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

State Capitol

Sacramento, California 95814

Governor and Legislative Leaders:

The Bureau of State Audits presents the results of our review of the State’s control of its
financial activities and its compliance with federal grant requirements and state regulations. This
review was made as part of our examination of the State’s general purpose financial statements.
This report fully meets the requirements of the 1984 Single Audit Act set forth by the United
States Government as a condition of receiving more than $19 billion in federal funds annually.
The Bureau of State Audits, which was created in May 1993, pursuant to California Government
Code, Section 8543, is responsible for performing the annual financial and compliance audit
previously conducted by the Office of the Auditor General.

The State continues to need improvement in its accounting, auditing, and administrative control
structure. For example, we found numerous inadequacies in the State’s monitoring of recipients
of state and federal moneys. As a result, the State cannot ensure that the recipients are
complying with regulations or laws governing the receipt or use of these moneys. In addition,
we noted instances in which the State failed to promptly bill for costs incurred, resulting in lost
interest earnings or an impairment in the State’s ability to collect amounts owed to the State.

In responding to weaknesses we have reported in an earlier audit, the State has made some
improvements in its internal control structure. For example, the Office of Local Assistance now
has a system in place to ensure that local educational agencies report interest earned on advances
from the State for construction projects. In August 1993, $25 million of this earned interest was
transferred to the State’s General Fund.

Respectfully submitted,

KURT R. SJOBERG
State Auditor

660 J Street, Suite 300, Sacramento, California 95814
Telephone: (916) 445-0255 Fax: (916) 327-0019



Table of Contents

Summary
Introduction

Chapters

Statewide Concerns

Audit Information
by Area of Government

Report on the Internal Control Structure

Detailed Description of Weaknesses
at State Agencies

Index

Management Letters by Area of Government

Report on Compliance
With Federal Grant Requirements

Report on the Schedule of Federal Assistance

Schedule of Federal Assistance for the
Fiscal Year Ended June 30, 1993

Weaknesses in Compliance
With Federal Regulations
by Grant Program

Schedule of Audit Reports
Involving Federal Grants From
July 1, 1992, to December 31, 1993

27

33

39
41

43
165
171

175
199

203



Schedule of Minor Federal Issues for the
Fiscal Year Ended June 30, 1993 207

Report on Compliance
With State Laws and Regulations 213

Appendix Reports Issued by the
Office of the Auditor General and the
Bureau of State Audits From
July 1, 1992, to December 31, 1993 217

Response to
the Audit Department of Finance 219

California State Auditor’s Comments
on the Response From the '
Department of Finance 225



Summary

The State continues to have many weaknesses in its accounting,
auditing, and administrative control structure. The weaknesses, which
we found in numerous departments, result in inaccurate financial
statements, noncompliance with state and federal regulations, and
waste, loss, and misuse of state resources. Most of these weaknesses
individually have a minor effect on the State’s operations, but their
cumulative effect can be significant. Following are some of the more
significant weaknesses we found.

The Department of Transportation lost approximately $972,000 in
interest earnings because of $6 million in late billings we reviewed.
The billings were to the federal government for costs the State
incurred. We did not calculate interest lost on an additional
$5 million in late billings at the Department of Transportation, but
we estimate lost interest would not exceed $808,000.

As of October 26, 1993, the Office of Emergency Services had not
appealed the Federal Emergency Management Agency’s denial of
approximately $7.7 million of claimed expenses related to the Loma
Prieta earthquake even though the office indicated that it intended to
make its appeal by May 29, 1992.

The Department of Health Services did not have adequate
procedures for monitoring and collecting almost $240 million in
accounts receivable. In addition, the department did not adequately
distribute responsibilities among its staff for activities related to
accounts receivable.

The Department of General Services has not audited within the
required three years 80 of the 151 departments to which it delegated
purchase authority totaling more than $214 million as of
August 1993.

The Department of Finance allowed certain departments to use
funds that would have been available for future General Fund
expenditures. As a result, the State has approximately $16.5 million
less for future General Fund expenditures than originally
anticipated. In addition, because not all General Fund departments
were treated in a uniform manner, these departments were afforded
a benefit not provided to other General Fund departments.
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During fiscal year 1992-93, the Office of Emergency Services did
not promptly collect $183,350 in overpayments made to five
recipients of disaster assistance funds. Office records indicate that
other applicants owe an additional $900,000. Some of these debts
date back to 1987.

The State did not fully comply with federal regulations in 28 of the
46 major grants we reviewed.

The Stephen P. Teale Data Center has not attempted to collect
approximately $14 million in undercharges to the Department of
Motor Vehicles from prior years and approximately $94,000 in
undercharges to the Governor’s Office from prior years.

The State does not recognize the liability for earned vacation credit
in its budgetary basis financial statements. As of June 30, 1994, the
liability was $1 billion.

The Student Aid Commission did not ensure that credit bureaus
accurately recorded information about defaulted student loans. For
10 of the 12 loans we reviewed, either one or two of the three credit
bureaus to which the commission reports had no record of the
defaulted loans.

The California Museum of Science and Industry in Los Angeles has
inadequate controls over cash receipts for parking for special
events. The cash receipts amounted to more than $48,000 during
fiscal year 1992-93. The same person controls and accounts for
sequentially numbered parking tickets and collects and accounts for
the cash, leaving the receipts vulnerable to errors, irregularities, or
illegal acts that may go undetected for extended periods.

The State has numerous deficiencies in its monitoring of recipients
of state or federal moneys. We found 19 federal programs in eight
departments deficient in required monitoring practices. Without
adequate monitoring of recipients of state and federal moneys, the
State cannot ensure that the recipients are complying with
regulations or laws governing the receipt or use of these moneys.

The Department of Housing and Community Development did not
follow state regulations for the purchase of electronic data
processing equipment exceeding $100,000. The department used



nine separate purchase invoices so that no one order exceeded the
100,000 threshhold for review by the Department of General
Services.

e The Stephen P. Teale Data Center could not provide records,
including those identifying amounts owed by individual clients, to
support $18.6 million in amounts due from other funds. In
addition, the data center could provide no supporting
documentation for $2.4 million in contracts payable.

e The Office of Criminal Justice Planning purchased more than
$840,000 of computer equipment with federal grant moneys when
the purchase was not authorized in the grant agreement. In
addition, the department could not provide evidence of other
authorization for the purchase. As a result, the office may be liable
to the federal government for the unauthorized expenditures.

We noted these deficiencies during our annual financial and compliance
audit of the State. Procedures we perform during this audit include
evaluating internal controls over activities that can directly affect the
financial statements or controls that are required for the receipt of
federal funds. The audit does not directly deal with the economy,
efficiency, or effectiveness of the State’s administration although such
issues may arise during our audit.

Although these weaknesses exist in the State’s control structure, the
State has made significant improvements in certain areas as a result of
its response to weaknesses the Bureau of State Audits and the Office of
the Auditor General have reporte:d.l Following are examples of some
of these improvements.

e For fiscal year 1990-91, the Office of the Auditor General reported
that the Office of Local Assistance (office) did not have an adequate
system in place to ensure that local educational agencies reported
interest earned on advances from the State for construction projects.
By fiscal year 1992-93, the office had corrected this deficiency. As
a result, during fiscal year 1992-93, the office identified a total of
$58.4 million in interest earnings for fiscal years 1984-85 through
1991-92, $39.6 million of which represented previously

! The Office of the Auditor General was closed in December 1992. The California Government Code,
Section 8543, creates the Bureau of State Audits. The Bureau of State Audits is responsible for performing the
annual financial and compliance audit of the State and other audits formerly conducted by the Office of the
Auditor General.



unidentified interest through June 30, 1991. In August 1993, the
office transferred $25 million of these interest earnings to the
State’s General Fund.

From fiscal year 1988-89 through fiscal year 1991-92, the Office of
the Auditor General or the Bureau of State Audits reported that the
Stephen P. Teale Data Center did not charge all state agencies based
on its published rate schedule. For example, the data center
undercharged the Department of Motor Vehicles approximately
$14 million over four years, resulting in a disproportionate share of
the data center’s costs being passed on to other funds, including the
State’s General Fund. For fiscal year 1992-93, we found no further
instances where this occurred.



Introduction

As part of our examination of the general purpose financial statements
of the State of California for fiscal year ended June 30, 1993, we
studied and evaluated the State’s internal control structure. The
purpose of our study of this structure was to determine the audit
procedures and the extent of testing necessary for the following three
reasons:

e Expressing an opinion on the State’s general purpose financial
statements;

e Determining compliance with federal grant requirements, laws, and
regulations; and

e Determining compliance with state laws and regulations that could
materially affect the general purpose financial statements.

In conducting our audit, we reviewed and evaluated fiscal controls at
20 of the 196 state agencies included in the general purpose financial
statements.

Amounts that we  audited at these agencies  represented
approximately 73 percent of the State’s additions to funds
and approximately 67 percent of the State’s deductions from funds.
Further, other independent auditors audited an additional 19 percent of
the State’s additions and an additional 13 percent of the State’s
deductions. We increased our coverage with centralized testing, which
we performed by selecting for review a cross section of items from the
State as a whole. For example, we selected a sample of payroll
warrants the State processed through its payroll system, and we
selected a sample of warrants other than payroll warrants that the State
processed through its claims payments system. We also reviewed
electronic data processing activities at selected state agencies that have
significant data processing operations.

We performed a limited review of the internal audit units at four state
agencies. We noted no significant variances from the Standards for the
Professional Practices of Internal Auditing. Based on the results of our
review, we concluded that the internal audit activities were reliable.



We reviewed 14 agencies’ compliance with state laws and regulations
that materially affect the State’s financial statements. Compliance with
these laws and regulations helps to ensure that the State maintains
sufficient control over the budgeting, investing, collecting, and
disbursing of state money and that it maintains sufficient control over
reporting the results of state financial activities.

Finally, except for the financial aid programs administered by the
California State University and federal grants administered by the
University of California, which are reviewed by other independent
auditors, we reviewed the State’s compliance with federal regulations
for all federal grants exceeding $20 million. In all, we reviewed 46 of
the 323 federal grants the State administers. These 46 grants represent
approximately 97 percent of the federal funds the State received in
fiscal year 1992-93, excluding most financial aid funds the California
State University received and those funds the University of California
received. In addition, as part of our examination of the State’s financial
statements, we selected transactions related to other federal programs
and reviewed these transactions for compliance with applicable federal
regulations.

The specific scope of our audit is stated in the following reports that the
federal Office of Management and Budget, Circular A-128, requires the
State to issue each year:

e The report on the internal control structure used in preparing the
general purpose financial statements and in administering federal
assistance programs (begins on page 33);

o The report on weaknesses and instances of noncompliance at state
agencies (begins on page 39);

e The report on federal assistance programs, including required
reports on (1) compliance with laws and regulations related to
major and nonmajor federal programs (begins on page 165) and
(2) the resolution of prior year findings related to federal programs
(begins on page 165);

e The report on the accuracy of the supplementary schedule of federal
assistance (begins on page 171); and

e The report on compliance with state laws and regulations (begins on
page 213).



Between July 1, 1992, and December 31, 1993, the Bureau of State
Audits and the Office of the Auditor General issued 15 audit reports,
many of which discussed improvements needed in the State’s
operations. These reports, listed in the Appendix, are available to the
public through the Bureau of State Audits.



Statewide Concerns

Summary The State has numerous weaknesses in its control system that warrant
statewide concern. Such weaknesses have one or more of the following
characteristics.

e They exist at numerous departments throughout the State.

e They arise from current statewide policies that do not satisfactorily
address the State’s needs.

e They have a potentially significant fiscal impact on either the State
as a whole or on a segment of the State.

Generally, the statewide concerns that follow fall into two main
categories by subject: problems with financial reporting and problems
with compliance with state or federal requirements. Included in the
problems with financial reporting are the following issues:

e Failure to document differences in accounting practices used by the
State Controller’s Office and the Department of Finance;

e Problems with the State’s conversion of its accounting policies to
generally accepted accounting principles; and

¢ Failure to require departments to submit important financial reports
to the State Controller’s Office to improve the reliability of the
State’s general purpose financial statements.

Included in the weaknesses in compliance with federal and state
policies are the following:

e Accumulation of potentially excessive revenues in internal service
funds, resulting in a possible liability to the federal government for
overcharges;

e Reduction of anticipated salary savings available to the State’s
General Fund;

e Lack of monitoring of recipients of federal and state moneys,
resulting in the State’s inability to ensure that the moneys are being
used appropriately;



Potential Liability
to the Federal
Government for
Some Internal
Service Funds

e Inability to track expenditures of federal moneys for each federal
program; and

e Lack of compliance with the state and federal requirements for the
drug-free workplace.

Many of the statewide concerns have been reported by the Bureau of
State Audits for fiscal year 1991-92 and by the Office of the Auditor
General for prior years. Some of the statewide concerns remain
unresolved because they require the coordinated efforts of many
agencies or require the expenditure of scarce resources. Four issues are
reported as a statewide concern for the first time this year: the
widespread inadequacies with monitoring of recipients of state and
federal moneys, the lack of procedures to ensure compliance with the
drug-free workplace requirements, the reduced availability to the
State’s General Fund of anticipated salary savings, and the absence of a
comprehensive, centralized record of federal receipts for the State.

The State may have a liability to the federal government estimated to be
as much as $19.7 million for profits accumulated in certain internal
service funds between July 1, 1984, and June 30, 1993. This condition
exists because the Department of Finance has not ensured that charges
to federal programs are in compliance with federal regulations. The
State’s internal service funds provide goods and services to state
agencies and charge them for these goods and services. In turn, the
state agencies have passed these charges on to federal programs that the
State administers. When the charges of internal service funds exceed
the costs for providing services, the State accumulates profits in its
internal service funds.

In 1984, the federal Department of Health and Human Services
(DHHS) audited the State’s rate-setting methods for internal service
funds. As a result of the audit, the State was required to refund to the
federal government approximately $14.9 million of the profits
accumulated in its internal service funds. This amount represented the
federal share of profits accumulated by five of the State’s internal
service funds from July 1, 1969, to June 30, 1984. Because some of
these internal service funds continue to accumulate profits, the State
may be liable to the federal government for the portion of the additional
surplus accumulated between July 1, 1984, and June 30, 1993, that
represents charges to federal programs.



Currently, the federal DHHS is conducting an audit of the State’s
rate-setting methods for internal service funds for the period July 1,
1984, through June 30, 1991. As of April 30, 1994, the DHHS had not
issued its final report.

Because we did not have the DHHS’s final report, we estimated the
liability. We used procedures similar to those of the Department of
Finance, employing the same percentages used to determine the federal
share of the State’s profits in the 1984 audit for four of the five internal
service funds that the DHHS audited and a revised percentage for the
other. Using these procedures, we estimate that, under current federal
regulations, the State may owe the federal government as much as
$19.7 million. This amount is the federal share of profits accumulated
by four of these funds from July 1, 1984, through June 30, 1993, less
audit adjustments and undercharges to federal programs of
approximately $507,000 for one fund. Because the federal government
and the State’s executive branch are ultimately responsible for
negotiating any final settlement, we did not attempt to determine
whether the earlier percentages we used for the federal portion of the
profits are acceptable for the period from July 1, 1984, through June 30,
1993. Also, we did not verify the accuracy of the revised percentage
used in the calculation of the federal share of profits for the remaining
fund.

In addition, an October 1988 amendment to the federal Office of
Management and Budget (OMB) Circular A-87, Cost Principles for
State and Local Governments, which has been proposed but not yet
approved, would allow state agencies a reasonable working capital
reserve of 60 days’ cash expenditures. If approved, this amendment
may reduce the estimated liability for three of these funds to
approximately $8.7 million. The remaining two funds have not
accumulated a working capital reserve of 60 days’ cash expenditures.
The federal DHHS Division of Cost Allocation has temporarily
authorized a request from the State of Oregon to retain a
60-day working capital reserve even though the revisions to OMB
Circular A-87 have not been finalized. In January 1994, the State of
California requested a similar authorization to retain a working capital
reserve of 60 days’ worth of cash expenditures. However, according to
correspondence dated May 6, 1994, the DHHS’s Division of Cost
Allocation will not respond to the State’s request until the current
federal audit is completed.



Use of Anticipated
Salary Savings

While the State’s internal service funds may be in compliance with
state laws that allow them to accumulate surpluses up to certain limits,
they may not be in compliance with the current provision of the OMB’s
Circular A-87. This circular does not allow the State to charge federal
programs for amounts that exceed costs. The California Government
Code, Section 13070, provides the Department of Finance with general
powers of supervision over all matters concerning the financial and
business policies of the State. Therefore, it is the responsibility of the
Department of Finance to provide adequate guidelines to the agencies
that administer internal service funds to ensure that charges to federal
programs are in compliance with those federal programs.

The Department of Finance (DOF) allowed certain departments to use
funds that would have been available for future General Fund
expenditures. As a result, the State has approximately $16.5 million
less for future General Fund expenditures than originally anticipated.
In addition, these departments were afforded a benefit not provided to
other General Fund departments.

Chapter 83, Statutes of 1991, eliminated two special accounts in the
Public Employees’ Retirement System (PERS). The balances in these
accounts are being used to offset the employer contributions to the
PERS for General Fund departments. The salary savings resulting from
the reduction of General Fund retirement contributions would be
available for future General Fund expenditures. However, when the
State Controller’s Office (controller) sought to collect the salary
savings, many departments did not have appropriation balances
sufficient to cover their share of the savings. Most departments were
then asked to adjust their spending to provide sufficient funds for the
controller to ultimately collect the savings. However, the DOF allowed
the Department of Industrial Relations (DIR), the California Youth
Authority, and the California Department of Forestry to remit less than
their respective shares of the savings.

For example, the DOF effectively allowed the use of approximately
$1.9 million of the salary savings to support the DIR’s operations. The
DIR would have overspent its 1991-92 support appropriation by
approximately $1.9 million if the controller had collected the DIR’s
share of the salary savings. The DIR sought approval from the DOF for
the creation of deficiency funding to enable the return of the savings to
the General Fund surplus. In accordance with the California
Government Code, Section 11006, and Section 27 of the annual Budget
Act, the DOF has authority to approve the creation of a deficiency in an
appropriation, when necessary, provided that the Legislature is notified



Lack of
Documentation of
Differences in
Accounting
Practices

at least 30 days before the effective date of the approval. However, the
DOF did not believe a deficiency could be supported and recommended
that nothing be done to fund the return of the savings to the General
Fund surplus. This effectively resulted in the use of the salary savings
to support the DIR’s operations.

As a result of these actions, the State did not realize approximately
$16.5 million in anticipated salary savings that would have been
available for appropriation by the Legislature. In addition, the DOF, in
effect, allowed the DIR to circumvent normal budgetary controls by
recommending that the DIR do nothing to fund the return of the salary
savings to the General Fund surplus. Further, the reductions of
department appropriations related to the salary savings were not
consistently applied. Therefore, some departments benefited because
they were not required to return their full share to the General Fund

surplus.

The State Controller’s Office (controller) and the Department of
Finance (DOF) each report on the State’s budgetary basis financial
condition using different accounting practices, but neither agency is
able to provide us with documentation clearly identifying all the
differences. For example, we do not have documentation of the reasons
for the following differences. For fiscal year 1990-91, the controller
reported a General Fund deficit of $1.3 billion in its Annual Report and
the DOF reported a General Fund deficit of $920 million in the
Governor’s Budget, resulting in a $400 million difference for the same
reporting period. These differences in the reporting of the State’s
budgetary basis financial condition continue to exist. For example, the
controller reported the General Fund deficit for fiscal year 1991-92 at
$3.31 billion, more than $1 billion greater than the $2.29 billion deficit
reported by the DOF for the same reporting period. In addition, the
controller reported the General Fund deficit for fiscal year 1992-93 at
approximately $2.24 billion, which was approximately $50 million less
than the $2.29 billion deficit reported by the DOF for the same
reporting period. However, the DOF has indicated that its financial
information for fiscal year 1992-93 may change.

Inconsistent accounting practices and the lack of documentation of
those differences provide the State’s financial decision makers and the
investment community with conflicting information about the State’s
true financial condition. For example, the State Treasurer’s Office has
to disclose in its prospectus for the sale of state bonds that the
controller and the DOF use different accounting practices. The
disclosure is necessary because schedules prepared by the two
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Problems With
the State’s

Conversion to
GAAP

organizations are included in the prospectus, but the schedules do not
agree with each other. In addition, because the DOF’s records are used
in the State’s budgeting process, the lack of documentation of
differences in accounting practices may impair the integrity of the
budgeting process.

The State prepares financial statements on a budgetary basis and on a
basis consistent with generally accepted accounting principles (GAAP).
The State Controller’s Office (controller) currently issues the Annual
Report of the State of California in general conformity with the State’s
budgetary basis of accounting, which is not in accordance with GAAP.
The State’s budgetary statements must then be converted to GAAP for
the State’s general purpose financial statements. The Bureau of State
Audits reported a similar weakness during the audit for fiscal year
1991-92, and the Office of the Auditor General reported a similar
weakness during its audits for fiscal years 1982-83 through 1990-91.

The budgetary basis financial statements are required by the California
Government Code, Section 12460, which states that the controller will
prepare an annual report containing a statement of the funds of the
State, its revenues, and the public expenditures of the preceding fiscal
year on the same basis as that of the governor’s budget and the budget
act. This section also requires that the format of the budgetary report
be prepared as closely as possible in accordance with GAAP. GAAP is
the preferred method of accounting because it is a nationally recognized
set of accounting principles that improve accountability, recognizing
costs when they occur, not when they are paid.

Nevertheless, significant differences exist between the budgetary basis
and GAAP basis financial statements, requiring adjustments to present
financial statements in accordance with GAAP. The adjustments are
necessary because the following budgetary accounting practices for the
State’s General Fund are not in accordance with GAAP:

e Expenditures such as the cost of earned vacation for certain state
faculty are not recognized;

e If an appropriation has no remaining funds, the liabilities are not
recognized; and



e Some events are recognized as expenditures even though no cost
has been incurred. For example, the State reports loans from the
General Fund to other funds as expenditures, rather than
recognizing that the money was lent to another fund and will be
returned to the General Fund.

Adjustments are also necessary to present the fund balances of the
State’s other fund types (as reported by the controller) in accordance
with GAAP because of the following budgetary accounting practices
followed by the State:

e The State recognizes its authorized but unissued bonds as an
addition to fund balance. Under GAAP, the proceeds from the sale
of bonds should not be recognized until the sale occurs;

e The State reports as encumbrances grants to local agencies when
the commitments are made. Under GAAP, the grants are not
reported as encumbrances because the local agencies, not the State,
receive the related goods or services. Instead, under GAAP, these
encumbrances are reported in the notes to the financial statements
as commitments;

e The State does not consistently recognize expenses such as the cost
of earned vacation and worker’s compensation claims in its funds,
as required by GAAP. If audit adjustments for these expenses were
not made in the internal service funds, the State’s possible liability
to the federal government, described on page 6, would be increased
by approximately $5.7 million; and

e At least one internal service fund includes encumbrances in its
liability balance because the State Administrative Manual does not
provide adequate direction for the accounting for internal service
funds. Under GAAP, encumbrances are not reported as liabilities.

In addition, the financial information required under GAAP is more
extensive than the information provided by the budgetary basis of
accounting. As a result, the State must develop additional information
for proprietary funds, lease commitments, and the market value of the
State’s investments in securities to create its general purpose financial
statements.

A primary reason these differences exist is the failure of the

Department of Finance (DOF) to provide agencies with sufficient
instruction in the State Administrative Manual to make the conversion

11
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Inadequate
Monitoring of
Recipients of
State and
Federal Moneys

from the budgetary basis to GAAP efficient and reliable. As a result,
the financial information that agencies provide to the controller is
frequently insufficient for the controller to prepare the State’s general
purpose financial statements in accordance with GAAP.

However, the State is in the process of converting from the budgetary
basis to GAAP in certain areas. The DOF has rewritten some sections
of the State Administrative Manual covering proprietary funds to bring
them into conformity with GAAP under certain conditions. In addition,
in the governor’s budget, the DOF currently treats the State’s General
Fund encumbrances as a reservation of fund balance rather than as
expenditures and has extended this treatment to the year-end financial
statements. This treatment changes earlier practices and is consistent
with GAAP, in that encumbrances are obligations for which goods and
services have not been received, and they should not be shown as
expenditures. Additionally, in accordance with GAAP, the State now
recognizes in its financial statements the liability for Medi-Cal services
provided but not yet paid for and the liability for tax overpayments.
However, until the State incorporates all of the necessary generally
accepted accounting principles into state law, the State must continue
spending time and money to convert its financial records from the
budgetary basis to GAAP so that the financial statements are
comparable to those of other governmental entities and, therefore,
acceptable to the investment community and the federal government
under the single audit act.

