five counties based on
caseload and expenditures will be reviewed once every five years. This will ensure that over half of the
State’s caseload and expenditures for the larger social services programs are reviewed regularly.

The Department will continue with one on-site monitoring review per quarter. The four counties
reviewed annually will include one county based on the aforementioned risk-based monitoring plan
criteria, and the three remaining counties each fiscal year will be chosen based on the original CAIP
criteria or based on requests for review and technical assistance, as noted above.

Contact

Elisa Tsujihara, Chief, Fiscal Policy Bureau

Implementation Date
July 1,2013

Auditors’ Conclusion

We acknowledge actions taken by Social Services to address prior year findings and components of its
risk-based approach. However, given the significance of federal funding passed through to subrecipients
and the frequency with which on-site monitoring is planned, we believe Social Services should obtain a
management decision from Administration for Children and Families, Food Nutrition Service, and the
Centers for Medicare and Medicaid Services as to the sufficiency of its monitoring plan.
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U.S.DEPARTMENT OF AGRICULTURE, U.S. DEPARTMENT OF TRANSPORTATION, U.S.
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Reference Number:
Category of Finding:
Type of Finding:

State Administering Department:
Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

12-6
Subrecipient Monitoring

Material Weakness and Material Instance of
Noncompliance

State Controller’s Office (SCO)
10.551, 10.561

Supplemental Nutrition Assistance Program
(SNAP) Cluster

7CA4004CA; 2012
7CA430CA; 2012
7CA4004CA; 2011
7CA430CA; 2011

Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

20.205 (ARRA), 20.219
Highway Planning and Construction Cluster

N4510.758; 2012
N4520.208; 2011
N4520.207; 2010

Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

93.558, 93.714 (ARRA)

Temporary Assistance for Needy Families
(TANF) Cluster

C-1201CATANEF; 2012
C-1101CATANEF; 2011

Federal Catalog Number:

Federal Program Title:

Federal Award Number and Years:

Criteria

93.772,93.775,93.777, 93.778
Medicaid Cluster

05 1005CA5MAP; 2011
1005CARRA; 2011
05 1005CA5MAP; 2010
1005CARRA; 2010

STATE ADMINSTRATIVE 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 sub recipient to carry out a federal program. OMB
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Circular A-133 Sub-Section .310(b) requires a schedule of expenditures of federal awards be prepared
each year and lists the requirements for completing the schedule of expenditures, including the
requirement to identify the total amount provided to sub recipients.

To facilitate the identification and tracking of federal funds transferred between state agencies or

state agencies and local governments, each contract, interagency agreement, or any other document
controlling the disbursement of federal financial assistance must cite the applicable catalog number
from the Catalog of Federal Domestic Assistance. If state matching funds are involved, specify the
percentage of state and federal funds. Where federal funds are disbursed through a claim schedule, the
catalog number should be recorded.

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:

1. As part of the annual Single Audit, the Department of Finance (DOF) requires state agencies to
provide certain financial information related to federal awards received. Specifically, agencies
must provide schedules of cash and non-cash federal assistance. The information provided is
consolidated by the DOF and is forwarded to the Bureau of State Audits (BSA) for inclusion in the
Single Audit Report.

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.

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 P.L.
104-156 and amendments.

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.
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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)  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.

(5) 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.

Condition

Counties, cities, towns, and special districts in California must file their OMB A-133 reports with the
SCO within nine months of the entity’s fiscal year-end. Upon receipt, the SCO performs a centralized
desk review on behalf of all state departments. As required by SAM 20070, the SCO sends a letter to
the responsible State department if findings are identified related to federal programs it manages. The
State department has six months to issue its management decision. Prior communication between the
SCO and the Department of Health and Human Services, the State’s cognizant agency, confirmed that
the six-month time period set forth by OMB A-133 Section 400 (d)(5) begins when the SCO receives
the complete single audit reporting package.

The SCO does not have adequate procedures to ensure findings are identified in OMB A-133 reports
and submitted to the appropriate State department. As a result, the department may not have been
aware of findings applicable to its federal program and may not have issued a management decision
letter. We tested 67 OMB A-133 audits submitted to and reviewed by the SCO. We found four reports
contained findings applicable to federal programs administered by certain State departments that were
not submitted to the respective department or submitted to a department not responsible for managing
the federal program. We also found one report that contained a general finding related to internal
control that impacted all of a city’s federal programs. This report was not sent to any State department
and the SCO did not follow up on the general finding.

During our audit, the SCO indicated that it was not fully responsible for identification of findings
related to federal funds but instead State departments are ultimately responsible for review of OMB
A-133 reports. However, our discussions with various State departments revealed that they rely on the
initial review by the SCO and generally only follow up on findings reported to them by the SCO.

Questioned Costs

No specific questioned costs were identified.

Recommendations

The SCO should improve its desk review process and supervisor review to ensure findings are identified in
OMB A-133 reports and submitted to the appropriate state department in a timely manner.

The SCO should evaluate SAM 20070 and determine if the SCO is responsible for identification of
findings related to federal funds or State departments are ultimately responsible for review of OMB
A-133 reports. If the SCO determines state departments are fully responsible for review of OMB A-133
reports, the SCO should work with the Department of Finance to revise SAM 20070. SAM 20070 and
other communication to State departments should contain clear delineation of responsibilities between
the SCO and State departments.
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The State Controller’s Office (SCO) disagrees with the finding. The SCO is not a pass-through entity
and is not required to comply with federal subrecipient requirements. However, the SCO does have
oversight responsibilities as defined in SAM 20070. During our quality control review of fiscal year
2010-11 single audit reports the SCO determined that our administrative staff was not consistently
identifying all audit findings in the preliminary review process, and as a result, some State departments
were not notified of audit findings that may have required a management decision. As such, the SCO
notified the State departments where the SCO identified discrepancies in reporting and followed up on
the one general finding. However, it should be noted that none of the audit findings identified involved
questioned costs.

The SCO also revised its preliminary review procedures in November 