The State is often deficient in its monitoring of recipients of state and
federal moneys. We found the administration of 19 federal programs in
8 departments deficient in a wide variety of required monitoring
practices. These deficiencies include failure to conduct audits or
reviews of recipients’ operations or records, to ensure the receipt of
audit reports completed by independent auditors on recipient
operations, and to monitor recipient cash balances. The table beginning
on page 199 lists the federal programs for which we found such
deficiencies. = We found the following examples of deficient
monitoring:

e The Department of Aging did not conduct required, annual on-site
performance evaluations of supportive services for 17 of 33 area
agencies or similar biennial evaluations of nutrition services
for 20 of 33 area agencies for the Special Programs for the
Aging—Title III. -



e For 19 of 52 recipients of Job Training Partnership Act funds, the
Employment Development Department did not enforce its
requirement that recipients maintain interest-bearing accounts. As a
result, the State could lose potential interest earnings.

e The Department of Health Services failed to conduct required
biennial site visits for the Special Supplemental Food Program for
Women, Infants, and Children at 26 of 80 local agencies.

e According to its records on close-out audits of school construction
projects funded by state bond moneys, the Office of Local
Assistance had 1,200 construction projects that were ready for audit,
204 of which had been ready for more than four years.

e The California Department of Education had numerous weaknesses
in its monitoring of local educational agencies participating in the
Eisenhower Mathematics and Science Education—State Grants
program. The weaknesses included inadequate control over
expenditure reports from local educational agencies and insufficient
monitoring to ensure that children and teachers from private,
nonprofit schools had equitable participation in the program.

e Ten of the 54 counties participating in the Alcohol and Drug Abuse
and Mental Health Services Block Grant administered by the
Department of Mental Health failed to submit a final cost report to
the department, limiting the department’s ability to monitor the
expenditure of federal block grant funds. In addition, quarterly
reports from four of the ten counties we reviewed indicated that the
counties had cash balances of block grant moneys that exceeded
their immediate needs.

e Five of the 16 Community Based Organizations participating in the
Job Training Partnership Act program administered by the
California Department of Education failed to submit required audit
reports more than 17 months after they were due. In addition, even
though the reports that were received identified control deficiencies,
the department did not send any of its own required reports, called
“Initial Determinations,” intended to help correct deficiencies. The
Initial Determinations, which are to be sent within 30 days, had not
been sent more than 17 months after the audit reports were due.

Without adequate monitoring of recipients of state and federal moneys,

the State cannot ensure the recipients are complying with regulations or
laws governing the receipt or use of these moneys.

13
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Inadequate
Reporting of
Leasing
Information

The State does not have centralized records that contain all the
necessary information for financial statement disclosures on lease
commitments required by GAAP. Without centralized records, the
State spends unnecessary time and effort in gathering and summarizing
the required information. The State’s lease commitments totaled
approximately $5.8 billion in fiscal year 1992-93, excluding leases
between the University of California and nonstate entities.

Governmental accounting and reporting standards require that
governmental accounting systems allow the fair presentation and full
disclosure of the governmental entity’s financial position and results of
financial operations in accordance with GAAP. In addition, the
California Government Code, Section 12460, requires the State
Controller’s Office to present the State’s financial position in a format
that is as close as possible to GAAP. When the State leases space or
equipment from outside vendors, GAAP requires the State to disclose
commitments for future minimum lease and rental payments in a
summary that separates these future payments by fiscal year.

Although the Department of General Services maintains space and
equipment records for many lease commitments, it established these
records for its internal management purposes, rather than for
maintaining a complete listing of the State’s leases that would meet
GAAP requirements. As a result, the records do not provide all the
required information. For example, the records disclose only the
current-year payments for each lease and do not indicate either the
changes in the payments in future years or the separate future lease and
rental payments by fiscal year.

The records also do not include information on certain leases for which
the Department of General Services does not have oversight
responsibility. For example, the department’s records do not include
more than $1.7 billion in lease commitments with the State Public
Works Board or $8.2 million in lease commitments for the California
State Lottery Commission.

The Bureau of State Audits reported this weakness in its audit for fiscal
year 1991-92, and the Office of the Auditor General reported the
weakness for fiscal years 1986-87 through 1990-91.



Confusion Over
Requirements for
Approval for
Some Contracts

The State Administrative Manual does not provide adequate guidance
about which agreements for services are grants and which are contracts
requiring the approval of the Department of General Services (DGS).
The Public Contract Code, Section 10295, states that all contracts
entered into by any state agency for services are void unless and until
approved by DGS. In addition, the Health and Safety Code,
Section 38012, requires DGS’s approval of direct service contracts
entered into by departments in the Health and Welfare Agency. The
Attorney General’s Office has issued two opinions that precede the
effective date of the direct service contract legislation, one in 1975 and
one in April 1980. The opinions distinguish grants from contracts, and
they state that certain grants are not contracts for services and are,
therefore, not subject to DGS’s review and approval.

Some departments have relied on the opinions of the Attorney
General’s Office as their rationale for not obtaining DGS’s approval of
agreements for services. For example, the Office of the Auditor
General reported in 1989 that the Department of Aging and the
Department of Health Services did not always obtain DGS’s approval
of contracts when it was required. The departments, both of which are
in the Health and Welfare Agency, responded that they considered the
contracts in question to be grants, basing their positions on the opinions
of 1975 and 1980. However, a more recent opinion of the Legislative
Counsel, obtained during the Office of the Auditor General’s audit,
determined that some of these contracts did not meet the legal
definition of a grant.

In our current review of similar or identical contracts at these two
departments, we found that the Department of Health Services
continues to cite the opinions of the Attorney General’s Office in
classifying an Indian Health Program contract as a grant, even though
the Legislative Counsel concluded that the agreement in question was a
direct service contract and, therefore, subject to DGS’s review and
approval. During fiscal year 1992-93, the Department of Health
Services entered into agreements totaling $2.3 million for the Indian
Health Program. In contrast to the response of the Department of
Health Services to the 1989 audit, the Department of Aging reviewed
its contracts to determine if they met the legal definition of a grant.
The Department of Aging concluded that many contracts that it had
previously classified as grants were actually contracts subject to DGS’s
review and approval.

DGS provides an independent review of contracts to ensure that state

agencies are complying with laws and regulations and that the financial
interests of the State are preserved and protected. If a department
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Deficiencies in
Administering
State Contracts

incorrectly classifies a contract as a grant, the State’s system of controls
is circumvented, and the State has less assurance that its financial
interests are being protected.

The DGS should solicit a current opinion from the Attorney General’s
Office that clearly identifies the factors distinguishing grants from
contracts and that clearly identifies when an agreement is subject to
DGS’s review and approval. DGS should then ensure that the State
Administrative Manual accurately provides this information.

State agencies do not consistently comply with the California Public
Contract Code in establishing and reviewing contracts. During fiscal
year 1992-93, work began on some contracts before the contracts were
approved. In addition, the Department of General Services (DGS)
frequently fails to conduct required audits of state agencies to which
purchasing authority has been delegated.

In our review of 85 nonconsultant contracts at 17 departments, we
found 13 contracts (15 percent) that were not approved before the
beginning of contract work. When agencies do not ensure that
contracts are approved before work begins, the State cannot be assured
that its interests are protected. Further, if these contracts had not been
subsequently ‘approved, the State might still have been liable for the
work performed and might have incurred litigation costs regarding the
State’s obligation to pay for that work. The Bureau of State Audits
reported this weakness for fiscal year 1991-92, and the Office of the
Auditor General reported this same problem for fiscal years 1986-87
through 1990-91.

Table 1 below indicates the departments at which we reviewed
nonconsultant contracts, the number of contracts reviewed, and the
number of contracts reviewed for which work began before contract
approval. The table pertains specifically to our review of nonconsultant
contracts. We released a report in April 1994 that addresses our review
of consultant contracts for fiscal years 1991-92 and 1992-93.



Table 1 Deficiency in Administering State
Nonconsultant Contracts at Various Agencies
Fiscal Year 1992-93

Contracts That
Contracts Lacked Approval
Agency Name Tested Before Start of Work

Department of Health Services 5 4
California Department of Education 5 3
Stephen P. Teale Data Center 5 2
Health and Welfare Agency Data Center 5 1
State Treasurer’s Office 5 1
Department of General Services 5 1
Department of Transportation 5 1
Department of Motor Vehicles 5 0
Department of Social Services 5 0
Franchise Tax Board 5 0
Department of Water Resources 5 0
California Community Colleges,

Chancellor’s Office 5 0
State Controller’s Office 5 0
Department of Corrections 5 0
Employment Development Department 5 0
Board of Equalization 5 0
California State University,

Office of the Chancellor 5 0
Total 85 13

The California Public Contract Code, Section 10295, states that all
contracts, unless otherwise exempt, entered into by any state agency for
the purchase of equipment, supplies, materials, services, or construction
are void unless or until approved by DGS. In addition, Section 10335
states that, unless specifically exempted, a service contract is not
effective until the date of its approval. Moreover, the State
Administrative Manual, Section 1209, requires state agencies to submit
each contract in sufficient time for DGS to review and comment on it
before work on the contract begins, except in emergency cases to
protect human life or state property. This section of the manual also
states that a contractor who begins work before receiving notice of the
contract’s approval may be considered to have performed the work at
the contractor’s own risk and may not be paid. When contracts are
exempt from DGS’s approval, the issuing department should approve
the contract before work begins.
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Failure To
Require Agencies
To Prepare
Reconciliations
or Reports of
Accruals

In another departure from control procedures over the State’s
contracting process, DGS frequently fails to conduct required audits.
The Public Contract Code, Section 10333(b), requires DGS to audit
each state agency to which the department has delegated purchasing
authority at least once every three years. As of August 6, 1993, DGS
delegated purchasing authority valued at more than $214 million to 151
departments. However, it had not audited 80 of these departments
within the required three years. As a result, DGS cannot ensure that
almost $99 million in delegated purchasing authority is properly
managed and controlled.

At the end of each fiscal year, state agencies submit financial reports to
the State Controller’s Office (controller), which then issues a combined
financial report presenting the State’s financial position and results of
operations. However, the State Administrative Manual, Section 7951,
does not require agencies to submit to the controller two important
financial reports for more than 225 funds numbered 500 to 699 and 800
to 999. We found the following:

Report 15, Reconciliation of Agency Accounts With Transactions
Per State Controller, is not submitted. As a result, the controller
does not have evidence that agencies have reconciled financial
information that appears in the general purpose financial statements
with records of the controller. The State Administrative Manual,
Section 7900, discusses the importance of making regular
reconciliations. Reconciliations represent an important element of
internal control because they provide a high level of confidence that
transactions have been processed properly and that the financial
records are complete. The reconciliation with the records of the
controller is an important step in ensuring the accuracy of the
agencies’ financial statements.

Report 1, Report of Accruals to the Controller’s Accounts, also is
not submitted. As a result, information needed to distinguish
encumbrances from accounts payable and to present financial
information in accordance with GAAP is not available for all funds.
The California Government Code, Section 12460, requires the
controller to present the State’s financial position in a format that is
as close as possible to GAAP. In addition, Section 1100.101 of the
Governmental Accounting and Financial Reporting Standards,
issued by the Governmental Accounting Standards Board, requires



Ineligibilty for
Certificate of
Achievement

that agencies’ accounting systems make it possible to present fairly
the agencies’ financial positions and results of operations in
accordance with GAAP.

Included among these funds are more than 70 that had budget
appropriations for fiscal year 1992-93. Without the reconciliation and
accrual information for these funds, the controller cannot be assured
that expenditures for these funds are within the budgeted limits. The
Bureau of State Audits reported similar weaknesses for fiscal year
1991-92, and the Office of the Auditor General reported similar
weaknesses for the previous six fiscal years.

The State does not yet qualify for the Certificate of Achievement for
Excellence in Financial Reporting. The Certificate of Achievement
Program of the Government Finance Officers Association encourages
and recognizes excellence in financial reporting by governments. The
State does not qualify for the certificate primarily for the following two
reasons:

Late Audited Financial Statements

The State has not been able to produce the necessary financial reports
in time to issue audited financial statements within six months of the
end of the fiscal year, a time requirement established in 1980 by the
Government Finance Officers Association. While major corporations
such as IBM, General Motors, and Pacific Gas and Electric are required
to issue their audited financial statements within 90 days after the close
of the fiscal year, the State is allowed 180 days. However, the State has
repeatedly taken longer than 200 days to issue its audited financial
statements. The report on the financial statements for fiscal year
1992-93 was dated April 30, 1994, more than 300 days after the fiscal
year ended.

To address this concern, the Office of the Auditor General contracted
with Price Waterhouse to evaluate the State’s financial reporting
system. In its report, issued in May 1987, Price Waterhouse identified
shortcomings throughout the State’s financial reporting system and
made recommendations for correcting them. In response to Price
Waterhouse’s recommendations, the State formed a committee
consisting of representatives from various control agencies to improve
the State’s reporting system. The committee has initiated a pilot
project to make financial reporting more accurate and prompt. The
project involves the development of the following:
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e automated reconciliations of agency records with the controller’s
records;

e a proposed reduction in the number of reports required from
agencies; and

e apreliminary plan for electronic reporting of year-end financial data
to the controller.

Lack of Combining Statements by Fund Type

The State has not included combining statements by fund type in its
audited financial statements. These combining statements provide
financial statements of each of the individual funds within the fund
types shown in the general purpose financial statements.
Section 2200.101 of the Governmental Accounting and Financial
Reporting Standards, issued by the Governmental Accounting
Standards Board, states that every governmental unit should prepare a
Comprehensive Annual Financial Report that includes general purpose
financial statements by fund type and account group as well as the
combining statements by fund type and individual fund statements.

The State has not prepared combining statements by fund type in
accordance with these guidelines issued by the Governmental
Accounting Standards Board. The State’s system accounts for its funds
in a manner that, in some cases, is not in full agreement with GAAP.
For example, the State accounts for some of its funds in the Trust and
Agency fund type and Capital Project fund type on the budgetary basis,
but reports the same funds in the Special Revenue fund type in the
general purpose financial statements.

However, the State has made progress toward preparing combining
statements by fund type. Specifically, the State is in the process of
organizing the funds within each fund type into categories that have a
similar purpose for presentation in the Comprehensive Annual
Financial Report. In addition, the State is modifying its automated
system that produces the financial statements. The system will
summarize the budgetary basis statements into GAAP classifications
for presentation in the Comprehensive Annual Financial Report.

The Bureau of State Audits reported a similar weakness during its audit
for fiscal year 1991-92, and the Office of the Auditor General reported
a similar weakness during its audits for the previous six fiscal years.



Inability To
Account for
Expenditures of
Federal Money
by Each Federal
Program

Lack of
Centralized
Records for

Federal Receipts

The State is not in compliance with a requirement of OMB
Circular A-128 to present a schedule of federal assistance that shows
total expenditures for each federal assistance program. The State
cannot comply because it does not record its expenditures by federal
program. The schedule of federal assistance that we present, beginning
on page 175, shows total receipts by program, rather than expenditures.

The OMB’s Circular A-128 requires the State to submit an audit report
on a schedule of federal assistance that shows the total expenditures for
each federal assistance program. The California Government Code,
Section 13300, assigns the Department of Finance the responsibility for
establishing and supervising a complete accounting system to ensure
that all revenues, expenditures, receipts, disbursements, resources,
obligations, and property of the State are properly accounted for and
reported.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during the audits for fiscal years 1985-86
through 1990-91. The Department of Finance has reported that making
the necessary modifications to the State’s automated systems would
require extensive effort.

The State does not have centralized records for recording the receipt of
federal moneys, potentially resulting in an impairment of the State’s
ability to satisfy federal requirements for the continued receipt of
federal moneys. The federal OMB Circular A-128 identifies these
requirements. Specifically, it requires the State to prepare and render
an opinion annually on a schedule of federal assistance. In addition, the
circular requires the State to identify all federal grants from which the
State receives more than $20 million in a single year and ensure that the
grants are audited for that year.

In 1978, the State took steps to establish a centralized record of federal
receipts. In that year, the State created the Federal Trust Fund for the
deposit of all moneys received by the State from the federal
government where the expenditure was administered through or under
the direction of any state agency. The purpose in creating the fund was
to provide better accountability for the State’s receipts and expenditures
of federal funds. If the State consistently required all federal receipts to
be recorded in the Federal Trust Fund, the centralized records to help
satisfy requirements under Circular A-128 would exist. '
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Lack of
Compliance
With Drug-Free
Workplace
Requirements

However, the State has allowed exceptions to the rule that all federal
receipts are to be recorded in the Federal Trust Fund. For example,
Section 89725 of the Education Code, which was established by statute
in 1991, allows the Federal Trust Fund to be bypassed for receipts for
student financial aid at the California State University. During fiscal
year 1992-93, these receipts totalled almost $140 million. In addition,
the Department of Finance administratively created the State
Legalization Impact Assistance Fund to account for receipts and
expenditures from the federal State Legalization Impact Assistance
Grants. These receipts totaled more than $1.4 bllhon for fiscal years
1988-89 through 1992-93.

The absence of the centralized records results in additional work to
prepare the schedule of federal assistance required by Circular A-128.
For example, to determine fiscal year 1992-93 receipts to include in the
schedule, the State had to request that the California State University
separately identify receipts for each of the student financial aid grants.
In addition, the potential exists that the State will fail to identify all
receipts. This lack of identification could result in material
misstatements in the schedule of federal assistance or the failure to
identify all grants requiring an audit under Circular A-128.

Many departments do not comply with state and federal drug-free
workplace requirements. To comply with the federal Drug-Free
Workplace Act of 1988 and to continue receiving federal grants and
contracts, the State must certify that it provides a drug-free workplace.
In 1989, the State took steps to comply with the requirements of the
federal legislation. In a management memorandum, dated April 14,
1989, the Department of Personnel Administration directed
departments to provide to their employees a copy of the State’s formal
drug-free workplace statement. The statement complies with the
federal requirements by disclosing the State’s policy on the drug-free
workplace; indicating the penalties for violations of the policy; and
providing notification of the availability of assessment, counseling, and
rehabilitation services through the State Employee Assistance Program.
Further, the Government Code, Section 8355, requires any contractor
with the State to publish a similar statement of notification to the
contractor’s employees. The State Administrative Manual,
Section 1253, further clarifies contracting requirements for the
Drug-Free Workplace Act.

Despite the extensive sources of information about the requirements,
we found that state departments often do not fully comply with the
drug-free workplace procedures. Six departments that we reviewed for



Salary Warrants
Are Not Always
Promptly
Returned

compliance with contracting procedures lacked drug-free workplace
certificates for some of the contracts we examined. In addition, for the
departments at which we reviewed internal controls for selected federal
programs, seven departments either had no procedures in place for
ensuring a drug-free workplace or had inadequate procedures. For
example, the Office of Statewide Health Planning and Development
and the Emergency Medical Services Authority do not have continuing
policies for ensuring their employees are aware of the requirements of
the Drug-Free Workplace Act.  Without such programs, the
departments cannot ensure their employees are aware of the drug-free
workplace policy and any assistance available to them.

State departments do not always return undelivered salary warrants to
the State Controller’s Office within 90 calendar days of receipt. We
performed tests for undelivered salary warrants more than 90 days old
at 40 locations and found that, at 21 locations, department staff did not
return a total of 388 salary warrants to the State Controller’s Office
within 90 days of receipt. These warrants ranged in amount from
$0.68 to $10,658.44. The oldest warrant found was written more than 8
years ago. Although failure to return the undelivered warrants to the
State Controller’s Office does not cause any financial harm to the State,
it increases the risk of their loss or misappropriation. The following
table provides, by department, the number of undelivered salary
warrants that were more than 90 days old.
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Improper
Omissions From
the State
Reporting Process
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Salary Warrants Not Returned

Within 90 Days
Number of
Warrants
More Than Amount of
Agency 90 Days Old Warrants
California Conservation Corps 50 $ 11,363.00
California State University
(Four campuses) 106 36,133.51
Corrections, Department of
(Five institutions) 36 11,947.74
Developmental Services, Department of
(Four developmental centers) 27 8,715.21
Mental Health, Department of
(One hospital) 52 9,903.17
Motor Vehicles, Department of 99 29,257.36
Parks and Recreation, Department of 3 11,404.32
Rehabilitation, Department of 3 3,189.32
Toxic Substances Control,
Department of 9 1,873.65
Transportation, Department of
(Two districts) . 3 189.28
Total 388 $123,976.56

The State Administrative Manual, Section 8580.5, requires that salary
warrants not delivered within 90 calendar days of receipt must be
returned to the State Controller’s Office for monthly deposit in the
special deposit fund.

District Agricultural Associations, which are organized to hold fairs
and expositions, are not treated as part of the State’s financial reporting
entity. To determine whether the financial information of the District
Agricultural Associations should be included with the State’s general
purpose financial statements, we requested a legal opinion from the
Legislative Counsel. The Legislative Counsel found that the District
Agricultural Associations are state agencies and that money they spend
is state money. Further, funds for the support of the District
Agricultural Associations are appropriated in the State’s annual budget.
For these reasons, the Legislative Counsel concluded that the State
Controller’s Office is required to include the financial information of
the District Agricultural Associations in the State’s general purpose
financial statements. Currently this information is not included, and as
a result, the State’s general purpose financial statements are incomplete.



The Bureau of State Audits reported a similar finding for fiscal year
1991-92, and the Office of the Auditor General reported a similar
finding for fiscal years 1987-88 through 1990-91.
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Audit Information by Area of Government

Summary The State of California continues to incur unnecessary costs and face
the reduced efficiency and effectiveness of its operations because of
weaknesses in its internal control structure. Although the State has
corrected some of the problems the Bureau of State Audits reported for
its audit of fiscal year 1991-92 and the Office of the Auditor General
reported for audits of prior years, the State can still significantly
improve its accounting and administrative controls.

Table 3 below summarizes state expenditures and the financial and
compliance audit activity of the Bureau of State Audits during fiscal
year 1992-93. Other audits issued by the Bureau of State Audits and
the former Office of the Auditor General are also summarized in the
final column of the table and cover the period from July 1, 1992,
through December 31, 1993. The table organizes this information
according to the nine areas of government recognized in the Governor’s
Budget for fiscal year 1992-93. The Bureau of State Audits conducted
financial and compliance audit work in each of the nine areas of
government. Two areas of government, the Health and Welfare area
and Education area, have significant expenditures, totaling more than
75 percent of the State’s expenditures, and receive moneys from 38
major federal grant programs. The Bureau of State Audits conducted
extensive financial and compliance audit work in the departments in
these two areas of government.
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Table 3

Summary of Audit Work by Area of Government

Number of Departments
Total Amount/
Percent of With Amount/Number Number of
State In Area of Reported of Federal Special Topic
Area of Government Expenditures* Government Audited* Weaknesses  Grants Audited Reports
Business, Transportation $6.9 billion 18 $5.9 billion 4 $1.314 billion 2
and Housing 6.2% 5 2
Education $44.6 billion 16 $30.8 billion 4 $2.161 billion 3
39.6% 5 15
Environmental Protection $.6 billion 6 $.3 billion 0 $.097 billion 1
5% 1 2
General Government $7.5 billion 54 $.4 billion 4 $.157 billion 2
6.7% 4 4
Health and Welfare $46.8 billion 20 $39.3 billion 7 $15.366 billion 4
37.1% 10 27
Legislative, Judicial and $2.1 billion 39 $.8 billion 1 $.227 billion 3
Executive 1.8% 5 4
Resources $2.0 billion 23 $.9 billion 0 0 1
1.8% 3
State and Consumer $3.8 billion 13 $.7 billion 2 0 1
Services 3.4% 3
Youth and Adult $3.2 billion 6 $3.2 billion 1 $.007 billion 1
Correctional 2.9% 3 2

* Amounts reported in these columns are total estimated expenditures for all state departments in the agency or for all departments audited
during fiscal year 1992-93. Estimated amounts are from the Governor’s Budget for fiscal year 1994-95. The estimates do not reflect actual
amounts audited.
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Table 4, which begins on page 30, summarizes the results of the
financial and compliance audit work that the Bureau of State Audits
conducted for fiscal year 1992-93. The Bureau of State Audits reports
the results of these audits in management letters addressed to the
administrators of each of the departments with audit issues to report.
These management letters are included in this report, beginning on
page 39.

Table 4 shows the distribution by state department of weaknesses in
control over financial activities and weaknesses in compliance with
state and federal regulations. The page number column in the table
provides the location in this report of the beginning of the specific
management letter for the indicated state department. The numbers in
the other columns are the item numbers for each weakness reported in
the management letters for the departments. A more detailed table
describing the type of weaknesses found in compliance with federal
regulations begins on page 199.
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CALIFORNIA STATE AUDITOR

BUREAU OF STATE AUDITS "
KURT R. SJOBERG MARIANNE P. EVASHENK
State Auditor Chief Deputy State Auditor

The Governor and Legislature of
the State of California

We have audited the general purpose financial statements of the State of California as of and for
the year ended June 30, 1993, and have issued our report thereon dated April 30, 1994. We did
not audit the financial statements of the pension trust funds, which reflect total assets constituting
78 percent of the fiduciary funds. We also did not audit the financial statements of certain
enterprise funds, which reflect total assets and revenues constituting 92 percent and 94 percent,
respectively, of the enterprise funds. In addition, we did not audit the University of California
funds. The financial statements of the pension trust funds, certain enterprise funds, and the
University of California funds referred to above were audited by other auditors who furnished
their reports to us, and our opinion, insofar as it relates to the amounts included for the pension
trust funds, certain enterprise funds, and the University of California funds, is based solely upon
the reports of other independent auditors. We have also audited the State of California’s
compliance with requirements applicable to major federal financial assistance programs and have
issued our report thereon dated April 30, 1994.

We conducted our audits in accordance with generally accepted auditing standards; Government
Auditing Standards, issued by the Comptroller General of the United States; and Office of
Management and Budget (OMB) Circular A-128, Audits of State and Local Governments. Those
standards and OMB Circular A-128 require that we plan and perform the audit to obtain
reasonable assurance about whether the general purpose financial statements are free of material
misstatement and about whether the State of California complied with laws and regulations,
noncompliance with which would be material to a major federal financial assistance program. In
addition, we are required to review internal controls over nonmajor programs at least once during
a three-year cycle.

In planning and performing our audits for the year ended June 30, 1993, we considered the
internal control structure of the State of California in order to determine our auditing procedures

. for the purpose of expressing our opinions on the general purpose financial statements of the
State of California, but not to provide assurance on the internal control structure, and on the
State’s compliance with requirements applicable to major federal financial assistance programs
and to report on the internal control structure in accordance with OMB Circular A-128.
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The State’s management is responsible for establishing and maintaining an internal control
structure. In fulfilling this responsibility, estimates and judgments by management are required
to assess the expected benefits and related costs of internal control structure policies and
procedures. The objectives of an internal control structure are to provide management with
reasonable, but not absolute, assurance that assets are safeguarded against loss from unauthorized
use or disposition, that transactions are executed in accordance with management’s authorization
and recorded properly to permit the preparation of general purpose financial statements in
accordance with generally accepted accounting principles, and that federal financial assistance
programs are managed in compliance with applicable laws and regulations. Because of inherent
limitations in any internal control structure, errors, irregularities, or instances of noncompliance
may nevertheless occur and not be detected. Also, projection of any evaluation of the structure
to future periods is subject to the risk that procedures may become inadequate because of
changes in conditions or that the effectiveness of the design and operation of policies and
procedures may deteriorate.

For the purpose of this report, we have classified the significant internal control structure policies
and procedures in the following categories: financial activities, including electronic data
processing controls; state compliance; and federal compliance. We did not study the internal
control structures for the pension trust funds, certain enterprise funds, or the University of
California funds. ‘

For all of the internal control structure categories listed in the paragraph above, we obtained an
understanding of the design of relevant policies and procedures and determined whether they
have been placed in operation, and we assessed control risk. Because of the large number of
nonmajor programs and the decentralized administration of these programs, we performed
procedures to obtain an understanding of the internal control structure policies and procedures
relevant to nonmajor programs on a cyclical basis. The nonmajor programs not covered during
the current year are subject to such procedures at least once during the three-year cycle.

During the year ended June 30, 1993, the State of California received 97 percent of its total
federal financial assistance through major federal financial assistance programs. We performed
tests of controls, as required by OMB Circular A-128, to evaluate the effectiveness of the design
and operation of internal control structure policies and procedures that we considered relevant to
preventing or detecting material noncompliance with specific requirements, general
requirements, and requirements governing claims for advances and reimbursements and amounts
claimed or used for matching that are applicable to each of the State of California’s major federal
financial assistance programs, which are identified in the accompanying schedule of federal
financial assistance. Our procedures were less in scope than would be necessary to render an
opinion on these internal control structure policies and procedures. Accordingly, we do not
express such an opinion.
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We noted certain matters involving the internal control structure and its operation that we
consider to be reportable conditions under standards established by the American Institute of
Certified Public Accountants. Reportable conditions involve matters coming to our attention
relating to significant deficiencies in the design or operation of the internal control structure that,
in our judgment, could adversely affect the State’s ability to record, process, summarize, and
report financial data consistent with the assertions of management in the general purpose
financial statements or to administer federal financial assistance programs in accordance with
applicable laws and regulations.

We discuss the reportable conditions and present recommendations to correct them on pages 39
through 164 of our report. Management’s comments regarding the recommendations appear on
page 219 of this report. Additionally, beginning on page 207, we present a schedule listing
instances of noncompliance that we consider to be minor. Specific responses to the reportable
conditions identified at each state agency are on file with the Bureau of State Audits and the
Department of Finance. The reportable conditions identified in the State’s single audit report for
fiscal year 1991-92 that have not been corrected are included in the section beginning on
page 39.

A material weakness is a reportable condition in which the design or operation of one or more of
the internal control structure elements does not reduce to a relatively low level the risk that errors
or irregularities in amounts that would be material in relation to the general purpose financial
statements or noncompliance with laws and regulations that would be material to a federal
financial assistance program may occur and not be detected within a timely period by employees
in the normal course of performing their assigned functions.

Our consideration of the internal control structure policies and procedures used in relation to the
general purpose financial statements or in administering federal financial assistance would not
necessarily disclose all matters in the internal control structure that might be reportable
conditions and, accordingly, would not necessarily disclose all reportable conditions that are also
considered to be material weaknesses as defined above. However, we believe none of the
reportable conditions described above is a material weakness.

In addition to the work we performed in accordance with OMB Circular A-128 and the Single
Audit Act of 1984, the Office of the Auditor General performed other reviews related to federal
programs. A schedule of the pertinent reports issued from July 1, 1992 to December 31, 1993,
begins on page 203 of this report.
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This report is intended for the information of the Governor and Legislature of the State of
California and the management of the executive branch. However, this report is a matter of
public record and its distribution is not limited.

BUREAU OF STATE AUDITS
utey ot Feroe

SALLY L. FILLIMAN, CPA
Deputy State Auditor

April 30, 1994
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Department of Housing and Community Development

Item 1.

Failure To
Follow Required
Procedures for
Purchase of EDP
Equipment

Our contractor, Pierini, Clark and Brown, reviewed the Department of
Housing and Community Development’s (department) administration
of the U.S. Department of Housing and Urban Development grants,
Federal Catalog Numbers 14.219 and 14.228.

Finding

We found an instance involving both federal and state funds in which the
department’s purchase of EDP equipment did not follow required state
procedures. Specifically, during the tests of allowable costs and indirect
cost allocations, we identified nine separate invoices under $100,000
from a single vendor that were found to be part of a larger planned
purchase of EDP equipment that was not submitted for review to the
Department of General Services’ Office of Procurement, as required.

The purchase requests from one division were split into two requests on
the same date to keep each request below $100,000, and personnel of the
department’s EDP Branch admitted to processing all requests as separate
invoices for the purpose of avoiding the State’s requirements on purchase
orders in excess of $100,000. Department personnel acknowledged that
this planned purchase was made because excess funds were found to be
available in the budget at the end of the fiscal year, and these funds
would have been lost had the expenditure not been made immediately.

Criteria

Section 36 of the Common Rule states that when procuring property and
services under a grant, a state must follow the same policies and
procedures that it uses for procurements using nonfederal funds. The
State entered into a contract with the vendor that would allow state
agencies to purchase goods and services through the vendor’s computer
store. However, the contract specifically states that single purchases
greater than $100,000 must be forwarded to the EDP Acquisitions Unit
within the Department of General Services’ Office of Procurement for
review.

Recommendation

Department  personnel responsible for approving purchases should be
reminded of the importance of adhering to existing controls, laws, and
regulations. Deliberate violations of federal and state regulations raise
questions about the integrity of the department and jeopardize the
continued funding of certain federal programs.
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Item 2.
Overspending of
Federal Funds
for the Costs of
Administering
the Community
Development
Block Grant

Item 3.
Inadequate

Documentation To

48

Support Requests
for Transfers of
Federal Funds

Finding

For fiscal year 1991-92, the Bureau of State Audits reported that the
department spent $619,076 of federal funds in administering the
Community Development Block Grants (CDBG). This amount was
$42,536 more than the $576,540 that it was allowed to spend for this
purpose. During fiscal year 1992-93, the department did not
satisfactorily resolve this item. According to the department, this error
occurred because expenditures were incorrectly charged to the 1991
block grant. However, 1991 block grant funds were not drawn down to
cover these expenditures. The department plans to correct the mistake by
transferring the expenditures to block grants from other years.

Criteria

The United States Code, Title 42, Section 5306(d)(3)(A), allows
state-level expenditures for administrative costs of $100,000 plus
2 percent of the grant amount, which for 1991-92 amounted to $576,540.

Recommendation
The department should correct the mistake immediately.

Finding

In testing a sample of 25 requests for transfers of federal funds, the
related State Controller's Remittance Advice (RA), and the subsequent
receipt of funds, we found 3 RAs did not have adequate support for either
the amount of funds received or the amount of funds spent. Two RAs
and subsequent receipt of funds in the amount of $1,171,442 had
documentation in claim schedules, warrants, and disbursements that
supported only $963,740 of those funds. The reconciliation of these
differences was possible only through the memory, notes, and personal
attention of the person responsible for these differences.

Criteria ‘

The OMB Common Rule for Uniform Administration Requirements for
Grants and Cooperative Agreements to State and Local Governments,
Subpart C, Section .20, paragraph(a), (Standards for Financial
Management Systems), and 44 CFR, Chapter 1, Part 13, Subpart C,
Section 13.20, both require that a State must expend and account for
grant funds sufficient to: (1) permit preparation of reports required, and
(2) 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 applicable statutes. 24 CFR,
Part 570.490(a), requires the State to establish and maintain such records



Item 4.

Federal Cash
Transaction Reports
for Specific Grants
Do Not Agree With
the Department's
Accounting Records

as may be necessary to facilitate review and audit by the Department of
Housing and Urban Development (HUD), and also audits in accordance
with 24 CFR, Part 44.

Recommendation

Adequate documentation should be prepared and maintained for all
requests for federal funds. Such documentation should permit the tracing
of funds requested to a level of expenditure adequate to establish how the
funds have been used. The personal notes and memory of an individual
employee should not be a substitute for adequate documentation, and the
records must provide for an accounting system which can be accessed
and understood by other employees in the organization.

Finding

Seven out of ten Schedule of Federal Cash Transaction Reports as
supported by the CDBG drawdown worksheets for CDBG grants
submitted to HUD for the year ended June 30, 1993, did not agree with
detailed accounting records maintained by the department's CALSTARS
accounting system and CDBG drawdown worksheets. We were able to
establish, however, that the total receipts of federal funds for the fiscal
year are supported by the total expenditure of federal funds for the
CDBG program.

Criteria

44 CFR, Chapter 1, Part 13, Subpart C, Section 13.41(c), requires that a
Federal Cash Transactions Report (Form 272) be submitted. These

reports are used bv the federal agency to monitor cash advanced to
grantees and to obtain disbursement or outlay information for each grant
from grantees. These reports should reflect the grantee’s performance,

and be supported bv accounting records. OMB Circular A-128 (8b.2)

requires positive assurance that federal financial reports contain accurate,

reliable financial data. The State Administrative Manual, Sections 20011

and 20014, requires all state agencies receiving federal funds to reconcile
federal financial repnorts to the official accounting records and retain all
supporting schedules and worksheets for a minimum of three years.

Recommendation

The CDBG drawdown worksheets maintained by the department's
accounting office should be reconciled each month to both the SCO "R"
accounts for receipts of federal funds, and the CALSTARS accounting
records for the expenditure of federal funds.
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Item 5.

- The Department's
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Annual Cost
Allocation Plan
Has Not Been
Updated and
Approved for
Two Years

Item 6.
Compliance With
the Drug-Free
Workplace Act Is
Not Required of
Grantees

Finding

The department's annual cost allocation plan has not been developed and
submitted to the Department of Finance and to HUD for approval for
fiscal years 1991-92 and 1992-93. An indirect cost rate proposal for
actual costs was presented to HUD (the federal cognizant agency) after
the close of fiscal year 1992-93 which shows that the allocations usedj
were within the guidelines for the total amount of the administrative co.

of the grant and for the amount of matching expenses required. Ac
costs were reasonably close to budgeted estimates.

Criteria

24 CFR, Parts 570.502 and 570.610, requires States to comply with
OMB Circular A-87. OMB Circular A-87 requires local governments to
establish a cost allocation plan to support the distribution of any joint
costs related to the grant program, that all costs included in the plan will
be supported by formal accounting records, and that this plan be retained
at the local government level for audit by a designated federal agency
except in those cases where that federal agency requests that the cost
allocation plan be submitted to it for negotiation and approval.

Recommendation
The department should develop an updated cost allocation plan for fiscal
year 1993-94.

Finding
The department has not required that the subrecipients of CDBG grants
comply with the Drug-Free Workplace Act of 1988.

Criteria
The Drug-Free Workplace Act of 1988 requires all subrecipients of
federal grants to comply with the Drug-Free Workplace Act of 1988.

Recommendation

The requirements of the Drug-Free Workplace Act should be
incorporated into the statement of assurances that subrecipients must sign
prior to receiving CDBG grants, and consideration should be given to
including this as a follow-up item during the grant monitoring process.



Department of Motor Vehicles

Item 1.

Inadequate
Control Over
Inventory Of
Dishonored Checks

We reviewed the financial operations and related internal controls of
the Department of Motor Vehicles (department).

Finding

The department does not have sufficient control over its inventory of
dishonored checks. According to the department's fiscal officer, as of
June 30, 1993, the department had approximately 108,000 checks
totaling $23.6 million that banks had not honored. In our management
letter for fiscal year 1991-92, we identified weaknesses in the
department's process for recovering dishonored checks and stated that
the weaknesses were caused by a lack of centralized control over the
collection process. In response to our management letter, the
department centralized the responsibility for processing dishonored
checks for the Financial Responsibility Unit and the Drivers License
Unit into a dishonored check unit. Furthermore, the department
developed procedures for staff in these units to follow when processing
dishonored checks.

In addition to implementing our recommendations, the department
transferred the responsibility and authority for collection of delinquent
vehicle registration fees to the Franchise Tax Board (FTB) as required
by Section 10878 of the Revenue and Taxation Code. In September
1993, the department began sending all dishonored checks for vehicle
registration that exceed $300 to the FTB for collection. However,
during our review we determined that the department is not periodically
confirming with the FTB the dollar amount and number of dishonored
checks that it transferred to the FTB for collection. As a result, the
department cannot ensure that all of the dishonored checks for vehicle
registration are accounted for.

Criteria

The California Government Code, Section 13403(a)(3), states that the
elements of a satisfactory system of internal accounting and
administrative controls should include, but are not limited to, a system
of authorization and record keeping procedures that effectively control
assets, liabilities, revenues, and expenditures.

Recommendation

The department should develop procedures to periodically confirm with
the FTB the dollar amount and number of dishonored checks located at
the FTB.
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Item 2.
Insufficient
Control Over
Access to EDP
Data Files

Finding

The department's electronic data processing (EDP) programming
personnel have unrestricted access to data files. For example, EDP
personnel can access confidential and restricted data files even though
such access is not necessary for these employees to fulfill their job
duties.

In its response to the fiscal year 1991-92 management letter, the
department stated that in January 1994, it would begin implementing a
process to approve required access levels for programmers and restrict
access to all other data files. However, as of April 1994, the
department had not implemented any procedures to limit the
programmer's access to data files. Furthermore, according to the
information security officer, the department pushed back the
implementation process indefinitely because of other priorities. Failure
to restrict access to data files could result in possible disclosure or
misuse of confidential and restricted information.

Criteria :
The California Government Code, Section 11771, requires agencies to
maintain strict controls over EDP systems to prevent unauthorized
access to data files. In addition, the State Administrative Manual,
Section 4841.3 states that automated files and data bases must be given
appropriate protection from loss, inappropriate disclosure, and
unauthorized modification.

Recommendation

The department should ensure that only authorized personnel have
access to EDP systems and that such access is necessary for the
performance of authorized duties.



Stephen P. Teale Data Center

Item 1.

Failure To Record
Software Costs as
Intangible Assets

We reviewed the financial operations and related internal controls of
the Stephen P. Teale Data Center (data center).

Finding

The data center records the cost of the software it purchases as an
operating expense rather than an intangible asset. Intangible assets are
assets that lack physical substance but give valuable rights to the
owner. State regulations require state agencies to record software costs
that exceed $5,000 and that have a useful life of four years as intangible
assets, and to systematically allocate the cost of the software to
expenses over its useful life. Because the data center records its
software purchases as expenses, it may overstate its operating expenses
during years that it makes large software purchases. In addition, the
cumulative effect of not recording intangible assets in the past was to
understate assets (net of amortization) at June 30, 1993, by
approximately $4.8 million.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during its audits for fiscal years 1988-89
through 1990-91. In its response in December 1993, the data center
stated that it is in the process of developing and implementing policies
to inventory and amortize intangible assets. As of April 1994, the data
center has substantially completed its inventory of software, and is
finalizing the process to amortize its intangible assets. The data center
plans to complete this process so intangible assets and the related
amortization can be included in its financial records at June 30, 1994.

Criteria

The State Administrative Manual, Section 8615.1, requires state
agencies to record intangible assets that have an expected life of at least
four years and cost at least $5,000. Also, Section 8615 describes the
costs of purchasing software as an intangible asset. Finally, the State
Administrative Manual, Section 8621, requires proprietary funds such
as the Stephen P. Teale Data Center Revolving Fund to record
amortization. The State Administrative Manual, Section 8617,
describes amortization as allocation of the cost of software, less its
estimated residual value, to expense over the periods benefited.
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Item 2.

Possible Liability

54

to the Federal
Government

Recommendation

The data center should record software costs that exceed $5,000 as
intangible assets and should allocate those costs to expense over the
periods that it expects to use software to generate revenues.

Finding

The data center has a possible liability to the federal government
estimated to be as much as $3.6 million for profits it has accumulated
in its Stephen P. Teale Data Center Revolving Fund (revolving fund)
between July 1, 1984, and June 30, 1993. The data center’s revolving
fund is an internal service fund that accounts for centralized electronic
data processing services to state agencies. The data center has charged
these agencies more than its costs for providing services. In turn, state
agencies have passed these charges on to federal programs. The
revolving fund accumulates profits when the data center’s charges for
services exceed its costs. Federal regulations prohibit the State from
charging federal programs for more than its costs.

In addition, the data center may also owe the federal government for
interest costs incurred by the data center in financing its equipment
acquisitions. The unallowable interest charges totaled approximately
$1.5 million during fiscal years 1987-88 through 1992-93.

In 1984, the federal Department of Health and Human Services
(DHHS) audited the State’s rate-setting methods for internal service
funds. As a result of the audit, the State was required to refund to the
federal government approximately $14.9 million of the profits
accumulated in internal service funds. This amount represented the
federal share of profits accumulated in five of the State’s internal
service funds from July 1, 1969, to June 30, 1984. The federal DHHS
and the state Department of Finance agreed that 14.8 percent of the
revolving fund’s accumulated profits of approximately $8 million at
June 30, 1984, resulted from charges to federal programs and, thus, the
revolving fund owed the federal government approximately
$1.2 million.

Currently, the federal DHHS is conducting an audit of the State’s
rate-setting methods for internal service funds for the period July 1,
1984, through June 30, 1991. As of April 30, 1994, the federal DHHS
has not issued its final audit report.



Using procedures similar to those of the Department of Finance, and
using the same ratio of 14.8 percent, we estimate that, under current
federal regulations, the State may owe the federal government
approximately $3.6 million. However, an October 1988 proposed
amendment to the federal Office of Management and Budget
Circular A-87, would allow state agencies a reasonable working capital
reserve of 60 days’ worth of cash expenditures. This amendment, if
approved, may reduce the liability to the federal government.

The data center also charged other state agencies for interest costs for
equipment acquisitions. Federal regulations prohibit the State from
charging interest costs to federal programs. We used the same ratio of
14.8 percent to estimate charges to federal programs for unallowable
interest costs for equipment acquisitions during fiscal years 1987-88
through 1992-93. We concluded that the State may have an additional
liability to the federal government, under current regulations, of
approximately $1.5 million for the federal share of interest costs for
equipment acquisitions incurred by the data center during these fiscal
years. For fiscal years 1984-85 through 1986-87, the data center did
not separately disclose in its records interest costs for equipment
acquisitions. Therefore, we did not calculate the State’s potential
liability to the federal government for the federal share of interest costs
for those years.

During our audit, we found that the federal DHHS Division of Cost
- Allocation authorized a request from the State of Oregon to retain a
60-day working capital reserve, even though the revisions to OMB
Circular A-87 have not been finalized. In January 1994, the State of
California requested a similar authorization to retain a working capital
reserve of 60 days’ worth of cash expenditures. However, according to
correspondence dated May 6, 1994, the federal DHHS Division of Cost
Allocation will not respond to the State’s request until the current
federal audit is completed.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during its audits for fiscal years 1988-89
through 1990-91. The state auditor and the auditor general
recommended that the Department of Finance ensure state agencies
comply with federal regulations. In his response of December 24,
1993, the director of the Department of Finance stated that, in some
cases, state laws and regulations differ from those of the federal
government and that the State is working with the federal government
to minimize the differences. He stated that guidelines will be
developed as soon as such differences are resolved. Also, in its
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Item 3.
Insufficient
Documentation
for Account
Balances

December 1993 response, the data center stated that effective
July 1993, a system had been implemented which clearly identifies on
each invoice whether any pass-through or rate-driven charges contain
any costs which are not chargeable to federal reimbursement programs,
and that the invoices state that the identified costs are not to be included
in any requests for federal reimbursement.

Criteria

The federal Office of Management and Budget, Circular A-87, “Cost
Principles for State and Local Governments,” does not allow the State
to charge federal programs for amounts that exceed costs. In addition,
the California Government Code, Section 13070, provides the
Department of Finance with general powers of supervision over all
matters concerning the financial and business policies of the State.

Recommendation

The data center should comply with OMB Circular A-87 when
establishing billing rates for charges to state agencies receiving federal
support. Further, the Department of Finance should ensure that the data
center complies with federal regulations. For example, compliance
could be ensured by developing guidelines for the data center and state
agencies receiving services from the data center. In addition, the
Department of Finance should monitor the proposed amendment to
OMB Circular A-87 to determine the effects the amendment may have
on state charges to federal programs.

Finding

The data center does not always maintain sufficient documentation for
account balances. Specifically, the June 30, 1993, financial statements
included installment contracts payable totaling $8.7 million. However,
the installment contract balance per the supporting detail totaled
$6.3 million. Data center staff were unable to provide any additional
information that would support the balance included in the financial
statements. As a result, the installment contract balance included in the
June 30, 1993, financial statements was overstated by $2.4 million.

Also, the financial statements included a Due From Other Funds
balance of ‘$18.6 million. Again, the data center staff were unable to
provide the accounting records which would support this amount,
including the records identifying individual client credit balances
included in the Due From Other Funds balance.



Item 4.

Some Service
Costs Not Fully
Recovered

Criteria

The California Government Code, Section 13401, requires state
agencies to maintain a system of internal accounting and administrative
controls. The California Government Code, Section 13403, states that
a satisfactory system of internal accounting and administrative controls
includes a system of procedures adequate to provide effective
accounting controls over assets, liabilities, revenues, and expenditures.

Recommendation _
The department should comply with the requirements contained in the
California Government Code to improve the accounting controls over
its financial operations.

Finding

During previous audits of the data center, the Bureau of State Audits
and the Office of the Auditor General reported that the data center did
not always charge state agencies for services provided based on its
published rate schedule. During fiscal year 1992-93, we found no
further instances where this had occurred. Nevertheless, the data center
has not made any attempts to collect the amounts undercharged in
previous years or refund amounts overcharged to other agencies,
although the data center significantly reduced its published rates twice
during fiscal year 1993-94.

For fiscal year 1991-92, we reported that the data center had made an
arrangement with the Governor’s Office to charge a rate of $250 per
telecommunication line, as opposed to the published rate of $905 per
line. The data center’s response was that the Governor’s Office will be
billed at the published rate beginning July 1994. As a result of the
decreased rate, we estimate that the data center has lost revenues of
approximately $94,320 during fiscal years 1991-92 through 1993-94.

Also, for fiscal years 1987-88 through 1990-91, the Office of the
Auditor General reported that the data center provided conversion
processing and data base redevelopment services to the Department of
Motor Vehicles, cumulatively worth approximately $57 million.
However, the data center only charged and collected approximately
$43 million so that the cumulative undercharge was approximately
$14 million.
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Criteria

The State Administrative Manual, Section 8752, specifies that state
policy requires agencies to recover full costs. All state agencies,
regardless of funding sources, are required to follow this policy in all
cases, except where statutes prohibit full cost recovery. Also, the State
Administrative Manual, Section 4982.2, requires the State’s data
centers to charge their users for units of service based on their
published service rate schedules.

Recommendation

The data center should recalculate charges for services provided to all
its clients during the period July 1, 1987, through June 30, 1994, to
ensure that all charges are equitable. Then, the data center should
analyze the options available to collect underbillings from agencies not
charged the full amount for services. Potential options may include -
negotiating a repayment plan with affected agencies, filing a claim with
the State Board of Control, or requesting a special appropriation from
the Legislature. Also, the data center should investigate the available
methods to refund overcharges to agencies that were overbilled.



Department of Transportation

Item 1.

Federal
Reimbursements
for Contract
Retentions Not
Billed Promptly

We reviewed the financial operations and related internal controls of
the Department of Transportation (department) and the department’s
administration of the U.S. Department of Transportation grant, Federal
Catalog Number 20.205.

Finding

The department did not promptly bill the Federal Highway
Administration (FHWA) for the FHWA'’s share of certain costs for
construction projects. Therefore, the department lost the use of up to
$11 million that it could have collected from the FHWA over the period
from July 1989 to October 1992. As of March 31, 1994, up to
$6.5 million of this money has still not been collected. We performed
further testing on $6 million of the $11 million and we estimate, on the
$6 million, the department lost approximately $972,000 in interest
earnings. For the remaining $5 million, we did not perform additional
testing; however, we estimate that the department’s lost interest would
not exceed $808,000. ‘

The department withholds a portion of progress payments owed to
contractors for construction projects to ensure the contractors
satisfactorily complete the projects. The department releases these
withholdings, referred to as contract retentions, to the contractors when
the contractors satisfactorily complete the projects or when the
contractor has placed an amount equal to the contract retention in an
escrow account. The department can bill the federal government for
the amount of the contract retentions only after it releases the contract
retentions to the contractors. However, we found that the department
did not promptly bill the federal government for approximately
$11 million in contract retentions for 57 projects that we reviewed.

Although contract retentions are eligible to be billed to the federal
government upon release, the department may not be able to bill the
entire amount of the contract retention because the department cannot
bill the federal government for costs which are in excess of the
agreement for a federal aid project. Therefore, we applied some
additional tests to $6 million of the $11 million billable amount and
found that the $6 million could have been billed to the FHWA because
the related projects had not reached the agreement amount at the time
the department released the retentions. We estimate that the department
lost approximately $972,000 in interest between the time the
department could have received the $6 million and March 31, 1994.
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Item 2.
Final Claims Not
Filed Promptly

For the remaining $5 million, we estimate that the department’s lost
interest earnings, depending on when the project costs reached the
agreement amount, would not exceed $808,000.

The Office of the Auditor General reported a similar weakness during
its audit for fiscal year 1990-91. According to the chief of the
department’s construction payables branch, during October 1992, the
department implemented a new method to set up these contracts in its
system, and this new method was designed to prevent delayed billings.
However, the method used to set up certain contracts in its construction
contract payment system was incorrect, resulting in the delayed
billings. The new method did not identify certain types of contract
retentions that the department had released through the month of
October 1992.

Criteria

The department’s Accounting Manual, Chapter 12, states that when the
department releases the contract retention for payment to the contractor,
it should process that amount for billing to the FHWA. In addition, the
State Administrative Manual, Section 0911.4, requires state agencies to
bill the federal government promptly.

Recommendation

The department should collect this money as soon as possible and, in
the future, the department should ensure that all costs eligible for
reimbursement are promptly billed to the federal government.

Finding and Criteria

The department did not promptly submit some final claims to the
Federal Highway Administration (FHWA) to close completed federal
aid projects.

In August 1987, the department and the FHWA agreed that the
department should submit final claims for its completed projects within
24 months of project completion. In February 1993, the department
established an additional agreement with the FHWA to allow
exemptions from the 24-month time requirement under certain
circumstances. In this agreement, the department identified certain
factors beyond its control which make it impossible to submit final
claims within this time requirement. For 3 of the 21 federal aid projects
completed between August 1987 and February 1993 that we reviewed,
the department did not submit the final claim within 24 months of
project completion. These three final claims were submitted 42, 49,



and 61 months after project completion and totaled approximately
$362,000. In addition, we found that the department submitted final
claims that were 78 and 107 months after project completion for two of
three federal aid projects we reviewed that were completed before or
during August 1987. These two projects represent a group of
long-outstanding projects for which the department continues to
process final claims. Before the department and the FHWA'’s
agreement in 1987, the department had a large backlog of projects
awaiting final claims processing. Since that time, the department has
reduced its backlog of projects to a level considered acceptable by the
FHWA and continues to process final claims for long-outstanding
projects. Although the department generally receives reimbursement
for eligible project costs before it submits the final claim, the FHWA
will not consider a project closed until it reviews and approves a final
claim.

We identified the following additional factors which may contribute to
the delay in submitting final claims.

° The department’s district offices are required to complete
expenditure reports for federal aid projects prior to processing the
final claim. For 8 of the 28 federal aid projects that we tested at
the San Francisco and Los Angeles district offices, the district
office had not prepared preliminary or final expenditure reports
within 120 days of either the after acceptance date of the project
or the resident engineer’s certification of the project completion
and acceptance on the final progress payment voucher as required
by the department’s Accounting Manual.

° The department performs audits of certain types of federal aid
projects prior to processing the final claim. In many cases, the
department is taking longer than one year to complete these
audits. Although there is no time requirement for completing an
audit, the longer the audit remains outstanding, the less time the
department’s staff has to prepare the final claim. :

The Code of Federal Regulations (CFR), Title 23, Section 140.107,
required federal aid recipients to submit final claims promptly to the
FHWA when the recipients complete projects. However, Title 23,
Section 140.107, was removed from the April 1, 1993, edition of the
CFR. According to an FHWA administrative manager, although
Section 140.107 was removed from the 1993 edition of the CFR, the
FHWA requirement to submit final claims promptly is still in effect,
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Than Fair Market
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Item 3.
Receipt of Less

Value for Rented
Airspace

based on the August 1987 agreement and United States Code, Title 23,
Section 121(b) and (c), which addresses the requirement to submit a
final voucher.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during its audit for fiscal year 1990-91.

Recommendation
The department should submit final claims promptly to close completed
federal aid projects.

Finding

The department is not receiving the fair market value for the rent of
property located beneath a freeway. Such property is referred to as
airspace. The department entered into three separate lease agreements
in the 1970’s with the Department of General Services (DGS) for the
DGS to rent airspace beneath a freeway for state employee parking and
vehicle storage. One of these leases expired in 1988 and the other two
leases expired in 1989. Negotiations for renewing the leases have been
on-going since 1987. The department determined the total fair market
value for rental of the airspace to be $27,305 per month. However, the
DGS continues to use the property and in fiscal year 1992-93, paid a
total of only $8,359 per month, the total of the rates in effect at the end
of the leases.

In March 1994, the department entered into three separate interim lease
agreements with the DGS. The leases are for a six-month period for a
total monthly rent of $10,821. The department entered into these
interim agreements in order to complete appraisals of the properties for
the purpose of negotiating new long-term leases at fair market value.

Because the department is receiving less than the fair market value for
the airspace, it cannot use the amount of the full fair market value for
federal aid highway projects, as required by federal law. The Bureau of
State Audits reported a similar weakness during the audit for fiscal year
1991-92, and the Office of the Auditor General reported a similar
weakness during its audit for fiscal year 1990-91.

Criteria

The United States Code, Title 23, Section 156, requires states to charge,
as a minimum, fair market value for the sale, use, lease, or lease
renewals of airspace acquired as a result of a project funded in whole or



Item 4.
Noncompliance With
State Requirements

in part with federal assistance. Further, the section requires states to
use the federal share of revenues received from such sales or leases for
federal aid highway projects.

Recommendation
The department should continue to take steps to ensure that it receives
the fair market value rate for the airspace it leases to the DGS.

Finding and Criteria

The department did not comply with administrative requirements of the
State by not preparing accurate year-end financial reports in accordance
with requirements of the State Administrative Manual. We found the
following specific deficiencies for the fiscal year 1992-93 financial
reports:

e The department did not correctly reconcile specific State Highway
Account (SHA) budget items in the Final Reconciliation of the
Controller’s Accounts with Final Budget with the State Controller’s
Office balances.

e The department did not correctly report encumbrances of the SHA
and the Transportation Planning and Development Account
(TPDA) in the Report of Accruals to Controller’s Accounts. As a
result, the SHA encumbrances of approximately $1.1 billion were
overstated by approximately $46 million and the TPDA’s
encumbrances of approximately $242 million were overstated by
$1 million.

e The Claims Filed account per the Transportation Revolving Account
(TRA) Pre-closing Trial Balance did not agree with the subsidiary
records.

e The department used an incorrect account to reflect the accounts
receivable balances for the SHA and the TRA. The SHA and the
TRA Pre-closing Trial Balances showed debit balances of
approximately $3.3 million and $4.2 million, respectively, in the
Allowance for Uncollectable Accounts. The State Administrative
Manual, Section 7620, provides specific account receivable accounts
that agencies may use to account for receivables. The proprietary
funds (enterprise and internal service funds) use the Allowance for
Uncollectable Accounts classification to account for a reduction of
receivables that will not be collected within the next fiscal year.
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e The department did not record salaries and wages accrual reversals
for fiscal year 1992-93. As a result, the Due to Payroll Revolving
Fund balance for the TRA was overstated by approximately
$5 million.

e The department did not reconcile its fleet equipment expenditures
with the changes in the fleet equipment inventory balances. The
State Administrative Manual, Section 7969, requires agencies to
reconcile equipment expenditures with the changes in the balance of
the property account.

e The department did not correctly prepare the additions and
deletions of fleet equipment in the Statement of Changes in General
Fixed Assets (statement). The department’s additions to and
deletions from the statement of $2.9 billion and $2.8 billion
respectively, did not accurately represent acquisitions or deletions
of fleet equipment during fiscal year 1992-93. According to the
department’s Accounting Manual, Chapter 12, Section 5.7, in order
to prepare the statement, control accounting creates a transaction
each month using the current value of each unit in the fleet -
equipment as additions to the statement. A corresponding
transaction is set up as a deletion which is intended to reverse the
prior month’s addition. However, the additions to and deletions
from the statement actually represent the sum of the ending monthly
balances of the fleet equipment for each of the 12 months, rather
than the net additions and deletions for the year. The State
Administrative Manual, Section 8660, requires agencies to report
asset additions and asset deductions in the statement.

By not providing accurate information to the State Controller’s Office,
the department’s financial reports will result in inaccurate financial
statements for the State. The Department of Finance Management
Memo 93-7, dated March 31, 1993, reminded agency officials of their
responsibility for preparing accurate year-end financial reports. In
addition, the State Administrative Manual, Sections 7950 through 7979,
describes the requirements for preparing accurate financial reports.

Recommendation .
The department should improve its compliance with the state
requirements.
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California Community Colleges, Chancellor’s Office

Item 1.
Noncompliance
With Certain State
Requirements

We reviewed the financial operations and related internal controls of
the California Community Colleges, Chancellor’s Office (Chancellor’s
Office), and the Chancellor’s Office’s administration of the U.S.
Department of Education grant, Federal Catalog Number 84.048.

Finding

We noted the following instances when the Chancellor’s Office did not
always comply with administrative requirements of the state
government.

The Chancellor’s Office did not reconcile its physical inventory of
property with its accounting records. Failure to reconcile the
physical inventory with the accounting records can result in the
failure to detect the loss or theft of state property. The Office of the
Auditor General reported a similar weakness during its audit of
fiscal year 1990-91. The State Administrative Manual,
Section 8652, requires that agencies reconcile the physical property
counts with the accounting records at least once every three years.

The Chancellor’s Office has not taken steps to clear
long-outstanding travel and expense advances made from the
revolving fund. During our review, we noted that several items
totaling approximately $14,000 had been outstanding for more than
one year. The Office of the Auditor General reported a similar
weakness during its audits for fiscal years 1988-89 through
1990-91. The State Administrative Manual, Section 8116, requires
agencies to reimburse and, therefore, clear advances from the
records when employees submit their travel expense claims.

Although individually these deviations may appear to be insignificant,
they do represent noncompliance with state regulations, which are
designed to protect the public’s resources from abuse.

Recommendation
The department should improve its compliance with state requirements.
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California Postsecondary Education Commission
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Item 1.
Inadequate
Procedures for
Monitoring Cash
Advances to
Grantees

We reviewed the Califdmia Postsecondary Education Commission’s
(commission) administration of the U.S. Department of Education
grant, Federal Catalog Number 84.164.

Finding

The commission does not always ensure that cash advanced to grantees
participating in the Eisenhower Mathematics and Science Education—
State Grants program (program) is limited to the grantees’ immediate
cash requirements. Specifically, the commission’s procedures allow it
to advance grantees two payments totaling 90 percent of the award over
two six-month periods. In addition, the commission pays the final
10 percent after receiving the annual program and fiscal reports.
Further, if need is shown, the grantee may request more than 90 percent
prior to submitting the final reports. However, the commission pays the
grantees three installments of 60 percent, 30 percent, and 10 percent,
irrespective of the grantees’ cash on hand. We reviewed payments to
seven grantees and found that the commission paid two grantees more
than the grantees needed or requested.

One grantee reported a cash balance of approximately $66,400 and
requested no funds. However, the commission paid the grantee an
additional $66,400. As a result, the commission paid the grantee
98 percent of the year’s grant although there was no evidence that the
grantee showed a need for additional funds.

The commission advanced another grantee approximately $136,700, the
first 60 percent of the grant. In its second request for funds, the grantee
reported a cash balance of $121,800. In accordance with the
commission’s cash advance procedures, the grantee requested $68,300,
the next 30 percent of the grant. Although the grantee reported a large
cash balance, the commission paid $68,300 to the grantee, the full
amount requested. In the next request, the grantee requested the final
10 percent of grant funds even though the grantee reported cash on hand
of approximately $172,600. The commission paid the final 10 percent
even though the grantee had not yet submitted its final program and
fiscal reports.

Criteria

The Code of Federal Regulations, Title 34, Section 80.20(b)(7),
requires procedures for minimizing the time elapsing between the
transfer of funds from the U.S. Treasury and disbursement by the



Item 2.

Lack of
Documentation
To Support
Personnel Costs

commission be followed whenever advance payment procedures are
used. Further, Section 80.20(b)(7) requires the commission to monitor
cash drawdowns by the grantees to ensure that they conform
substantially to the same standards of timing and amount as apply to
advances to the commission.

Recommendation
The commission should limit cash advances to the immediate needs of
the grantees.

Finding

The commission lacked documentation to support the personnel costs
charged to the program. For all five employees that we tested, the
commission did not maintain records to support the amounts charged to
the program. The commission estimated that the employees spend
from 5 percent to 90 percent of their time on the program. Unless the
commission documents the time employees spend on the program, the
commission may not charge the correct personnel costs.

The United States Department of Education reported a similar finding
for one employee in its report dated June 17, 1992. In its response, the
commission stated that under state personnel policies, no specific time
records are maintained for any persons in a work group not related to a
40-hour work week.

Criteria

The Office of Management and Budget (OMB), Circular No. A-87,
Attachment B, Section B(10)(b), requires amounts charged to grant
programs for personal services, regardless of whether treated as direct
or indirect costs, be based on payrolls documented and provided in
accordance with generally accepted practices of the State. Further,
Section B(10)(b) states that payrolls must be supported by time and
attendance or equivalent records for individual employees. Also,
Section B(10)(b) requires salaries and wages of employees chargeable
to more than one grant program or other cost objective be supported by
appropriate time distribution records.

Recommendation

The commission should document personnel costs charged to the
program by time and attendance or equivalent records for individual
employees.
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Item 3.
Weaknesses in
Separating

Accounting Duties
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Item 4.

Delay in
Disbursing
Federal Grant
Monies

Finding

The commission does not have adequate separation of duties in its
accounting section. Specifically, the employee who deposits cash
receipts also prepares checks and invoices. Further, the commission
has weaknesses over the purchasing function. Two employees jointly
handle both purchasing and receiving. Finally, one employee approves
claim schedules for payment and records expenditures.

Without the proper separation of duties, an employee could conceal
errors or irregularities, and management may be unable to determine
who is responsible for the errors or irregularities.

Criteria

The State Administrative Manual, Section 8080, prescribes the
appropriate level of separation of duties for agencies with manual
accounting systems. This section specifies that an employee who
receives or deposits cash receipts is not to prepare checks or invoices.
In addition, Section 8080 states that, when necessary, employees of
units other than the accounting unit should be used to provide
separation of duties. Finally, the California Government Code, Section
13401, requires state agencies to maintain a system of internal
accounting and administrative controls. Good internal controls require
the separation of the following functions: purchasing and receiving
merchandise, approving invoices for payment, disbursing funds, and
recording expenditures.

Recommendation

The commission should separate its accounting duties to comply with
the requirements of the California Government Code and the State
Administrative Manual. Further, the commission should use personnel
from outside the accounting unit, if necessary, to achieve proper
segregation of duties.

Finding

The commission’s cash management system does not minimize the
amount of time between receiving federal funds and disbursing them to
grantees. We tested 10 claims to determine the amount of time between
receipt and disbursement. We found that for 8 claims, the State was
from one to six days late in disbursing the funds, for an average delay
of 2.8 days.



Item 5.
Noncompliance
With Other
Federal and
Department
Requirements

Criteria

The Code of Federal Regulations, Title 31, Section 205.4(a), requires
that the timing and amount of cash advances be as close as
administratively feasible to the actual disbursements by the recipient
organization. We consider a delay of no more than five working days
as administratively feasible.

Recommendation

The commission should implement procedures that will minimize the
time elapsed between receipt of federal funds and disbursement to
grantees.

Finding and Criteria

We noted the following instance where the commission did not always
comply with administrative requirements of the federal government and
the commission:

e We reviewed seven grantee files. For four of the seven grantee
files, the commission could not provide two annual fiscal reports,
one mid-year fiscal report, and two program update reports. Unless
the commission obtains required reports from the grantees, the
commission cannot ensure that grantees comply with federal
requirements and grant conditions. @ The Code of Federal
Regulations, Title 34, Section 80.40(a), requires the State to
monitor activities to ensure that grantees comply with applicable
federal requirements and achieve performance goals. Also, as part
of its monitoring and grant conditions, the commission requires
grantees to submit mid-year program and fiscal reports and an
annual report.

Recommendation

The commission should improve its compliance with federal and
commission requirements.
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California Student Aid Commission
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Item 1.

A Student Loan
Exceeded the
Allowable Limit

We reviewed the California Student Aid Commission’s (commission)
administration of the U.S. Department of Education grant, Federal
Catalog Number 84.032.

Finding

During fiscal year 1992-93, the commission guaranteed and disbursed
at least one individual student loan that exceeded the allowable federal
loan limit. We selected a subset of more than 34,000 student loans that
had the potential of exceeding federal loan limits from the
commission’s database of students participating in the Stafford Loan
Program, Supplemental Loans to Students Program, and the Parent
Loan Program. From the subset, we randomly selected 60 student
loans for review. Of these 60 loans, the commission guaranteed and
disbursed a loan that exceeded the limit for one Stafford loan borrower.
The loan guarantee and disbursement exceeded the established limit by
a total of $875. The borrower was enrolled in a course of less than a
full year and the prorated federal loan limit was exceeded. Specifically,
according to school officials, the student was enrolled in a course of
only 14 weeks. According to allowable federal loan limits for Stafford
loans, the student was eligible for a Stafford loan of only $875.
However, the commission guaranteed and disbursed a loan for $1,750.
Noncompliance with federal loan limits could result in a loss of state
funds if the borrower defaults. If the borrower defaults, the federal
government may not purchase from the commission the portion of
defaulted loans above the limit. '

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during its audits for fiscal years 1989-90
and 1990-91.

Criteria

The United States Code, Title 20, Sections 1078, 1078-1, and 1078-2,
provides for specific loan limits for guaranteeing Stafford,
Supplemental Loans to Students, and Parent Loan Program loans.
These limits are based on the student's grade level, the length of the
course in which the student is enrolled, and the total outstanding
principal for each loan program.



Item 2.

Failure To Ensure
That Defaulted
Student Loans
Met Federal
Requirements for
Reimbursement

Item 3.

Ineffective System
for Preventing
Collection
Agencies From
Providing
Conflicting
Services on the
Same Loan

Recommendation
The commission should guarantee and disburse only loans that are
within the applicable federal limits.

Finding

The commission did not always ensure that it met the federal 90-day
guidelines for paying lenders for defaulted loans. Of the 39 loans that
we reviewed, we found that the commission did not pay the lenders of
13 loans (33 percent) within the required 90 days from the date the
lenders submitted their default claims to the commission. The
commission paid the 13 claims an average of 16 days late. Failure to
ensure that loans meet federal requirements could jeopardize federal
reimbursement. The Bureau of State Audits reported a similar
weakness during the audit for fiscal year 1991-92, and the Office of the
Auditor General reported a similar weakness during its audits for fiscal
years 1987-88 through 1990-91.

Criteria

The Code of Federal Regulations, Title 34, Section 682.406(a), lists the
conditions that must be met to qualify a defaulted student loan for
federal reimbursement. These conditions include the requirement that
the commission pay the lender within 90 days of the date the lender
filed the claim.

Recommendation

The commission should ensure that all defaulted student loans it
submits for reimbursement to the federal government meet the federal
requirement for payment within 90 days.

Finding

The commission did not have an effective system to prevent collection
agencies from collecting on the same student loans for which the
agencies provided supplemental preclaims assistance. Supplemental
preclaims assistance consists of specified procedures used to persuade
severely delinquent borrowers to repay rather than default on their
loans. For three of the ten loans that we reviewed, the commission
assigned the same collection agency that provided supplemental
preclaims assistance to collect on the loan. If the same agency that
performed the preclaims assistance also collects the loan, the federal
government could refuse to reimburse the commission for the cost of
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Item 4.
National Credit
Bureaus Do
Not Always

Accurately Record
Information About
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Defaulted Loans

supplemental preclaims assistance for the loan. The Office of the
Auditor General reported a similar weakness during its audits for fiscal
years 1988-89, 1989-90, and 1990-91.

Criteria

The Higher Education Act, Section 428(c)(6)(C)(iii), requires that
supplemental preclaims assistance be done by an organization or entity
that does not have a contract with the commission to perform collection
activities for the same loans in the event of default.

Recommendation
The commission should ensure that loans are not assigned for collection
activities to the same collection agency that provided supplemental
preclaims assistance.

Finding

The commission did not ensure that credit bureaus accurately recorded
information about defaulted student loans. The commission reports
information about defaulted student loans to three national credit
bureaus with which it contracts. Although its records indicated that the
commission had sent the information to the credit bureaus, the records
did not indicate the specific credit bureaus to which the commission
reported the information. Therefore, we reviewed the records of the
three credit bureaus for 12 loans to verify that they had received the
information. For 10 of the 12 loans, either one or two of the credit
bureaus did not have any record of the defaulted loans being reported.
Without documentation that the credit bureaus received the information
or that the commission verified that credit bureaus accurately recorded
the information the commission reported, we cannot conclude that the
commission properly reported defaulted loans.

Further, the commission did not ensure that the correct total amount
and the outstanding balance for one of the 12 loans was reported
correctly by one credit bureau. Specifically, the credit bureau reported
the balance of the loan more than $200 less than the actual claim paid.

Finally, the commission did not ensure that one credit bureau correctly
reported the information concerning loan collection. Specifically, we
found that for all 12 loans that we reviewed, one credit bureau assigned
an incorrect status code to each loan. Credit bureaus use status codes to
indicate, for example, whether a loan has been charged to bad debt or is
a collection account. The credit bureau assigned status codes to these
12 loans for which there was no meaning.



Item 5.

Federal Quarterly
and Monthly
Reports Are Not
Reconciled With
Each Other or
With Accounting
Records

If a credit bureau does not properly report information regarding
defaulted loans, a lender or other guarantee agency could use incorrect
information when making or insuring loans.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during its audits for fiscal years 1988-89
through 1990-91. In its response dated June 4, 1992, to the audit for
fiscal year 1990-91, the commission stated that it was researching
similar concerns with its credit bureaus.

Criteria

The Code of Federal Regulations, Title 34, Section 682.410(b)(3),
requires the commission to report to all national credit bureaus the
default date, information concerning loan collection, and the date the
loan is fully repaid or discharged. In addition, the Higher Education
Act, Section 430(A)(a), requires the commission to report to all
national credit bureaus the total amount of loans made to any borrower
and the remaining balance of the loans.

Recommendation

Based on the results of its research, the commission should determine
whether it should continue to report loans to credit bureaus that do not
accurately record reported information.

Finding _

The commission did not ensure that information on its federal reports
agreed with either other federal reports or with its accounting records.
For example, the commission's federal reports for April through
June 1993 contained information that did not agree with the
commission's accounting records.  Specifically, the commission
reported in the Guarantee Agency Quarterly Report (1130 Quarterly
Report) paid lender claims totaling $123,642,000. The commission's
accounting records, however, showed paid lender claims totaling
$123,855,432, a difference of $213,392. Furthermore, in the 1130
Quarterly Report, the commission reported collections totaling
$45,917,229 while its accounting records showed collections totaling
$45,644,265, a difference of $272,964. Because the commission did
not provide us with a reconciliation from the 1130 Quarterly Report to
the accounting records, we could not determine whether the quarterly
report, the accounting records, or both, were inaccurate. The Bureau of
State Audits reported a similar weakness in the audit for fiscal year
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1991-92, and the Office of the Auditor General reported a similar
weakness during its audits for fiscal years 1986-87 through 1990-91.

In addition, in its Guarantee Agency Monthly Reports (1189 Monthly
Report) for April through June 1993, the commission reported a total of
$123,940,439 in paid lender claims and a total of $44,388,724 in
collections received. The amount the commission reported for paid
lender claims in its 1189 Monthly Reports was $298,399 more than the
amount it reported in its 1130 Quarterly Report. Also, the amount the
commission reported for collections received in its 1189 Monthly
Reports was $1,528,505 less than the amount it reported in its 1130
Quarterly Report. Because the commission did not provide us with a
reconciliation from the 1130 Quarterly Report to the 1189 Monthly
Reports, we could not determine whether the quarterly report, the
monthly reports, or both, were inaccurate.

Finally, although it was able to reconcile the portion of the 1189
Monthly Report for April concerning claims paid to its accounting
records, the commission did not reconcile the portion concerning
collections received to its accounting records. Specifically, in its 1189
Monthly Reports for April, May, and June of 1993, the commission
reported collections totaling $44,388,724, yet its accounting records
showed collections for this same period totaling $45,644,265, a
difference of $1,255,541. Because the commission did not provide us
with a reconciliation from the portion of the 1189 Monthly Report
concerning collections received to its accounting records, we could not
determine whether the monthly reports, the accounting records, or both,
were inaccurate.

Criteria

The Code of Federal Regulations, Title 34, Section 682.414(b), requires
the commission to accurately complete and submit reports that concern
the status of the commission's loan guarantee program. Further, the
State Administrative Manual, Section 20014, requires agencies
receiving federal funds to reconcile federal financial reports with the
official accounting records.

Recommendation
The commission should reconcile its quarterly reports and monthly
reports to one another and to its accounting records.



Item 6.
Noncompliance
With Additional
Federal
Requirements

Findings and Criteria
We noted the following instances when the commission did not always
comply with administrative requirements of the federal government:

e The commission did not report at least $16.4 million (more than
35 percent) of the amount of the collections due the federal
government for the 1992-93 fiscal year within the required time
period. The Code of Federal Regulations, Title 34, Section
682.404(e)(4), requires the commission to submit the federal share
of borrower payments within 60 days of receipt. The time limit was
reduced to 45 days, effective February 19, 1993. The Bureau of
State Audits reported a similar weakness during the audit for fiscal
year 1991-92, and the Office of the Auditor General reported a
similar weakness during its audit for fiscal year 1990-91.

e The commission did not ensure that all Guarantee Agency Federal
Quarterly Reports were submitted within the required 60-day time
limit. The reports for the March and June 1993 quarters were 183
and 92 days late, respectively. We observed that the
September 1993 quarterly and annual report, although outside the
scope of the audit, was submitted within the required 60-day limit.
Instructions from the U.S. Department of Education require that
Guarantee Agency Federal Quarterly Reports be submitted within
60 days after the end of each quarter of the year.

Recommendation:

The commission should improve its compliance with federal
regulations.
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California Department of Education

Item 1.
Inadequate
Procedures To
Ensure That
Cash Advances
are Limited to
Immediate Needs
and That Billings

for Overpayments
are Done Promptly

for the Payments

to States for Child
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Care Assistance
Program

We reviewed the financial operations and related internal controls of
the California Department of Education (department) and the
department’s administration of the U.S. Department of Agriculture
grants, Federal Catalog Numbers 10.550, 10.553, 10.555, and 10.558;
the U.S. Department of Labor grant, Federal Catalog Number 17.250;
the U.S. Department of Education grants, Federal Catalog Numbers
84.010, 84.011, 84.027, 84.048, 84.151, 84.164, 84.173, and 84.186;
and the U.S. Department of Health and Human Services grant, Federal
Catalog Number 93.575 (formerly 93.037).

Finding

The department’s procedures do not ensure that cash advanced to local
assistance contractors participating in the Payments to States for Child
Care Assistance program is limited to the contractors’ immediate cash
requirements. Instead, the department makes monthly payments to
contractors but does not do a monthly analysis of contractors’ actual
needs. Furthermore, the department does not promptly bill contractors
that it overpaid.

The department’s procedures allow it to advance contractors up to
one-twelfth of their annual “Maximum Reimbursable Amount” (MRA)
each month. The MRA is the maximum amount that the department
will pay the contractor for the period of the contract. The contractors
submit monthly attendance and fiscal reports that the department
should use to calculate the amount of the advance that the contractor
has earned each month based on the number of child care services the
contractor provided. Depending on the results of these calculations, the
department could provide additional monthly advances to the contractor
or reduce future monthly advances by any amount down to zero if it
paid the contractor more than it earned in prior months. However, the
department does not perform the calculation each month to determine if
contractors earned the full amount of the advance. Rather, the
department makes monthly payments of one-twelfth of the contractor’s
MRA each month beginning in July, but it does not perform any
calculations of the amounts earned until six months later when it
receives the December report from contractors.

We reviewed year-end attendance and fiscal reports for 22 contractors
and found that the department paid 8 contractors more than the
contractors supported in their attendance and fiscal reports. For



example, one contractor was paid $63,666 more than it earned. This
occurred because the contractor did not provide the amount of services
that it originally planned to provide.

Of the eight contractors that the department overpaid, the department
has not taken any action to recover the overpayments from five
contractors and it billed the three other contractors from five to nine
months after the close of the fiscal year.

Criteria

The Code of Federal Regulations, Title 34, Section 80.20(b)(7),
requires that the timing and amount of cash advances be as close as
possible to the actual disbursement by the recipient organization. Once
the department recognizes that the contractor has not used its entire
cash advance, the State Administrative Manual, Section 8776.3,
requires agencies to prepare and send out an invoice or other type of
claim document as soon as possible after recognition of a claim in order
to have the unused funds returned.

Recommendation

The department should change its procedures so that it calculates the
amount of reimbursement earned by the contractors starting with the
first month’s attendance and fiscal reports. In addition, the department
should take prompt action to reduce subsequent monthly payments for
those contractors the department has paid more than the contractor has
earned. Furthermore, the department should promptly bill those
contractors whose end-of-year calculation shows that they have been
paid more than they earned.
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Inadequate
Procedures for
Determining the
Amount of
Federal, State,
and Local Funds
Expended During

the Base Year and
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Fiscal Year
1992-93 for

the Payments to
States for Child
Care Assistance
Program

Finding

The department’s procedures for determining the amount of federal,
state, and local funds expended for child care and related services for
the base year and fiscal year 1992-93 for the Payments to States for
Child Care Assistance program do not ensure that actual expenditures
are accurately determined and reported. The base year is defined as the
year prior to the first year that the grant was provided to the State. For
the Payments to States for Child Care Assistance program in California,
the base year is fiscal year 1990-91. The base year expenditure levels
are used as a reference to determine if other federal, state, or local
expenditures for child care related services are reduced in subsequent
years. A reduction in these expenditures could indicate that Child Care
Payments to States funds are being used inappropriately to supplant
rather than supplement other federal, state, or local funds.

The department stated in a revision of its fiscal year 1992-93 grant
application that its reported expenditures for the base year are budgeted
expenditures and that the fiscal year 1992-93 figures are actual
expenditures. However, the department actually used a mixture of
budgeted, actual, and estimated expenditures to calculate the
expenditures reported for both of these years, instead of using actual
expenditures as required.

We determined the department’s federal and state expenditures that the
department should have reported for the base year and fiscal year
1992-93 based on actual expenditure data available at the department.
However, we did not determine the actual expenditures of the
Department of Social Services, which also operates child care related
programs and reports its data to the department to be included in the
department’s reports. Furthermore, we did not calculate expenditures
of local funds because the department does not have local expenditure
data. Our calculations revealed that actual expenditures were lower
than was reported for federal and state expenditures for both the base
year and fiscal year 1992-93. The expenditures reported by the
department and our calculation of expenditures are as follows:



Reported by the
California Department of Education

(In Millions)
Fiscal Year
Base Year 1992-93
State $362.8 $429.0
Federal 214.5 341.2
Calculated by the
Bureau of State Audits
(In Millions)
Fiscal Year
Base Year 1992-93
State $351.4 $403.1
Federal 214.1 278.5

There is no evidence that the department used Child Care Payments to
States funds to supplant other federal or state funds based on the State’s
reported expenditures or based on our calculation of expenditures.
However, if the department does not determine the actual amount of
expenditures for the base year and subsequent years, it will be unable to
determine if supplanting of other federal, state, or local funds with
federal funds occurred.

Criteria

The Code of Federal Regulations, Section 98.53(a), requires states to
provide assurances that funds will not be used to supplant the amount
of federal, state, and local funds otherwise expended for child care
services and related programs. Section 98.53(b) requires states to
determine and report the amount of funds expended for a base period
and for subsequent periods and to ensure that expenditures in
subsequent periods are maintained at least at the levels for the base
period. '
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Item 3.

Delay in
Disbursing
Federal Grant
Monies

Recommendation

The department should use actual expenditure data from its own
accounting system and obtain actual expenditure data from the
accounting systems of other state agencies to calculate the amount of
federal and state expenditures that it reports to the federal government.

Finding

The department’s cash management system does not minimize the
amount of time between receiving federal funds and disbursing them to
subrecipients. We tested 269 claims to determine the amount of time
between receipt and reimbursement. We found that, for 64 claims, the
State was from one to 13 days late in disbursing the funds. We
consider a disbursement late if it is delayed more than five days after
the receipt of federal funds. The department was late an average of
2.46 days, which is an improvement from the 3.15 days that we
reported during our audit for fiscal year 1991-92.

The Office of the Auditor General reported similar weaknesses during
its audit for fiscal years 1987-88 through 1990-91. In its response to
that finding, the department stated that it anticipates no further
improvement in the timeliness of disbursing federal funds until the
State Controller’s Office changes its policy of requiring federal cash to
be on deposit in the State Treasury prior to the department’s submission
of claims to the State Controller’s Office.

Criteria

The Code of Federal Regulations, Title 31, Section 205.4(a), requires
that the timing and amount of cash advances be as close as
administratively feasible to the actual disbursement by the recipient
organization.

Recommendation
The department should improve its compliance with federal regulations
by minimizing the delay between the receipt of federal funds and the
actual disbursement.



Item 4.

Weakness in
Contracting
Procedures
Within the
Healthy Kids,
Healthy California
Office

Finding

The department has not ensured that federal funds are used only for
allowable services. The department receives funds from the Drug-Free
Schools and Communities—State Grants, a grant whose use is
restricted to education on illegal drug and alcohol use prevention. We
reviewed all nine of the contracts that the department entered
into in fiscal year 1992-93 that used Drug-Free Schools and
Communities—State Grants funds. One of the nine contracts requires
the contractor to perform four tasks. Although three of the four tasks
relate clearly to services allowed under the Drug-Free Schools and
Communities-State Grants, one of the tasks is only partially allowable.
That task calls for a review of the outcome of training conferences and
a Course Resource Binder. The Course Resource Binder is a resource
manual for teacher preservice education in health and addresses a wide
range of comprehensive health education issues including one chapter
on alcohol, tobacco, and other drugs. Although the department used
federal drug-free schools funds and state funds for this contract, neither
the contract nor other department records provide any means to
determine how these funds are to be allotted for the work required
under the contract. Since at least a portion of the contract was for
comprehensive health education issues, the department should have
identified the portion that was an allowable use of the Drug-Free
Schools and Communities—State Grants funds and identified the
portion that the state funds would support.

We reported a similar contracting weakness during our audit for fiscal
year 1991-92. In its response to that finding, the department stated that
it would require separate budgets for each funding source in all new
contracts.

Criteria

The United States Code, Section 3194(b), provides funds for training
and technical assistance programs concerning drug abuse prevention,
the development and distribution of material teaching that drug use is
harmful, demonstration projects in drug abuse education and
prevention, special financial assistance to enhance resources available
for drug abuse prevention in certain areas, and for administrative costs
of the State. Also, the U.S. Department of Health and Human Services
has distributed nonregulatory guidance for the Drug-Free Schools and
Communities—State Grants which states that agencies may choose to
include drug and alcohol abuse education and prevention as part of a
comprehensive health education program; however, the expenditure of
Drug-Free Schools and Communities—State Grants funds must be
limited to that part of the program dealing with drug and alcohol abuse
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Item 5.

The Department
Has Not Fully
Implemented Its
Proposed Actions
To Resolve
Weaknesses in Its
Monitoring of
Local Educational
Agencies That
Were Identified
by the U.S.
Department of
Education in 1992
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education and prevention. Further, the Code of Federal Regulations,
Title 34, Section 80.20(a)(2), requires that the State and its subgrantees
keep records to permit the tracing of funds to a level of expenditures
adequate to establish that such funds have not been used in violation of
grant restrictions.

Recommendation

When the department enters into contracts that use state funds along
with Drug-Free Schools and Communities—State Grants funds, it
should clearly identify in the contract the portion that it will pay with
federal funds and the portion that it will pay with state funds.

Finding

In June 1992, the U.S. Department of Education (USDOE) reported
that the department did not systematically monitor the Local
Educational Agencies (LEA) participating in the Eisenhower
Mathematics and Science Education—State Grants program. The
USDOE recommended that the department develop a program to
systematically monitor the LEAs for compliance and program quality.

We reported this weakness during our audit for fiscal year 1991-92. In
its response to our report dated November 10, 1992, the department
stated that it was developing a plan to systematically monitor LEAs.
The plan will include a pattern and timetable for site visits and
telephone calls. Additionally, the plan will include a sampling of LEAs
to be evaluated each year. However, we found that the plan that the
department developed does not include a timetable for site visits or
telephone calls, nor does it include a sampling of LEAs to be evaluated
each year. Furthermore, the plan does not indicate that the department
will monitor LEAs for compliance with federal requirements such as
ensuring that children and teachers from private, nonprofit schools have
equitable participation in the Eisenhower Mathematics and Science
Education—State Grants program or that LEAs use Eisenhower
program funds to supplement and not supplant other federal, state, or
local funds.

When the department does not sufficiently monitor LEAs, it cannot
ensure that they are complying with federal requirements.

Criteria _

The Code of Federal Regulations, Title 34, Section 80.40(a), requires
grantees to monitor activities to ensure that LEAs comply with
applicable federal requirements and that they achieve performance



Item 6.

Insufficient Control
Over Expenditure
Reports From Local
Educational
Agencies
Participating

in the Eisenhower
Mathematics

and Science
Education—State
Grants Program

goals. The Code of Federal Regulations, Title 34, Subpart F,
Sections 208.51(a) and (b), requires that LEAs shall make provisions
for ensuring the equitable participation for children and teachers from
private, nonprofit schools in the benefits of the Eisenhower
Mathematics and Science Education—State Grants program. The Code
of Federal Regulations, Title 34, Section 208.41(b), requires that
subgrantees do not use federal funds to supplant funds from nonfederal
sources.

Recommendation

The department should fully develop and implement its plan to monitor
LEAs to ensure that LEAs comply with applicable federal regulations
and achieve performance goals.

Finding

The department does not ensure that all LEAs submit expenditure
reports by the due date and does not ensure that the expenditure reports
are accurate. Also, the department does not promptly bill school
districts for unused funds for the Eisenhower Mathematics and Science
Education—State Grants program. We selected for review 30 LEAs
that should have submitted expenditure reports during fiscal year
1992-93 and found the following:

e As of December 15, 1993, all 30 of the LEAs that we tested had
submitted the required expenditure reports; however, 9 LEAs
submitted the reports late. The period of the late reports ranged
from 13 to 100 days. If the expenditure reports are not submitted
promptly, the department cannot promptly determine whether the
LEAs spent all funds paid or should return unused funds.

e In addition to late submissions, we found that some of the
expenditure reports were inaccurate. The department relies on the
expenditure reports to identify unused funds that should be returned
to the department and, in turn, to the federal government. None of
the LEAs’ expenditure reports indicated that they had any unused
funds from the fiscal year 1992-93 entitlement that they must
return. However, the expenditure reports from three LEAs should
have indicated that they had unused funds from prior years’
entitlements that should have been returned. Our calculations
revealed that the amount of the funds that should have been
returned ranged from $413 to $2,785. As of December 1993, the
department had not detected these collectable amounts nor billed
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the LEAs for the unused funds. As a result, the LEAs are holding
excess federal funds that should be returned to the federal
government.

We reported a similar weakness during our audit for fiscal year
1991-92. In its response to this finding, the department stated that the
addition of two clerical support positions will speed the processing time
and ensure prompt follow-up on unreceived expenditure reports and
billing of LEAs for unused Eisenhower program funds.

Criteria

The Code of Federal Regulations, Title 34, Section 76.722, states that a
state may require an LEA to furnish reports that the state needs to carry
out its responsibilities under the program. The department required that
the LEAs submit an expenditure report for fiscal year 1992-93 with a
due date of August 12, 1993. Additionally, the Code of Federal
Regulations, Title 31, Section 205.4(a), requires that the timing and
amount of cash advances be as close as administratively feasible to the
actual disbursement by the recipient organization. Once the department
recognizes that the recipient organization has not used its entire cash
advance, the State Administrative Manual, Section 8776.3, requires
agencies to prepare and send out an invoice or other type of claim
document as soon as possible after recognition of a claim in order to
have the unused funds returned.

Recommendation

The department should ensure that all LEAs submit expenditure reports
promptly. Additionally, the department should ensure that expenditure
reports are accurate. Furthermore, the department should promptly bill
the LEAs for any unused funds.



Item 7.
Inadequate
Procedures for
Reviewing
Community Based
- Organizations’
Audit Reports for
the Job Training
Partnership Act
State Education
Coordination and
Grants 8 Percent

Finding

The department’s procedures for reviewing audit reports submitted by
Community Based Organizations (CBO) do not ensure that reports are
reviewed in a timely manner for the Job Training Partnership Act State
Education Coordination and Grants 8 Percent. Sixteen CBOs should
have sent audit reports for fiscal year 1991-92 to the department by
November 15, 1992. However, as of May 1994, the department has
received only 11 audit reports. Within 30 days from the date that the
department receives the audit report, the department’s procedures
require that it send an “Initial Determination” which identifies each
specific issue to those CBOs whose audit reports identified
deficiencies. However, as of May 1994, even though the audit reports
identified compliance or internal control deficiencies, the department
has not sent any “Initial Determinations.” If the department does not
take prompt action to require CBOs to correct deficiencies noted in the
audit reports, it cannot ensure that the CBOs will correct the
deficiencies, nor can it recover any excess funds or take any other
required financial actions.

Criteria

The Code of Federal Regulations, Title 34, Section 80.40(a), requires
grantees to monitor activities to ensure that LEAs comply with
applicable federal regulations and that they achieve performance goals.
Additionally, the Office of Management and Budget (OMB)
Circular A-133 states that state governments that allocate $25,000 or
more of federal financial assistance to nonprofit institutions must
ensure that the nonprofit institutions obtain an independent audit that
determines whether federal financial assistance was spent in accordance
with applicable laws and regulations. Furthermore, the department’s
contractual agreement with LEAs requires that LEAs submit the audit
reports to the department by November 15. This same contractual
agreement requires the department to send Initial Determinations within
30 days of receipt of the audit report.

Recommendation
The department should ensure that CBOs submit audit reports when
required and improve procedures to ensure prompt internal review of
the audit reports. Furthermore, the department should send Initial
Determinations within 30 days to those CBOs whose audit reports
identified deficiencies.
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Monitoring of
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Nonprofit Summer
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Camps, and Food
Processors for the
Food Distribution

Program

Finding

The department does not always schedule required program reviews or
ensure the timely completion of program reviews of charitable
institutions, nonprofit summer camps, and food processors for the Food
Distribution program.

For our audit testing, we selected 10 of the 34 food processor program
reviews that the department conducted in fiscal year 1992-93.
Additionally, we reviewed a department listing that identified all 808 of
the charitable institutions and nonprofit summer camps that the
department was required to review within the last four years to
determine if the department conducted the required reviews.

In our testing of food processor program reviews, we found that the
department conducted one of the reviews two years after the date
required by federal regulations. In our review of the department’s
listing of institutions and summer camps that required reviews within
the last four years, we found that two charitable institutions were two
years overdue the required program review. We also found that the
department has never reviewed one of the charitable institutions on the
listing. The department does not know when this charitable institution
began its participation in the program and, therefore, does not know
when the program review is required. Finally, our review of the listing
revealed that the department has never conducted a program review of
one nonprofit summer camp that has been participating in the program
since 1974.

Criteria

The Code of Federal Regulations, Title 7, Sections 250.19(b)(i) and (ii),
requires that the department perform on-site reviews of charitable
institutions and nonprofit summer camps once every four years with no
fewer than 25 percent of the reviews completed per year. Additionally,
the department must review food processors at least once every two
years, with no fewer than 50 percent being reviewed each year.

Recommendation

The department should ensure that it conducts reviews of all
institutions when required and retain documentation for the reviews
that it conducts. '



Item 9.
Weaknesses in the
Department’s
Procedures for
Ensuring the Food
Distribution
Institutions Take
Prompt Corrective
Action for
Deficiencies the
Department Finds
During its Program
Reviews

Finding

The department’s procedures do not ensure that charitable institutions,
summer camps, and food processors take prompt corrective action on
deficiencies the department notes during its program reviews of these
institutions. Specifically, of the 22 charitable institution reviews that
we selected for testing, 14 had deficiencies that required follow-up.
The department did not establish a due date for corrective action for
deficiencies noted during their review of two of the institutions;
however, these two institutions did take prompt corrective action..
Also, although one of these 22 charitable institutions did not inform the
department of its corrective action by the due date established by the
department, the department did not take any follow-up action until
145 days after the required due date. Further, the department indicated
that it had conducted reviews of all 22 charitable institutions in our
sample, but the department could not provide documentation for one of
the charitable institution’s reviews.

Additionally, we selected 22 summer camp reviews for testing. For
one of the 22 summer camps, the department could not provide
documentation that it completed a review. Finally, the department
noted deficiencies at 5 of the 10 food processors that we reviewed.
However, it did not take any follow-up action on one of these 5
processors until 82 days past the date that the department required the
processor to provide the corrective action.

Criteria

The Code of Federal Regulations, Title 7, Section 250.19(3), requires
that the department provide a report of its program reviews to each
institution that it reviews. This report must include recommendations
for corrective action and a timetable for completion. Additionally, it
requires the department to monitor the completion and the effectiveness
of corrective actions. ’

Recommendation

The department should ensure that it establishes due dates for
corrective actions for deficiencies that it notes in the program reviews
that it conducts. Additionally, the department should take prompt
follow-up action for those institutions that do not provide prompt
notification to the department that they have taken the required
corrective action. Finally, the department should ensure that it retains
documentation of the reviews that it conducts.
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Agencies Comply
With Federal
Regulations

Finding ,

The department’s procedures do not ensure that instances of
noncompliance with federal regulations identified in the audit reports of
LEAs are resolved within six months. We found that 13 of 30 audit
reports we reviewed identified instances in which the LEA did not
comply with federal laws and regulations. For 12 of these 13, the
department did not ensure that the LEAs resolved within 6 months the
instances of noncompliance with federal laws and regulations identified
in these reports.

We reported a similar weakness during our audit for fiscal year
1991-92. In its response to that finding, the department stated that it
had developed an action plan to follow up on the audit exceptions in the
1991-92 audit reports as quickly as they are received.

Criteria

OMB Circular A-128 requires that state or local governments that
allocate $25,000 or more of federal financial assistance to an LEA must
determine whether the LEA spent the federal financial assistance in
accordance with federal laws and regulations. Also, for instances of
noncompliance with federal laws and regulations, OMB Circular A-128
requires that state or local governments ensure that appropriate
corrective action is taken within six months of receipt of the audit
report.

Recommendation

The department should ensure that LEAs correct all instances of
noncompliance with federal laws and regulations identified in the audit
reports within six months.

Finding

The department does not adequately monitor the audit reports that
private, nonprofit agencies submit to the department for the National
School Lunch and School Breakfast (NSL&SB) programs.

We found that the department’s Office of External Audits (office) did
not maintain adequate records to determine which private, nonprofit
agencies participating in the NSL&SB programs submitted an audit
report for fiscal year 1991-92. Without adequate records, the office
cannot ensure that it receives audit reports from all participating
agencies. If the office does not receive audit reports from all agencies,
it cannot ensure that agencies whose audit reports identified
deficiencies have taken corrective action to resolve the deficiencies.



Because the office did not have adequate records, we obtained
information to determine which agencies were required to submit audit
reports from the department’s Child Nutrition and Food Distribution
Division. Using this information, we selected 21 audit reports to
review, and found that the office could not provide 11 of these reports.
Of the 10 reports provided, the office had reviewed only 5.

Additionally, we found that the department could not provide us with
Annual Audit Status Certifications (AASC) for the NSL&SB programs.
The AASCs, which the department requires all participating agencies to
submit, indicate if the agency received more or less than $25,000 in
federal funds. From this, the department can determine the type of
audit that is required. The AASC also indicates the reporting period
selected by the agency. Without this information, we could not
determine if the department properly determined the type of audit that
each agency required, nor could we determine when each agency’s
audit report was due to the department.

We reported a similar weakness during our audit for fiscal year
1991-92. In its response to that finding, the department stated that it
would ensure that it can provide a listing of private, nonprofit agencies
participating in the NSL&SB programs that are required to submit an
audit report through a computerized listing backed up by multiple
diskettes. Additionally, the department stated that it would prevent loss
of audit reports in the future by building checks and balances into its
newly updated database system.

Criteria :

According to OMB Circular A-133, state or local governments that
allocate $25,000 or more of federal financial assistance to nonprofit
institutions must ensure that the institutions obtain an independent audit
that determines whether federal financial assistance was spent in
accordance with applicable laws and regulations. Additionally, the
circular states that audits shall usually be performed annually, but not
less frequently than every two years. Finally, a departmental policy
directed to all school nutrition program sponsors requires that private,
nonprofit agencies submit annual audit reports and AASCs to the
department.

Recommendation

The department should adequately monitor the audit reports submitted
by private, nonprofit agencies and ensure that they obtain independent
audit reports every year. Additionally, the department should ensure
that it obtains AASCs from participating agencies each year.
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Finding

The department did not promptly transfer to the State’s General Fund
reimbursements representing the federal government’s share of service
costs provided by central service agencies. Central service agencies
provide services such as financial, personnel, and legal support. These
costs are calculated under the Statewide Cost Allocation Plan
(SWCAP), which is the plan that each state agency uses to pay for its
share of the State’s cost for central services. The department
transferred the SWCAP recoveries for the periods July through
September on December 28, 1992—59 days late; October through
December on March 13, 1993—41 days late; January through March on
May 24, 1993—24 days late; and April through June on October 25,
1993—87 days late.

The Office of the Auditor General reported a similar weakness during
its financial audit for fiscal years 1989-90 and 1990-91. In the
departments’ response to the finding, it stated that SWCAP recoveries
are no longer a problem; however, our audit work showed that the
problem still exists.

Criteria

The California Government Code, Section 13332.01, requires agencies
to recover SWCAP costs from the federal government. Although no
deadline is expressly mandated by the Government Code, the State
Administrative Manual, Section 8755.2, implies that a transfer of
SWCAP recoveries to the State’s General Fund within 30 days of the
end of each quarter would be appropriate.

Recommendation
The department should transfer SWCAP recoveries within 30 days.



Item 13.

Failure to Adequately
Monitor Local
Educational Agencies
for the Chapter 1
Programs—Local
Educational Agencies
and the Federal,
State, and Local
Partnerships for
Educational
Improvement
(Chapter 2) Programs

Item 14.
Noncompliance
With Other
Federal
Requirements

Finding

The department does not always ensure that it performs required on-site
reviews of LEAs participating in the Chapter 1 Programs—Local
Educational Agencies and the Federal, State, and Local Partnerships for
Educational Improvement (Chapter 2) programs. The department
performs on-site reviews through its program of Coordinated
Compliance Reviews (CCR). We reviewed the department’s records
for 22 of the CCRs that were required for fiscal year 1992-93 and found
that the department failed to conduct one of them. Furthermore, the
department also failed to perform a CCR at this same LEA that was
required in fiscal year 1989-90. If the department does not perform
CCRs when they are required, it cannot ensure that LEAs are
complying with federal program requirements.

Criteria

The Code of Federal Regulations, Title 34, Section 80.40(a), requires
the State to monitor activities to ensure that subgrantees comply with
applicable federal requirements and achieve performance goals. To
meet this requirement, the department’s CCR program requires that the
department conduct an on-site review of each LEA on a three-year
cycle.

Recommendation
The department should ensure that it performs CCRs at each LEA as
required.

Finding and Criteria
In the following instances, the department did not always comply with
administrative requirements of the federal government.

We reviewed 30 applications from LEAs that were funded for
participation in the Drug-Free Schools and Communities—State Grants
program in fiscal year 1992-93. We found one application that was
substantially incomplete, one application that contained inaccurate
resources data, three applications that were not received by the
department within 120 days from the date that the department sends its
entitlement letter as required, and one application that did not contain
the required progress report or financial summary.
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The United States Code, Title 20, Section 3196, requires that LEAs
submit an application and provide information and assurances as the
state educational agency responsible for distributing the grant
reasonably determines to be necessary. @ We reported similar
weaknesses in our fiscal year 1991-92 audit report.



General Government
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Office of Criminal Justice Planning

Item 1.
Expenditures for
Equipment Not
Authorized in
Grant Agreement

Item 2.
Subrecipients Are
Not Promptly
Submitting
Financial and
Program Reports

Our contractor, Gilbert Accountancy, reviewed the Office of Criminal
Justice Planning’s (OCJP) administration of the U.S. Department of
Justice grant, Federal Catalog Number 16.579. There are additional
issues at OCJP relating to fiscal years 1991-92 and 1992-93 that have
not been resolved. An additional report discussing these issues will be
issued later.

Finding

We tested $397,438 of equipment expenditures for a computer system
that were paid with 1992 Drug Control and System Improvement
(DCSI) grant funds and determined that the funds were not authorized
in the grant agreement. Furthermore, we were unable to obtain
documentation of specific authorization for the purchase. We also
noted an additional $445,507 of expenditures for the computer system
that were charged to the grant in previous years. In total, the OCJP
charged $842,945 to the DCSI for the computer system. Because it did
not specify in its grant agreement the intention to purchase the
computer equipment, the OCJP may be liable to the federal government
for the unauthorized expenditures.

Criteria

Special Condition 10 of the grant award states that in compliance with
Section 623 of Public Law 102-141, no amount of the award shall be
used to finance the acquisition of goods unless the recipient specifies in
the award contract the amount of federal funds that will be used to
finance the acquisition. Special Condition 10 of the grant award also
states that this requirement only applies to purchases for goods and
services that in aggregate exceed $500,000.

Recommendation
The OCJP should specifically identify in the grant agreement its
intention to purchase goods or services in excess of $500,000.

Finding

During our review of financial and program reports, we noted that the
subrecipients did not promptly submit the reports to the OCJP. As a
result, the OCJP did not have the information that it needed to prepare
accurate federal quarterly reports for the Drug Control and System
Improvement—Formula Grant. For example, during our review, we
noted that program income and related expenditures on the quarterly
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Item 3.

OCJP Not
Adequately
Monitoring Its
Subrecipients

report for the period ending June 30, 1993, were understated by
approximately $59,000 and $631,000, respectively. This issue was also
raised by the OCJP’s internal auditors in its report issued
December 1, 1993.

Criteria

Section 10410 of the OCJP Grantee Handbook states that financial and
program reports are due 30 calendar days after the end of the reporting
period.

Recommendation

To ensure that it has the information that it needs to prepare accurate
federal reports, the OCJP should require its subrecipients to promptly
submit their financial and program reports.

Finding

During our review of the OCJP’s procedures to monitor subrecipients,
we noted that the OCJP had not monitored the programs at three of the
four counties in our sample. In addition, we noted that as of
January 25, 1994, nearly seven months after the end of the fiscal year,
the OCJP had not received audit reports from two of the four counties
in our sample. By not monitoring all of its subrecipients, the OCJP
cannot ensure that the programs are operating as prescribed. In
addition, if the OCJP does not ensure that counties submit audit reports,
the OCJP cannot affirm that subrecipients are using federal funds in
compliance with federal guidelines.

Criteria

The OCJP Grantee Handbook, Section 10410, states that all projects
will be monitored at least once every three years, or prior to the
expiration of the project if the funding cycle is less than three years.
The Drug Control and System Improvement—Formula Grant award
period for subrecipients is one year; therefore, the OCJP should
monitor subrecipients each year.

The OCJP Grantee Handbook, Section 8120, requires grantees to
submit audit reports to the OCJP Audits Division no later than six
months after the close of the grant period. In addition, the federal
Office of Management and Budget (OMB), Circular A-128,
Section 13(f), states that audit reports must be submitted to the federal
agency that provided federal assistance funds within one year after the
end of the audit period. Finally, Section 17 of OMB Circular A-128



Item 4.

Audit Findings Are
Not Resolved
Within Required
Time Frames

states that agencies must consider sanctions that may include
withholding a percentage of assistance payments or suspending the
federal assistance until the audit is satisfactorily completed.

Recommendation

The OCJP should follow its procedures by monitoring each program
annually. In addition, the OCJP should ensure that all subrecipients
promptly submit their audit reports to the OCJP Audits Division.

Finding

The OCJP has procedures in place to resolve subrecipient audit
findings; however, the OCJP is currently backlogged in resolving the
findings. According to the Chief of the Audits Branch, the backlog of
reports dates back as far as 1989. This backlog may cause several
problems such as:

e Due to the time delay, subrecipients may not have the financial
capability to repay funds if the OCJP determines that repayment is
required;

e Because deficiencies are not resolved on a timely basis, the
unfavorable condition may persist in subsequent grant periods; and

e By waiting several years to question transactions, supporting
documentation and explanations may be difficult to obtain.

Criteria

Statement of Auditing Standards No. 68, Paragraph 74; the Single
Audit Act; and OMB Circular A-128 all require the grant recipient
(OCIJP) to monitor subrecipients and to take corrective action within six
months after instances of noncompliance have been discovered.

Recommendation

The OCJP should reduce the length of time it takes to resolve audit
findings. To become current, the OCJP has started subcontracting out
the review of audit reports and has restructured its internal audit
section. While these changes will make the review process more
timely, they do not address the resolution of findings with the
subrecipients. The OCJP should continue its efforts to improve its
progress in resolving audit findings.
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Timely

Item 6.
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Finding

During our review of ten applications that subrecipients submitted to
the OCJP requesting funds, one was not approved within 45 days of
official receipt. The OCJP’s policy is to consider applications
approved unless the OCJP notifies an applicant in writing prior to the
end of the 45-day period. Since applicants are only notified of
disapproval, not approval, this policy could leave an applicant confused
about whether its application had actually been approved.

Criteria

The Anti-Drug Abuse Act, Section 508(a), states that each application
made by a local unit of government for funds shall be deemed approved
no later than 45 days after receipt unless the State notifies the applicant
in writing that the application has been disapproved. In addition, the
section requires the State to inform the applicant in writing of specific
reasons for the disapproval.

Recommendation

The OCJP should ensure that it either approves or disapproves
applications that it receives from subrecipients within 45 days of actual
receipt.

Finding

During our review of cash, we noted that funds drawn down were not
consistently deposited under the correct federal catalog number. For
example, we noted three instances where funds drawn down for the
Juvenile Justice and Delinquency Prevention program (JJDP) were
deposited at the State Controller’s Office under the catalog number for
the Drug Control and System Improvement—Formula Grant (DCSI).
We also noted one instance where funds drawn down for the DCSI
program were deposited under the federal catalog number for the JJDP
program. As a result of these errors, approximately $148,000 was
incorrectly deposited into the DCSI program. According to the Chief
of the Accounting Branch, these errors occurred because staff preparing
the remittance advices did not verify the federal catalog number with
the drawdown documents.

Criteria -

The State Accounting Manual, Section 7976, requires agencies to
reconcile their revenue and expenditure accounts monthly, within 30
days of the preceding month, with transactions per the State
Controller’s Office.



Item 7.

‘Indirect Cost
Allocation
Procedures Need
Improvement

Recommendation
The OCJP should reconcile the amount of funds that it draws down to
the deposits recorded at the State Controller’s Office.

Finding

During our review of the indirect cost plan, including the CALSTARS
cost allocation computations and costs reported to the Office of Justice
Programs—Bureau of Justice Assistance, we found that expenses for
the first six months of fiscal year 1992-93 were recorded into the
administrative cost accounts instead of into the appropriate budget
categories.  This allocation was not in accordance with OMB
Circular A-87.

The budget branch did not submit its cost allocation tables to the
accounting branch until February 1993, when it should have been in
place by July 1992. Costs charged to the budget accounts were not
properly allocated for July 1992 through January 1993. These costs
were allocated in accordance with the general overhead plan instead of
in accordance with the grant budget.

Criteria ,

OMB Circular A-87 states that costs are allowable for federal
reimbursement only to the extent of benefits received by federal
programs and costs must meet the basic guidelines of allowability,
reasonableness, and allocability.

The State Administrative Manual, Section 9205, requires that any cost
allocation procedure adopted by an agency shall provide for
auditability. = The section also requires that any cost allocation
procedure adopted by an agency shall provide for timeliness.

Recommendation

The OCJP should ensure that its cost allocation tables are completed
and submitted to the accounting branch within 30 days after the budget
is signed by the Governor to allow for costs to be properly allocated. If
the tables are late, the OCJP should still ensure that costs are properly
allocated in accordance with its Indirect Cost Rate Plan.
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Item 8.

Delays in
Disbursing
Federal Monies

Item 9.
Allocation of
Salaries Is Not
Sufficiently
Documented

Finding

During our review of five requests for funds, we noted that in two
instances, it took more than 20 days for the funds to be paid to the
subrecipient. In addition, we noted one other instance where it took
more than 14 days from the date the funds were drawn down to the date
the subrecipients were paid.

Criteria

The Code of Federal Regulations, Title 31, Section 205.4(a), requires
that the timing and amount of federal cash advances be as close as
administratively feasible to the actual disbursement by the recipient
organization.

Recommendation

The OCJP should ensure that its requests for federal funds are limited
to its immediate cash needs. In addition, the OCJP should minimize
the time between the receipt of federal funds and actual disbursement of
such funds to its subrecipients.

Finding

The OCJP was unable to provide sufficient documentation to support
the allocation of salaries between the DCSI grant and other grants
administered by the Anti-Drug Abuse Branch. As a result, the OCJP
cannot demonstrate that the costs allocated are equitable relative to the
benefits the programs receive.

Criteria

OMB Circular A-87 requires that direct costs charged to federal grants
be necessary and reasonable to administer the grant and that costs
should be allocated to grant programs in accordance with the benefits
received. ’

Recommendation

The OCJP should develop a procedure to allocate salaries among
various grants that the Anti-Drug Abuse branch administers. This
allocation could be determined using either a time study or by prorating
staff time based upon the percentage of time spent administering the
DCSI grant.



Department of Economic Opportunity

Item 1.

Improper Payment
to a Service
Provider

We reviewed the Department of Economic Opportunity’s (department)
administration of the U.S. Department of Health and Human Services
grants, Federal Catalog Numbers 93.568 (formerly 93.028) and 93.569
(formerly 93.031).

Finding

The department improperly issued a payment advance to a service
provider with which it did not have an approved contract. As a result, it
unnecessarily risked state and federal funds. In this instance, the
department issued a payment advance on January 17, 1992, and
finalized the contract on February 28, 1992. The department made the
improper payment because it did not use the normal claims processing
procedure, through which it would have learned that it did not have an
approved contract with the service provider. Instead, the department
issued the payment through its revolving fund. Department staff were
not certain why, in this instance, the department did not make the
payment through the normal claims processing procedure and issue a
warrant through the State Controller's Office.

Criteria

Section 8110 of the State Administrative Manual states that revolving
fund checks are to be used for the payment of compensation earned,
travel expenses, travel expense advances, or when immediate payment
is otherwise necessary. Section 8110 further states that when
determining whether immediate payment is necessary, the determining
factor is whether payment could be made through the normal claim
processing procedure and a State Controller's Office warrant issued.

Corrective Action

According to the department's director, it is the department's current
policy to issue revolving fund checks to service providers only in
emergency situations. The department defines emergency situations as
instances when the service provider is unable to meet its payroll.
Requests to issue a revolving fund check must be made in writing and
must include a justification for the payment. Also, a department deputy
director must approve these requests. The director also stated that,
since the department implemented the policy, it has issued only four
revolving fund checks to service providers and, in each case, the service
provider had an approved contract with the department.
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Recommendation

The department should continue to comply with its policy of issuing
revolving fund checks to service providers only in emergency
situations.
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Department of Finance

Item 1.
Noncompliance
With Certain
Federal and State
Requirements

We assessed the compliance of the Department of Finance (department)
with federal and state regulations in administering the Statewide Cost
Allocation Plan (SWCAP) and with state regulations in administering
the Prorata Allocation Plan (prorata).

The SWCAP is the plan each state agency uses to obtain federal
reimbursement for the federal government’s share, if any, of the State’s
costs for central services. The federal money is paid into the State’s
General Fund. The prorata is the plan that each state agency uses to
obtain reimbursement from its special funds for the special funds’
share, if any, of the costs for central services. The money from the
special funds is also paid into the State’s General Fund.

Eleven executive agencies reporting to the governor, the Department of
Justice, the Legislature, the Bureau of State Audits (formerly the Office
of the Auditor General), the State Controller’s Office (SCO), the State
Library, and the State Treasurer’s Office, provide various central
services to state agencies. These entities, called “central service
agencies,” provide services such as financial, personnel, and legal
support. (Attachment A lists the agencies performing central services
during fiscal year 1992-93 and identifies the three agencies we
reviewed.) .

The department allocates the costs of the SWCAP to the federal
government and the costs of the prorata to the State’s special funds
based on costs and workload data from the central service agencies and
from the governor’s budget. Initially, central service costs are paid
from the State’s General Fund, and then, the amounts allocated to and
paid by the federal government and the special funds are transferred to
the State’s General Fund. (Attachment B shows the estimated SWCAP
and prorata expenditures and recoveries for fiscal year 1992-93.)

Finding and Criteria

e The department made several errors in calculating the workload
data for fiscal year 1992-93 affecting its Legislation and
Intergovernmental Relations Unit for 12 agencies, its
Corrections/Judicial Unit for 2 agencies, its Business,
Transportation, and Housing Unit for one agency, its Health and
Welfare Unit for 2 agencies, and its Budget Operation Support Unit
for 3 agencies. In addition, the department made four errors in
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allocating workload hours within 3 agencies in the Health and
Welfare Unit. The cumulative effect of these errors was a 19.5 hour
understatement of the department’s workload. The Office of the
Auditor General reported a similar weakness during its audits for
fiscal years 1987-88 through 1990-91. In its audit response dated
May 19, 1992, the department stated that it had developed a time
reporting system for the budget units which should improve the
recordkeeping and control of this function. The federal Office of
Management and Budget, Circular A-87, states that federal
programs should bear their fair share of costs recognized under
Circular A-87.

The department made an error in compiling expenditure data for a
central service function of the State Controller’s Office (SCO). The
department overstated the SWCAP and prorata expenditures for the
SCO field audits function by $90,000. This error could result in the
overcollection from the federal government of approximately
$7,000 and overcollection from the State’s special funds of
approximately $34,000. The federal Office of Management and
Budget, Circular A-87, requires the State to charge the federal
government only for allowable costs. In addition, the State
Administrative Manual, Section 8752, requires state agencies to
recover full costs for goods or services provided for other state
agencies.

Recommendation.
The department should improve its compliance with these federal and
state requirements. '



AGENCIES PERFORMING CENTRAL SERVICES

FISCAL YEAR 1992-93

Agency Name

Department of Finance
Department of Justice
Department of Personnel Administration
Health Benefits for Retired Annuitants
(administered by the Public Employees’ Retirement System)
Legislature
Office of Administrative Law
Bureau of State Audits/Office of the Auditor General
Business, Transportation and Housing Agency
Health and Welfare Agency
Resources Agency
State and Consumer Services Agency
Youth and Adult Correctional Agency
State Board of Control
State Controller’s Office
State Library
State Personnel Board
State Treasurer’s Office

Reviewed by
the Bureau of

State Audits

X
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ESTIMATED SWCAP AND PRORATA
EXPENDITURES AND RECOVERIES
FISCAL YEAR 1992-93
(In Millions)

Estimated SWCAP expenditures

Estimated SWCAP recoveries from the federal government
Percent of estimated recoveries

Estimated prorata expenditures

Estimated prorata recoveries from the State’s special funds

Percent of estimated recoveries

Source: State of California, Department of Finance
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$419.1
$ 323

7.7%
$489.4
$185.0

37.8%



Military Department

Item 1.

Control Weaknesses
Over Materials
Used for

Building

Repairs

We reviewed the Military Department’s controls over materials used
for building repairs and reviewed pertinent inventory records at the
Directorate of Facilities Engineering at Camp Roberts.

Finding

The Military Department had inadequate controls over materials used
for building repairs at the Directorate of Facilities Engineering (DFE)
at Camp Roberts.

The following is a list of the control weaknesses we identified:

The DFE’s Supply Section issued materials to employees even
when they did not properly identify the specific work projects for
which the materials were needed.

The Supply Section supervisor sometimes wrote off materials that
were unaccounted for in the inventory by using the requisition
forms to record the missing materials as assigned to other divisions.

In numerous instances, Supply Section staff found substantial
materials that were unaccounted for in various locations at Camp
Roberts. The Supply Section supervisor subsequently added these
found materials to the supplies inventory.

Workshop staff do not account for materials issued to the various
workshops. These materials are often issued to workshops in large
quantities, such as 100 sheets of plywood.

The DFE does not reconcile the materials issued by the Supply
Section and the materials used in the various work projects.
Moreover, when materials are unused on one work project, they are
sometimes used on another project without any record of the
transfer.

There is insufficient segregation of duties in the Supply Section.
Specifically, the Supply Section supervisor could issue and write
off materials from the supplies inventory as well as make other
adjustments to the inventory records.
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Because of these weaknesses, the DFE cannot be certain that materials
are properly used and that they are not misappropriated for personal
gain.

Criteria

The California Government Code, Sections 13402 and 13403,
requires state offices to ensure that a satisfactory system of internal and
administrative controls is in place to provide effective controls over
assets, liabilities, revenues, and expenditures.

Recommendation

The DFE should correct the control weaknesses described above to
ensure that materials used for building repairs are adequately
safeguarded.



Health and Welfare
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Department of Aging

Item 1.
Inaccurate Federal
Financial Reports

Item 2.

Failure To Monitor
Area Agencies'
Programs To
Provide Supportive
and Nutrition
Services

We reviewed the Department of Aging’s (department) administration
of the U.S. Department of Agriculture grant, Federal Catalog
Number 10.550, and the U.S. Department of Health and Human
Services grants, Federal Catalog Numbers 93.044 (formerly 93.633)
and 93.045 (formerly 93.635).

Finding

The department overstated federal expenditures for the Title III grant
for federal fiscal year 1993. Specifically, for the period July 1, 1993
through September 30, 1993, the department overstated federal
expenditures for the Title III grant by $884,968. This error occurred
because an adjustment for area administration was not properly
reflected in the worksheet used to prepare the financial status report.
On the worksheet, federal expenditures for area administration were
increased by $442,484 when they should have been decreased by this
same amount. As a result, the federal expenditures for the grant were
overstated by $884,968. After we informed the department of the error,
the department corrected it. In addition, when the department
submitted its final status report for the 1993 grant it properly reflected
the amount of federal expenditures for area administration.

Criteria

The Code of Federal Regulations, Title 45, Section 74.61 (a) requires
the department to submit accurate, current, and complete financial
reports.

Recommendation

The department should ensure that financial reports it submits to the
federal government in the future contain accurate and reliable
information.

Finding

The department did not conduct performance evaluations of all the area
agencies on aging. Specifically, the department did not conduct annual
on-site performance evaluations of their supportive services for 17 of
the 33 area agencies during fiscal year 1992-93. In addition, the
department did not conduct on-site performance evaluations of the
nutrition services for 20 of the 33 area agencies during the past two
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fiscal years. Failure to conduct these evaluations may prevent early
detection and correction of irregularities or deficiencies in the services
that the area agencies provide.

According to the Deputy Director of the Long-Term Care and Aging
Services Division, the department was not able to conduct the
monitoring visits because of budget concerns, workload demands of
other projects and staff vacancies in the Nutrition Section. In addition,
she stated that the department performs many other tasks that assist in
assuring compliance with federal laws and regulations. Specifically,
the department reviews the area agencies' annual plans, and regularly
reviews management information compiled from the program
operations data submitted to the department by the area agencies.

Criteria

The Code of Federal Regulations, Title 45, Section 1321.11(a) and (b),
requires the department to develop policies for monitoring the
performance of programs and activities initiated to provide supportive
and nutrition services under Title III of the Older Americans Act. The
department's Title III Program Manual, Section D, paragraph 43.1(g)
requires the department to conduct on-site performance evaluations of
the supportive services of the area agencies annually. In addition, the
department's goal is to conduct on-site evaluations of the nutrition
services of area agencies at least every two years.

Recommendation

The department should conduct on-site evaluations of the supportive
services of all area agencies annually and on-site evaluations of the
nutrition services of all area agencies at least every two years.



Department of Alcohol and Drug Programs

Item 1.

Failure To
Adequately Monitor
Cash Reports

We reviewed the Department of Alcohol and Drug Programs’
(department) administration of the U.S. Department of Education grant,
Federal Catalog Number 84.186, and the U.S. Department of Health
and Human Services grants, Federal Catalog Numbers 93.959 and
93.992.

Finding

The department does not have adequate procedures to monitor the cash
balances of subrecipients of the Alcohol and Drug and Mental Health
Services/Substance Abuse Prevention and Treatment (ADMS/SAPT)
block grant and the Drug-Free Schools and Communities—State Grants
(DFSC). During our review of quarterly reports for 33 counties, we
found that 6 of the counties reported cash balances that would last more
than 30 days. Furthermore, we determined that the department did not
withhold or adjust subsequent monthly advances for any of these 6
counties. Finally, we determined that 10 of the counties submitted their
reports late and one report was missing. '

Without adequate procedures to monitor cash balances of subrecipients,
the department cannot be sure that it limits monthly cash advances to
the minimum and immediate needs of the subrecipients. Consequently,
the State may be advancing federal funds to subrecipients before they
need the money. If the department fails to limit cash advances to
minimum and immediate needs, it could jeopardize future advances of
federal grant funds.

The Office of the Auditor General reported similar weaknesses in its
reports for fiscal years 1989-90 through 1991-92. In its May 28, 1992,
response to the fiscal year 1990-91 report, the department indicated that
during fiscal year 1992-93, it would implement procedures for
monitoring subrecipients’ cash balances and for advancing them money
for federally-funded programs.

Criteria

The Code of Federal Regulations, Title 31, Section 205.4 (a), requires
that cash advances to a primary recipient be limited to the minimum
amounts needed and be timed in accord with only the actual, immediate
cash requirements of the recipient. The timing and amount of cash
advances must be as close as is administratively feasible to the actual
disbursements by the recipient for direct program costs and the
proportionate share of any allowable indirect costs. In addition,
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Item 2.
Inadequate

Monitoring of an

Interagency

Agreement for the
Drug Free Schools
and Communities

116

Grant

Section 205.4(e) requires that advances by primary recipients to
subrecipients conform substantially to these same standards of timing
and amount. Finally, the California Government Code, Section 13401,
requires agencies to ensure that a satisfactory system of internal
controls is in place to provide effective accounting control over assets,
liabilities, revenues, and expenditures.

Recommendation

The department should review quarterly cash reports to determine
whether it needs to adjust cash advances to subrecipients so that cash
on hand is limited to amounts required for immediate needs. In
addition, the department should ensure that the subrecipients promptly
submit the quarterly cash reports to the department.

Finding

The department did not adequately monitor its interagency agreement
with the Office of Criminal Justice Planning (OCJP). The interagency
agreement provided funds from the DFSC grant to the OCJP to support
various drug abuse education and prevention programs. During our
review of the payment ledgers for the interagency agreement, we
determined that as of December 1993, more than two months after the
end of the agreement period, approximately $678,000 of the $927,667
that the department advanced to the OCJP was outstanding. After we
notified the department of the outstanding balance, it applied additional
claims that the OCJP submitted to the department for reimbursement to
reduce the outstanding balance; however, as of February 17, 1994, the
outstanding balance still exceeded $369,000. Because the department
did not adequately monitor the interagency agreement, it cannot ensure
that the funds it advanced to the OCJP were limited to its minimum and
immediate cash needs. '

Criteria ,

The interagency agreement requires the OCJP to submit invoices to the
department for services performed under the agreement. In addition,
the interagency agreement requires the OCJP to repay all funds
advanced to it during the contract period. Further, the interagency
agreement states that if the OCJP does not repay the advance prior to
the end of the agreement, the department must take action to recover
the advance. Specifically, the agreement states that during the last three
months of the agreement period, the department must apply all claims
that the OCJP submits for reimbursement to the outstanding balance of
funds advanced to the OCJP. Finally, the Code of Federal Regulations,



Item 3.
Incorrect
Allocation of
Costs for
Audit Services

Title 31, Section 205.4(e), requires that cash advances from primary
recipients to subrecipients be limited to the minimum and immediate
needs of the subrecipient.

Recommendation

The department should monitor its agreements with OCJP to ensure
that either the OCJP repays the department for the funds advanced, or
the department recovers the funds advanced prior to the end of the
agreement period.

Finding

The department did not comply with its cost allocation plan.
Specifically, during our review of the rates used to allocate the costs for
audit services, we determined that the rates in the cost allocation plan
did not match the rates in the department’s accounting system. The
cost allocation plan required the department to allocate the costs for
audit services to six program cost accounts (PCAs) at rates ranging
from 4.038 percent to 30 percent. However, we determined that the
department’s accounting system allocated costs for audit services to
only four of the six PCAs. Further, we determined that the department
allocated 25 percent of the costs for audit services to each of the four
PCAs. Finally, we determined that the four PCAs the department
allocated the costs to were supported with state funds, while the two
PCAs for which the department did not allocate costs were supported
with federal funds. Because audit services benefit both state- and
federally-funded programs, the incorrect allocations resulted in an
overstatement of approximately $14,000 in expenditures of state funds
and, conversely, an understatement of the same amount of expenditures
from the Federal Trust Fund.

Criteria

The Code of Federal Regulations, Title 45, Subtitle A, Part 92,
Section 92.22 and Title 34, Subtitle A, Part 80, Section 80.22 require
that allowable costs be determined by using the cost principles
contained in the Office of Management and Budget (OMB)
Circular A-87. Circular A-87 states that costs should be allocated to
grant programs in accordance with the benefits received.

Recommendation

The department should ensure that administrative costs are allocated in
accordance with federal cost principles as outlined in the OMB
Circular A-87. In addition, the department should allocate
administrative costs in accordance with its own cost allocation plan.

117



Employment Development Department
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Item 1.

No Procedures
To Ensure
Subrecipients
Submit Audit
Reports Within
Required
Timeframes

We reviewed the financial operations and related internal controls of
the Employment Development Department (department) and the
department’s administration of the U.S. Department of Labor grants,
Federal Catalog Numbers 17.207, 17.225, 17.246, and 17.250; and the
U.S. Federal Emergency Management Agency grant, Federal Catalog
Number 83.516.

Finding

The department has not established procedures that outline actions it
will take when subrecipients of the Job Training Partnership Act
(JTPA) grant do not submit audit reports within 13 months after the end
of the State’s fiscal year. The department is responsible for monitoring
the private nonprofit subrecipients of JTPA funds. We selected for
review eight nonprofit subrecipients to see when their audit reports
were submitted. We found that two audit reports have not been
submitted to the department’s audit division and one of the reports was
submitted more than 13 months after the end of the State’s fiscal year.
If the audit division does not receive audit reports within 13 months
after the end of the State’s fiscal year, it may not be notified of major
instances of noncompliance with federal laws and program regulations.
Thus, the department may be delayed in implementing corrective
action.

We reported a similar weakness during our financial audit of fiscal year
1991-92. The department responded that it would prepare written
procedures that outline the steps it will take when a subrecipient does
not submit an audit report within the time requirements established
under federal law.

Criteria :

The Office of Management and Budget (OMB), Circular A-133,
Section 15(i), requires that audit reports be submitted no later than 13
months after the end of the State’s fiscal year.

Recommendation

. The department should ensure that subrecipients submit audit reports

within the federally-required timeframe.



Item 2.
Late Resolution of
Audit Reports

Item 3.

Insufficient
Monitoring of
Subrecipients’ Cash
Balances

Finding

In fiscal year 1992-93, for 5 of the 72 JTPA subgrantees’ audit reports,
the department did not issue audit resolution final determination letters
within six months after the department’s audit division received the
final audit report.  Failure to resolve questioned costs and
administrative findings can result in additional questioned costs if the
subgrantees do not correct deficiencies in their internal controls within
a reasonable time.

The Office of the Auditor General reported a similar weakness during
its financial audits for the eight previous fiscal years. In fiscal year
1991-92, we saw improvement in the number of audit reports resolved
late. For fiscal year 1991-92, the department was late in resolving 11 of
81 audit reports.

Criteria

OMB Circular A-128, Section 14, and Circular A-133, Section 16(b),
require the department to make an audit resolution determination within
six months after receipt of the audit report and to proceed with
corrective action as soon as possible.

Recommendation
The department should continue its efforts to reduce delays in the
resolution of audits so it can resolve questioned costs and
administrative findings in all subgrantees’ audit reports within the
required timeframe.

Finding

The department does not have documentation to show that it properly
monitored the cash balances of its JTPA program subrecipients.
Although the department requires its subrecipients to submit monthly
status of cash reports, we identified the following weaknesses:

e The Fiscal Programs Division (FPD) did not always follow its own
procedures when there was a problem with the monthly status of
cash reports. The FPD’s procedures require that monthly reports
from subrecipients that show excess cash be forwarded to the Job
Training Partnership Division (JTPD) for further action. For two of
the 24 cases we reviewed, the FPD did not forward the reports with
excess cash to the JTPD for further action. In addition, if the FPD
forwards a case to the JTPD for follow-up and the FPD does not
receive a response from the JTPD within 30 days, the FPD’s
procedures require it to communicate with the JTPD to determine
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the status of the case. Four of the 24 cases we reviewed were
forwarded to the JTPD for follow-up. However, JTPD did not take
any action for 6 to 13 months after receiving the cases from FPD.
When JTPD followed-up on the cases, it was able to determine that
no excess cash problems existed.

e The JTPD does not have a system to ensure proper action is taken
when monthly status of cash reports are referred to them by the
FPD. In addition, the JTPD does not maintain records indicating
which monthly status of cash reports were received from the FPD.
Therefore, the JTPD is unable to adequately monitor the status of
these reports.

e The JTPD does not enforce its requirement that subrecipients
maintain interest-bearing accounts for JTPA funds and remit
interest earnings quarterly to the department. According to a list
provided by the department, only 33 of the 52 subrecipients
maintain JTPA funds in interest-bearing accounts and remit them to
the department. Since the amount of interest that these 33
subrecipients submitted to the department for fiscal year 1992-93
totaled approximately $100,000, it appears that the interest earnings
not remitted by the other 19 subrecipients could be significant.

We reported similar weaknesses during our financial audit of fiscal year
1991-92. The department responded that the FPD is developing
procedures to ensure that subrecipients are contacted to resolve
incorrect monthly status of cash reports. In addition, the JTPD is
developing a tracking system to follow the resolution of excess cash
reviews. Further, the department responded that it is reviewing the
requirement that subrecipients maintain JTPA funds in separate
interest-bearing accounts.

Criteria

The Code of Federal Regulations, Title 31, Section 205.4(a), requires
that cash advances to primary recipients be limited to minimum
amounts needed and be timed in accordance with the actual, immediate
cash requirements of the recipient in carrying out the purpose of the
approved program or project. The Code of Federal Regulations,
Title 31, Section 205.4(e), requires that advances made to secondary
recipients are to conform substantially to the same standards of timing
and amounts as apply to federal advances to primary recipients.



Item 4.

Relevant Sections
of Federal
Expenditure
Report Do Not
Reconcile

The FPD’s Monthly Status of Cash Review Procedures require that the
FPD refer excess cash problems to the JTPD. Furthermore, if the FPD
does not receive a response from the JTPD within 30 days regarding the
resolution of the problem, the FPD is required to follow-up with the
JTPD.

The Job Training Partnership Act, Directive 86-5, requires that all
subrecipients shall account for interest earned on advances of JTPA
funds separately, maintain an interest-bearing account, and remit the
interest earnings to the department quarterly.

Recommendation

The department should improve its compliance with the federal
requirements and its own established procedures. Also, the department
should develop a system to monitor the status of these reports. Finally,
for fiscal year 1992-93, the department should determine if any of the
subrecipients not remitting interest, earned interest income on JTPA
funds and collect the interest from the subrecipients.

Finding .

Throughout fiscal year 1992-93, the department did not properly
reconcile or explain two sections of its quarterly report showing the
expenditures of federal funds for unemployment compensation paid to
federal employees and ex-service members. For example, for the
quarter ending June 30, 1993, the difference between the two sections
totaled more than $2 million. Further, the department did not explain
the difference as required in the report.

The quarterly report is a summary of expenditures: charged to federal
unemployment programs for unemployment compensation paid to
federal employees and ex-service members. Section A of the report
summarizes total expenditures charged to the federal agencies for the
quarter. Section B should provide detail of the same total, broken down
by charges to each individual civilian and military agency for the
quarter. Therefore, the total of the expenditures reported in Section A
should equal the total expenditures reported in Section B. In
November 1992, the department expected its completion of a new data
processing- system to resolve reconciliation problems. The new data
processing system was completed; however, it did not resolve the
problem. Failure to properly assign expenditures in the federal report
may result in overcharges or undercharges to certain federal agencies.
In addition, charges not properly assigned to federal agencies may
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Item S.
Noncompliance
With Prompt
Payment
Standards for
Unemployment
Benefits

affect the cash solvency of the federal fund that reimburses the State for
unemployment compensation benefits paid to federal employees and
ex-service members.

We reported a similar weakness during our financial audit of fiscal year
1991-92. The department responded that a work group will develop
procedures to identify expected differences between Section A and
Section B. '

Criteria

The United States Department of Labor’s Employment Security
Manual, Part V, Section 9336(D)(3), requires that the report totals
assigned to federal agencies in Section A be equal to the totals
generated from the assigned charges in Section B.

Recommendation

The department should proceed with its work group so that it can
submit its report free of any differences between the two sections of the
report. Until the report is reconciled, the department should identify the
reason for any differences in the report.

Finding :

For the 12 months ending March 31, 1993, the department did not
comply with federal prompt payment standards for first-time payments
of unemployment benefits for interstate claims. On average, the
department promptly paid only 47 percent of first-time unemployment
benefit payments for all interstate claims. The federal prompt payment
standard is 70 percent.

We reported a similar weakness during our financial audit of fiscal year
1991-92. The department responded that it was conducting weekly
meetings to identify problems and to ensure that first-time payment
requirements are met.

Criteria

The Code of Federal Regulations, Title 20, Section 640.5, requires that,
on an annual basis, the State must pay at least 70 percent of all
first-time interstate claims within 14 days following the end of the first
compensable week of unemployment.



Item 6.
Noncompliance
With Certain State
and Department
Requirements

Recommendation
The department should ensure that first-time unemployment benefit
payments are made promptly in compliance with federal regulations.

Finding and Criteria
In the following instances, the department did not always comply with
administrative requirements of the State and department:

e In one of the two Wagner-Peyser contracts reviewed for the
Employment Service Program, the department did not comply with
contract provisions. Although total contract expenditures did not
exceed the contract balance, two line items of expense exceeded the
amount allowable by $1,780. Contract provisions require a contract
amendment when line items of expense exceed the allocation by
more than 10 percent.

e For 2 of the 32 unemployment insurance benefit payments we
reviewed, the department could not locate the Continued Claim
Form. As a result, we could not compare the endorsement on the
warrant with the claimant’s signature on the Continued Claim Form.
In addition, we could not determine if the claimant signed the
Continued Claim Form on or after the applicable week ending date.
The State Administrative Manual, Section 1667, describes record
retention criteria.

Although individually these instances of noncompliance may appear to
be insignificant, they do represent noncompliance with state regulations
and noncompliance with department regulations, which are designed to
protect the public’s resources from abuse.

Recommendation

The department should improve its compliance with each of the state
and department requirements.
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Health and Welfare Agency Data Center

Item 1.

Possible Liability

124

to the Federal
Government

We reviewed the financial operations and related internal controls of
the Health and Welfare Agency Data Center (data center).

Finding

The data center has a possible liability to the federal government
estimated to be as much as $8.6 million for profits it has accumulated
in its Health and Welfare Agency Data Center Revolving Fund
(revolving fund) between July 1, 1984, and June 30, 1993. The data
center’s revolving fund is an internal service fund that accounts for
centralized electronic data processing services to state agencies. The
data center has charged these agencies more than its costs for providing
services. In turn, state agencies have passed these charges on to federal
programs. The revolving fund accumulates profits when the data
center’s charges for services exceed its costs. Federal regulations
prohibit the State from charging federal programs for more than its
costs.

In 1984, the federal Department of Health and Human Services
(DHHS) audited the State’s rate-setting methods for internal service
funds. As a result of the audit, the State was required to refund to the
federal government approximately $14.9 million of the profits
accumulated in internal service funds. This amount represented the
federal share of profits accumulated in five of the State’s internal
service funds from July 1, 1969, to June 30, 1984. The federal DHHS
and the state Department of Finance agreed that 57.8 percent of the
revolving fund’s accumulated profits of approximately $5.1 million at
June 30, 1984, resulted from charges to federal programs and, thus, the
revolving fund owed the federal government approximately $3 million.

Currently, the federal DHHS is conducting an audit of the State’s
rate-setting methods for internal service funds for the period July 1,
1984, through June 30, 1991. As of April 30, 1994, the federal DHHS
has not issued its final audit report.

In 1992, the data center estimated the federal share of accumulated
profits to be approximately 38 percent of accumulated profits. We did
not verify the accuracy of the estimate. Using the same ratio of
38 percent, we estimate that, under current federal regulations, the State
may owe the federal government approximately $8.6 million.



However, an October 1988 proposed amendment to the federal Office
of Management and Budget (OMB) Circular A-87, would allow state
agencies a reasonable working capital reserve of 60 days’ worth of cash
expenditures. This amendment, if approved, may further reduce the
liability to the federal government.

During our audit, we found that the federal DHHS Division of Cost
Allocation authorized a request from the State of Oregon to retain a
60-day working capital reserve, even though the revisions to OMB
Circular A-87 have not been finalized. In January 1994, the State of
California requested a similar authorization to retain a working capital
reserve of 60 days’ worth of cash expenditures. However, according to
correspondence dated May 6, 1994, the federal DHHS Division of Cost
Allocation will not respond to the State’s request until the current
federal audit is completed.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92 and the Office of the Auditor General
reported a similar finding during its audits for the fiscal years 1988-89
through 1990-91. The state auditor and the auditor general
recommended that the Department of Finance ensure state agencies
comply with federal regulations. In his response of December 24,
1993, the director of the Department of Finance stated that, in some
cases, state laws and regulations differ from those of the federal
government and that the State is working with the federal government
to minimize the differences. He stated that guidelines will be
developed as soon as such differences are resolved. ’

Criteria

OMB Circular A-87, “Cost Principles for State and Local
Governments,” does not allow the State to charge federal programs for
amounts that exceed costs. In addition, the California Government
Code, Section 13070, provides the Department of Finance with general
powers of supervision over all matters concerning the financial and
business policies of the State.

Recommendation

The data center should comply with OMB Circular A-87 when
establishing billing rates for charges to state agencies receiving federal
support. Further, the Department of Finance should ensure that the data
center complies with federal regulations. For example, compliance
could be ensured by developing guidelines for the data center and state
agencies receiving services from the data center. In addition, the
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Department of Finance should monitor the proposed amendment to
OMB Circular A-87 to determine the effects the amendment may have
on state charges to federal programs.
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Department of Health Services

Item 1.
Inaccurate
Financial Reports

We reviewed the financial operations and related internal controls of
the Department of Health Services (department) and the department’s
administration of the U.S. Department of Agriculture grant, Federal
Catalog Number 10.557, and the U.S. Department of Health and
Human Services grants, Federal Catalog Numbers 93.566 (formerly
93.026), 93.778, and 93.994.

Finding

The department did not accurately prepare its financial reports for fiscal
year 1992-93 for its General Fund, Cigarette and Tobacco Products
Surtax Fund—Health Education account, and Health Care Deposit Fund.
During our audit, we noted the following conditions:

e The department did not accrue all receivables due to its Health Care
Deposit Fund at June 30, 1993. In addition, the department did not
analyze its accounts receivable balance to identify the amounts it
expected to collect in the ensuing 12 months. Because it did not
properly accrue and analyze its receivables, the department
understated its accounts receivable and overstated its expenditure
balances by approximately $118 million.

e The department did not accurately analyze and report its
encumbrances at June 30, 1993, in two departmental funds for
which we reviewed encumbrances. Encumbrances represent goods
and services ordered but not received by June 30. For its General
Fund and Cigarette and Tobacco Products Surtax Fund-Health
Education Account, the department overstated its encumbrances by
more than $20 million and $4.9 million, respectively.

e The department also understated its due to other governments and
expenditure accounts in its General Fund because it did not accrue
approximately $2.8 million for the AIDS Drug Assistance program.
Additionally, the department overstated these same accounts by
approximately $2.5 million because it accrued invoices that had
already been paid.
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Item 2.
Unamended
Indirect Charges

o Finally, the department incorrectly included claims that had already
been paid in its General Fund revolving fund adjusting entry at year
end. As a result, the department understated its cash and claims
filed accounts by approximately $495,000.

Failure to accurately analyze and report financial information submitted
to the State Controller’s Office reduces the ability of the State
Controller’s Office to prepare the State’s financial statements
accurately and in accordance with generally accepted accounting
principles.

The Bureau of State Audits reported a similar weakness during its audit
for fiscal year 1991-92.

Criteria

The State Administrative Manual, Section 8776.2, requires the
department to record as valid receivables all receivables which are due
and payable and, at June 30, to accrue those abatements that were not
previously billed or accrued but which are expected to be collected
within the ensuing year. Section 10544 requires agencies to analyze
their encumbrances to determine which are valid as of June 30 of each
fiscal year. Additionally, Section 10544 also requires agencies to
record all valid obligations and expenditures at June 30 that had not
been otherwise recorded by that date. 'Finally, the California
Government Code, Section 13403(a)(3), states that the elements of a
satisfactory system of internal accounting and administrative control
should include, but are not limited to, a system of authorization and
recordkeeping procedures that effectively control assets, liabilities,
revenues, and expenditures.

Recommendation
The department should ensure that its financial reports are complete
and accurate.

Finding

For fiscal year 1991-92, the Bureau of State Audits reported that the
department had submitted a Cost Allocation Plan (CAP) to the federal
Department of Health and Human Services for its approval. Although
the CAP was rejected, the department allocated its indirect costs to its
federal programs for fiscal year 1991-92 and 1992-93 based on the
CAP. Subsequent to the audit, in October 1993, the department did
submit and receive approval of an Indirect Cost Rate Proposal (ICRP)
for fiscal year 1991-92 and, in April 1994, approval of its 1992-93



Item 3.
Weaknesses In
Controls Over

Receivables

ICRP. However, during our audit for fiscal year 1992-93, we saw little
evidence that the department had amended indirect charges to agree
with the approved rates included in the ICRP. According to the Chief
of the Accounting Section, the department plans to adjust the indirect
costs charged for the fiscal years 1991-92 and 1992-93 at the closeout
of each federal program, when possible, to agree with rates in the
approved ICRP.

Criteria

The federal Office of Management and Budget (OMB) Circular A-87,
requires the department to prepare a plan for the allocation of costs
required to support the distribution of any joint costs related to the
grant program. Circular A-87 also states that the department’s
cognizant federal agency will approve the allocation plan.

Recommendation
The department should ensure that it adjusts its indirect costs for each
federal program to agree with the rates approved in the ICRP.

Finding

The department did not follow procedures that the State Administrative
Manual requires to account for and collect receivables related to the
Medicaid Drug Rebate Program. According to the department’s
records at June 30, 1993, these receivables totaled approximately
$239 million. We found the following specific deficiencies:

e The department did not maintain appropriate separation of duties.
The employee who mailed the invoices and recorded the invoiced
amounts in the accounts receivable ledger also received, deposited,
and recorded the invoiced remittances. Failure to maintain proper
separation of duties can result in errors and irregularities that may
go undetected.

e The department did not have policies or procedures for monitoring
and collecting accounts receivable. Without adequate procedures
for monitoring and collecting accounts receivable, the department
increases the risk that some receivables will become uncollectible.

e The department did not perform a monthly reconciliation between
the subsidiary accounts receivable ledger and the general ledger
account. Without properly prepared reconciliations, the department
lacks assurance that the transactions have been properly recorded
and that the financial records are complete.
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Item 4.
Insufficient
Monitoring of
Audit Reports
for Nonprofit
Subrecipients

The Bureau of State Audits reported a similar weakness in its audit for
fiscal year 1991-92. '

In March 1993, in a response to the department’s Internal Audit
Division, and again in November 1993, in response to an audit report
submitted by federal auditors, the department agreed with similar
findings and stated that the establishment of an effective and proper
accounts receivable system was a department priority. The department
has begun to implement proper accounts receivable procedures related
to the Drug Rebate Program. The department increased staff which
allowed for better separation of duties. Currently, the department is
beginning to monitor and investigate long-outstanding receivables, in
addition to reconciling the subsidiary accounts to the general ledger.

Criteria

The California Government Code, Sections 13402 and 13403, requires
agencies to ensure that a satisfactory system of internal accounting and
administrative control, including a system of authorization and
recordkeeping procedures, is in place to provide effective accounting
control over assets, liabilities, revenues, and expenditures. More
specifically, the State Administrative Manual, Section 8080, states that,
preferably, no books of original entry concerning cash receipts, cash
disbursements, or invoices should be kept by employees assigned to
receive and deposit remittances. Additionally, Section 7800 requires
subsidiary ledgers to be reconciled with the general ledger each month.
Finally, Section 8776.6 states that each department will develop
collection procedures that will assure prompt follow-up on receivables.

Recommendation

The department should continue to develop and implement a
comprehensive policy for monitoring and collecting accounts
receivable.

Finding

The department did not sufficiently monitor the audit reports of
nonprofit subrecipients participating in the Maternal and Child Health
Services Block Grant program. We selected for review 24 audit reports
that subrecipients should have submitted to the department and found
the following:

o The department was not able to provide us with nine of the audit
reports we selected for review. Of the 14 audit reports it did submit
to us, none were submitted within the department’s contractual



deadline and only 12 were submitted within the federal deadlines.
The remaining one nonprofit subrecipient that had not submitted an
audit report was granted an extension. Without these audit reports,
the department lacks assurance that the nonprofit subrecipients are
complying with federal laws and regulations.

o The data base list the department uses to monitor the receipt of the
required reports for the grant is incomplete. The list did not include
seven nonprofit subrecipients. As a result, we could not conclude
that the department properly monitored the receipt of the required

reports.

o The department did not review 12 of the 14 reports it had received
within the required six months. Without prompt review of the
reports, the department cannot ensure that it resolves audit findings
within the required time frame.

The Bureau of State Audits reported a similar weakness regarding the
late submission of audit reports during the audit for fiscal year 1991-92,
and the Office of the Auditor General reported a similar weakness
during its audits for fiscal years 1989-90 and 1990-91.

Criteria

The contractual agreements between the State and nonprofit
subrecipients establish a deadline of 5 months and 15 days after the
end of the subrecipient’s fiscal year for the submission of the required
audit reports. OMB Circular A-133, which describes audit
requirements for nonprofit agencies, requires the State to ensure that its
nonprofit subrecipients submit audit reports no later than 13 months
after the end of the subrecipients’ fiscal year. Circular A-133 also
requires the State to resolve audit findings within six months after the
receipt of the report.

Recommendation

The department should ensure that nonprofit subrecipients promptly
submit the required audit reports and correct any deficiencies the audit
reports identify. Furthermore, the department should promptly review
the audit reports in order to ensure that the audit findings are resolved
within six months after receipt of the report.
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Item S.

Food Vouchers
Issued to
Unauthorized
Vendors

Finding

The department cannot document that it adequately notifies local
agencies who receive federal Special Supplemental Food Program for
Women, Infants, and Children (WIC) monies of unauthorized vendors
and that local agencies return any unauthorized vendor cards. For 11 of
13 unauthorized vendors tested, we found that the department could not
provide us with evidence that it notified the appropriate local agencies
that these vendors were no longer authorized to participate in the WIC
program. As a result, the local agencies continued to issue food
vouchers for these unauthorized vendors. For the remaining two
unauthorized vendors, the department did have evidence it notified the
local agencies. However, for one of these two vendors, the department
notified the local agency of the agreement expiration in a letter dated
November 2, 1989, yet the local agency continued to issue vouchers for
this vendor through October 1992. If the department does not notify
the local agencies that a vendor is no longer authorized to participate in
the WIC program and ensure that the local agencies return unauthorized
vendor cards, the local agencies may continue to issue food vouchers
for unauthorized vendors.

According to the Chief of the Vendor Management Section, in
January 1994, staff was assigned to reconcile the vendor cards assigned
to the local agencies with the WIC system and to consult with local
agencies to correct any errors. As a result of this reconciliation, the
department is issuing new vendor cards or is requesting that the local
agencies return vendor cards. Additionally, the department is now
issuing letters advising the local agencies to return the vendor cards as
unauthorized vendors are identified. @ The department has also
implemented a new system for tracking the vendor cards.

Criteria

The Code of Federal Regulations, Title 7, Section 246.12(e) and (f),
requires that only vendors authorized by the state agency may redeem
food instruments and the state agency shall ensure that all participating
food vendors have written contracts or agreements with the State. In
addition, the WIC state plan states that the department will notify local
agencies of the vendors deleted from the WIC program.

Recommendation

The department should ensure that it notifies local agencies of all
unauthorized vendors and that local agencies return any unauthorized
vendor cards.



Item 6.
Lack of Site
Reviews

Item 7.

Food Vouchers
Not Reconciled
Promptly

Finding

The department did not conduct all required biennial site reviews for
the administration of its WIC program. Specifically, the department
did not conduct biennial site reviews during the two years ending
September 30, 1993, for 26 of approximately 80 local agencies. In
addition, the department had not finalized or issued a review letter as of
November 15, 1993, for three of four site reviews completed during
fiscal year 1992-93 that we chose to review. Without such site visits,
which include reviews to determine whether the local agencies provide
appropriate nutrition assessments, the department lacks assurance that
the local agencies are complying with requirements of the WIC
program. The Bureau of State Audits reported a similar weakness
during the audit for fiscal year 1991-92.

Criteria

The Code of Federal Regulations, Title 7, Section 246.6(b), states that
local agencies providing WIC services should meet specific
requirements in dispensing services to beneficiaries. As part of the
department’s procedures to ensure that local agencies meet these
requirements, the California State Plan for operation of the Special
Supplemental Food Program for Women, Infants, and Children requires
the department to conduct a biennial site review at each local agency.
Additionally, the WIC program manual, Section 150-10, states that the
review process will include an evaluation of nutrition assessment and
that a review letter will be issued upon completion of the site review to
notify the local agency of any areas of noncompliance. The program
manual also states that the local agency then has 60 days to respond,
detailing the corrective action taken or planned, as a result of the
review.

Recommendation
The department should complete the required site reviews of local
agencies.

Finding

For the first eight months of fiscal year 1992-93, the department
reconciled 99 percent of the food vouchers it issued with the food
vouchers participants redeemed through the WIC program by the
required timelines. The department is required to complete the
reconciliation within 150 days of the first day of authorized use.
However, the department was late in reconciling 34 percent of the food
vouchers for March 1993 and 99 percent of the food vouchers for the
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Item 8.
Suspension of
Procedures for
Detecting and
Resolving Dual
Enrollment

remaining three months of the fiscal year. Failure to promptly
reconcile the vouchers may delay detection of irregularities such as
redemption of fraudulent food vouchers.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during its audits for fiscal years 1987-88
through 1990-91. According to the Chief of the WIC Supplemental
Food Branch, the department is currently developing a new automated
system that includes ensuring the timely reconciliation of food
vouchers. As a result of the automation effort, the department expects
the reconciliation process to require significantly less than 120 days.
The department plans to implement the new system beginning
July 1994, with 40 percent of the WIC caseload to be converted by
October 1, 1994, and 100 percent by January 1996.

Criteria

The Code of Federal Regulations, Title 7, Section 246.12(n)(1),
requires the department to reconcile the food vouchers it issued with
the food vouchers redeemed by participants within 150 days of the first
date of authorized use.

Recommendation _
The department should continue its efforts to reconcile the food
vouchers it issued with the food vouchers redeemed by participants
within the required timelines.

Finding

In July 1987, the department suspended its procedures for detecting
dual enrollment in the WIC program because the procedures did not
operate as intended and produced inaccurate reports. These reports
were intended to detect WIC participants who may have enrolled at
more than one location. The department’s failure to produce accurate
reports reduced its ability to detect and resolve participant abuses.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during its audits for fiscal years 1987-88
through 1990-91. According to the Chief of the WIC Supplemental
Food Branch, the new automated system described in Item 7 will-
include a mechanism for detecting dual participation and will be fully
implemented by January 1996.



Item 9.
Improper Cash
Management

Item 10.
Noncompliance
With Certain
Federal and State
Requirements

Criteria
The Code of Federal Regulations, Title 7, Section 246.7(k), requires the
department to detect instances of dual participation.

Recommendation
The department should continue its efforts to establish reliable
procedures to detect instances of dual participation.

Finding

The department maintained a balance of federal funds for the WIC
program that exceeded the department’s immediate cash needs. For
example, in January 1993, the department requested approximately
$2.5 million more of federal funds than it needed to pay administrative
costs. A combination of similar requests for funds resulted in the
department returning to the federal government excess funds totaling
approximately $10.3 million for the fiscal year 1992-93 grant award.
The department returned these funds by offsetting federal draws in the
month of February 1994. This condition exists because the department
did not prepare periodic reconciliations that compared actual
expenditures with the federal funds received until the closeout of the
grant in February 1994. After the department identified this as a
problem, accounting staff began preparing a monthly reconciliation for
its fiscal year 1993-94 grant award.

Criteria

The Code of Federal Regulations, Title 31, Section 205.4(a), requires
that cash advances be as close as administratively feasible to the actual
disbursement by the recipient organization.

Recommendation
The department should ensure that its requests for federal funds are
limited to its immediate cash needs.

Finding and Criteria
In the following instances, the department did not always comply with
administrative requirements of the federal government:

e For 2 of 13 claims that we reviewed for the federal Maternal and
Child Health Services Block Grant, the department held the related
grant funds of $139,120 and $89,891 for 21 and 70 days,
respectively, before disbursing to subrecipients. The Code of
Federal Regulations, Title 31, Section 205.4(a), requires that cash
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advances be as close as administratively feasible to the actual
disbursement by the recipient organization. This section also
stipulates that the timing and amount of cash advances be as close
as administratively feasible to the actual disbursement by the
recipient organization.

The department’s final request for advance or reimbursement report
dated June 7, 1993, for the WIC program for the federal fiscal year
ended September 30, 1992, did not reconcile to the accounting
records.  Specifically, the department reported approximately
$2,000 more in expenditures for food than it recorded in its
accounting records. In total, the department reported approximately
$195 million in expenditures for food for this fiscal year. The Code
of Federal Regulations, Title 7, Section 246.13(c), requires the
department to maintain records that adequately identify the source
and use of funds spent for program activities. Further, the State
Administrative Manual, Section 20014, requires agencies receiving
federal funds to reconcile federal financial reports with the official
accounting records. '

The federal financial status reports for the Refugee and Entrant
Assistance-State Administered programs for fiscal year 1992-93,
did not reconcile with the official accounting records. Specifically,
the department reported approximately $2,000 less in expenditures
than it recorded in its accounting records. In total, the department
reported approximately $27.9 million in expenditures for this
federal program. The Code of Federal Regulations, Title 45,
Section 74.73(a) and (b) requires the department to prepare
financial status reports that indicate the amount of grant funds
received and spent. The State Administrative Manual,
Section 20014, requires agencies receiving federal funds to
reconcile federal financial reports with the official accounting
records.

During the months of January through September 1993, the
department’s documentation of the physical inventory count of food
vouchers for the WIC program indicates that the count was
conducted by only one warehouse employee. The documentation
contains. no evidence that a second, independent person assisted in
completing or verifying the inventory count. The Code of Federal
Regulations, Title 7, Section 246.12(1), requires the department to
ensure the secure storage of unissued food instruments. The WIC
Program Manual, Section 3-49, requires that warehouse staff and an
independent employee conduct an inventory of the vouchers in
stock in the WIC warehouse.



e Of 40 automated Medi-Cal payments we tested, the department was
not able to provide us with an assessment form for one payment
totaling approximately $70 made to a provider for the Child Health
and Disability Prevention program. The assessment form acts as
the invoice for this program. As a result, we were not able to
determine the appropriateness of the payment nor whether the
payment was federally reimbursed. The State Administrative
Manual, Section 8422.1, requires state agencies to retain a copy of
each invoice.

Although individually these deviations may appear to be insignificant,
they do represent noncompliance with federal and state regulations
which are designed to protect the public’s resources from abuse.

Recommendation

The department should improve its compliance with federal and state
requirements.
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Department of Mental Health

Cost Reports Not

Item 1.

Always Obtained

138

From Counties

We reviewed the Department of Mental Health’s (department)
administration of the U.S. Department of Health and Human Services
grants, Federal Catalog Numbers 93.778 and 93.992.

Finding

During our review of the department’s final allocation summary for
fiscal year 1992-93, we determined that of the 54 counties participating
in the Alcohol and Drug Abuse and Mental Health Services Block
Grant (block grant), 10 failed to submit a final cost report to the
department. The final cost report is an annual report of expenditures,
due after the close of the reporting fiscal year. In addition, we
determined that 4 of the 10 counties did not submit any quarterly cost
reports during the fiscal year. We also determined that 2 of the 10
counties failed to submit at least one quarterly cost report during the
fiscal year. Finally, we noted that one county that did submit a final
cost report had not submitted any quarterly cost reports.

Late or unsubmitted reports limit the department’s ability to monitor
the expenditure of block grant funds. As a result, the department
cannot ensure that block grant funds are being used for their intended

purpose.

Criteria

The State Administrative Manual, Section 8760, requires all grant
recipients of block grant funds to submit quarterly reports to the
administering department within 20 days of the end of each quarter. In
addition, the department’s Final Allocation and Cost Report Policy for
fiscal year 1992-93 states that counties must submit their final cost
reports to the department by January 30, 1994.

Recommendation
The department should ensure that counties submit their quarterly and
final cost reports by the required due dates.



Item 2.
Failure To
Adequately
Monitor Cash
Reports

Finding

The department does not adequately monitor the cash balances of
subrecipients of the Alcohol and Drug Abuse and Mental Health
Services block grant. During our review of quarterly reports that 10
counties submitted to the department, we noted that 4 of the counties
had cash balances that exceeded expenditure levels by more than
15 percent. Furthermore, one of the 4 counties had a cash balance that
exceeded its expenditure level by more than 140 percent. Finally, we
determined that the department did not withhold or adjust subsequent
monthly advances for any of these 4 counties.

The department advances 1/12th of the county’s yearly allocation each
month. To monitor cash on hand, the department receives quarterly
cash reports; if cash on hand exceeds 15 percent of the county’s
expenditure level, future advances should be adjusted. However, the
department does not appear to be following its own procedures. The
department’s procedures are designed to limit cash balances of
subrecipients. By not following these procedures, the department does
not ensure that it limits monthly cash advances to the minimum and
immediate needs of the subrecipients. Consequently, the State may be
advancing federal funds to subrecipients before they need the funds. If
the department fails to limit cash advances to subrecipients’ minimum
and immediate needs, it could jeopardize future advances of block grant
funds.

Criteria _
The Code of Federal Regulations, Title 31, Section 205.4(a), requires
that cash advances to a primary recipient be limited to the minimum
amounts needed and be timed in accord with only the actual, immediate
cash requirements of the recipient. In addition, Section 205.4(e)
requires that advances by primary recipients to subrecipients conform
substantially to those same standards of timing and amount. Finally,
the California Government Code, Section 13401, requires agencies to
ensure that a satisfactory system of internal controls is in place to
provide effective accounting control over assets, liabilities, revenues,
and expenditures.

Recommendation

The department should review quarterly cash reports to determine
whether it needs to adjust cash advances to subrecipients so that cash
on hand is limited to amounts required for immediate needs.
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Item 3.

Failure To
Comply With
the Drug-Free
Workplace Act

Finding

The department is not complying with the Drug-Free Workplace ‘Act
(act). During our review, we interviewed 10 employees engaged in the
performance of the block grant and determined that 6 had not received
a copy of the department’s drug-free workplace policy. Furthermore,
we determined that 3 of the 6 employees are supervisors. Failure to
comply with the act could jeopardize future receipt of block grant
funds.

Criteria

The Drug-Free Workplace Act of 1988 requires grantees to publish a
policy notifying employees that the unlawful manufacture, distribution,
dispensing, possession, or use of a controlled substance is prohibited in
the grantee’s workplace, and specifying the actions that will be taken
against the employees for violation of such prohibition. In addition, the
act requires grantees to give each employee engaged in the performance
of the grant a copy of the policy.

Recommendation

The department should ensure that each employee engaged in the
performance of the block grant receives a copy of the department’s
drug-free workplace policy.



Department of Social Services

Item 1.
Inaccurate
Reporting of
Time Charges
for the Social
Security
Disability
Insurance
Program

We reviewed the financial operations and related internal controls of
the Department of Social Services (department) and the department’s
administration of the U.S. Department of Agriculture grants, Federal
Catalog Numbers 10.551 and 10.561; the U.S. Federal Emergency
Management Agency grant, Federal Catalog Number 83.516; and the
U.S. Department of Health and Human Services grants, Federal Catalog
Numbers 93.560 (formerly 93.020), 93.561 (formerly 93.021), 93.563
(formerly 93.023), 93.566 (formerly 93.026), 93.645, 93.658, 93.659,
93.667, and 93.802.

Finding

The department did not accurately report to the federal government the
time charged by department personnel for the Social Security Disability
Insurance program. Specifically, during our review of the quarter
ended March 31, 1993, we noted the following:

e The department understated the employee time charges for the
Social Security Disability program reported on the quarterly federal
report by approximately 1,200 hours.

e For 3 of the 16 employee time reports that we reviewed, the
department did not include eleven hours of employee leave on the
attendance report that was identified on the related employee
absence report. Additionally, for another employee, the department
was unable to provide support for 36 hours of leave reported on the
attendance report.

Criteria

The Code of Federal Regulations, Title 20, Section 404.1625, requires
the department to maintain the records and reports relating to the
administration of the disability programs. In addition, the State
Administrative Manual, Section 8539, requires that state agencies
maintain complete records of attendance and absences for each
employee during each pay period.

Recommendation

The department should ensure that adequate support is maintained for
reporting time charges and that time charges are accurately reported on
the quarterly federal financial reports.
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Federal Financial

Reports Not

Reconciled with

Accounting
Records

Item 3.
Noncompliance

With Additional
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Federal
Requirements

Finding

The department did not reconcile its federal financial reports prepared
during fiscal year 1992-93 with the departmental accounting records.
Failure to reconcile federal financial reports with the accounting
records can result in misstatements of claims that may go undetected.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness during its audits for fiscal years 1985-86
through 1990-91. In its response, the department stated that it is in the
process of developing an automated process designed to ensure that the
data contained in federal reports are consistent with the accounting
records maintained in the California State Accounting and Reporting
System. Although the department estimated that the process would be
completed by July 1, 1993, the process has not been completed as of
April 1994.

Criteria

The Office of Management and Budget, Circular A-102 Revised,
Subpart C, paragraph 883(b)(1), requires that grantees provide accurate,
current, and complete disclosure of each grant program. Further, the
State Administrative Manual, Section 20014, requires agencies
receiving federal funds to reconcile federal financial reports with the
official accounting records and retain all supporting schedules and
worksheets for a minimum of three years.

Recommendation

The department should implement a reconciliation system so that it can
reconcile its federal financial reports with departmental accounting
records.

Finding
We noted the following instances when the department did not always
comply with the requirements of the federal government.

e The department understated the federal and state shares of
expenditures by approximately $4,000 for the Job Opportunities
and Basic Skills (JOBS) Training program for the quarter ended
March 31, 1993. Specifically, the department did not report
expenditures that exceeded the allowable limit for expenditures
funded by the federal government at a 90 percent rate. Further, the
department should have reported these costs as expenditures funded
by the federal government at a 50 and 60 percent rate since they



were legitimately covered by those funding rates. The Code of
Federal Regulations, Section 250.73(b), states that the federal
government’s share of JOBS expenditures will be 60 percent and
50 percent for certain support costs.

The department overstated the cash on hand balance for the federal
Family Support Payments to States—Assistance Payments program
for the quarter ending June 30, 1993, by approximately $7,100.
The Code of Federal Regulations, Title 45, Section 74.61(a),
requires that accurate, current, and complete disclosure of the
financial results of each project or program shall be made in
accordance with the financial reporting requirements of the grant.

The department does not always ensure that counties properly
review and maintain timesheets that are used as a basis for payment
for In-Home Support Services (IHSS) providers. Specifically, 3 of
the 20 provider timesheets we tested did not total to the correct
number of hours. According to an IHSS policy analyst, although
individuals may have been paid for more hours than the total of
their reported daily hours worked, the electronic data processing
system that processes these payments has an edit which ensures that
individuals are not paid more than the total hours of service
authorized for the IHSS recipient. Additionally, three of the 20
provider timesheets that we requested from the counties could not
be located. The Office of Management and Budget, Circular A-102
Revised, Subpart C, paragraph 883A(b)(6), requires that the
department and counties maintain accounting records that are
supported by source documents.

The department completed only seven pages of the ten-page
quarterly statement of expenditures for the Foster Care-Title IV-E
program.  Revised federal reporting instructions from the
Administration for Children, Youth, and Families indicate the
information to be included on the quarterly statements of
expenditures. Since June 30, 1990, the department has been
required to submit a ten-page quarterly statement of expenditures.
Previously, the department was only required to submit a two-page
report. The federal Department of Health and Human Services
estimated that the revised statement could be completed in
approximately 25 hours. However, in a letter submitted to the
federal government on May 14, 1990, the department stated that the
new report would require extensive system modifications and a
significant increase in staff time. As a result, the department would
not be able to provide all the information required for the new
report.
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Although individually these deviations may appear to be insignificant,
they do represent noncompliance with federal regulations which are
designed to protect the public’s resources from abuse.

Recommendation
The department should improve its compliance with federal
requirements.



Legislative, Judicial and Executive
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Office of Emergency Services

Delay in
Appealing
Denied Costs

Item 2.

Failure To
Promptly
Collect All
Overpayments
From Applicants

We reviewed the Office of Emergency Services’ (office) administration
of the U.S. Federal Emergency Management Agency grant, Federal
Catalog Number 83.516.

Finding

The office has not appealed the Federal Emergency Management
Agency’s (FEMA) denial of approximately $7.7 million of claimed
expenses related to the Loma Prieta earthquake. The Bureau of State
Audits reported a similar weakness during our audit for fiscal year
1991-92 and the Office of the Auditor General reported a similar
weakness during its audit for fiscal year 1990-91. As of October 26,
1993, the office had not appealed this determination although the office
previously indicated that it planned to make its appeal by May 29,
1992. '

Criteria

Section 0911.4 of the State Administrative Manual requires state
agencies to secure prompt reimbursement from grant funds for goods
and services provided. Consequently, if it believes the FEMA erred in
its denial of approximately $7.7 million of claimed expenses related to
the Loma Prieta earthquake, the office should promptly appeal the
FEMA'’s denial of its claims. The Code of Federal Regulations,
Title 44, Section 206.206, describes the process for appealing denied
costs. ’

Recommendation
The office should appeal $7.7 million in claims denied by FEMA
during fiscal year 1990-91.

Finding

During fiscal year 1992-93, the office did not promptly collect
$183,350 in overpayments made to five applicants (recipients of
disaster assistance funds are referred to as “applicants™) for disaster
grants. Additional records at the office indicate that other applicants
owe the office more than $900,000 in overpayments. Some of these
debts date back to 1987. Because the office did not promptly collect
the $183,350 in overpayments, the FEMA withheld $183,350 from a
disaster grant awarded to the State Department of Parks and Recreation.
(According to the chief deputy director, the office subsequently used
funds from the National Disaster Assistance Account to reimburse the
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‘ Item 3.
Delay Between
Receipt and
Return of
Federal Funds

State Department of Parks and Recreation to ensure it received its full
grant amount.) The office has billed the delinquent applicants, but it
has not collected the $183,350 from the five applicants because,
according to the office’s chief deputy director, the office has not
adopted procedures for following up on applicants that do not pay.
However, the office informed us that they are developing these
procedures.

Criteria

The Code of Federal Regulations, Title 44, Section 205.120(c), states
that bills for collection are due upon receipt. We interpret this to mean
that the office, barring appeals from the applicants, should collect the
overpayments within 30 days of a bill for collection and should return
the overpayments to the FEMA within 60 days of a bill for collection.
If the office does not remit the funds to the FEMA within 60 days, the
FEMA can withhold funds from a future disaster grant to collect the
overpayment from the office.

Recommendation

The office should promptly collect overpayments from applicants.
Furthermore, the office should adopt procedures for promptly
collecting overpayments from applicants.

Finding

The office did not always promptly remit to the FEMA refunds of
federal funds that applicants have not used. The FEMA bills applicants
for amounts they are to refund to the FEMA. Applicants send the
refunds to the office, and the office remits the refunds to the FEMA.
For 2 of the 6 refunds that we reviewed, the office took 36 and 134
days to remit the funds to FEMA. We observed a similar weakness
during our audits of the office for fiscal years 1988-89, 1989-90, and
1990-91.

Criteria

The Code of Federal Regulations, Title 44, Section 205.120(c), states
that bills for collection are due upon receipt. We interpret this to mean
that the State should return to the FEMA amounts refunded by disaster
applicants within 30 days.

Recommendation
The office should promptly remit refunds from applicants to the
FEMA.
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California Museum of Science and Industry

Item 1.
Inadequate
Controls Over
Parking Receipts
From Special
Events

We reviewed the California Museum of Science and Industry's
(museum) internal controls and accounting procedures for cash
collected from special event parking and from parking meters along
Exposition Boulevard.

Finding

The museum's accounting controls and procedures for the cash receipts
from special event parking are inadequate. Specifically, there is a lack
of separation of duties among museum personnel who handle cash
receipts from special event parking. The parking supervisor controls
the sequentially numbered parking tickets before, during, and after the
special event. The parking supervisor also collects the cash for special
event parking. After the event is over, the supervisor counts the cash
from special event parking. The supervisor also accounts for the
sequentially numbered parking tickets. Since the parking supervisor
accounts for both the cash collected and the number of tickets sold,
there is no independent reconciliation of cash collected to the number
of tickets sold. In fiscal year 1992-93, the museum collected
approximately $48,000 from special event parking. Failure to maintain
proper separation of duties can result in errors, irregularities, or illegal
acts that may go undetected for extended periods of time.

Also, the supervisor accounts for cash overages and shortages from
special event parking. The parking supervisor maintains a cash fund in
the parking office safe for cash overages and shortages. Cash overages
or shortages occur when the number of parking tickets sold multiplied
by the parking price does not reconcile with the cash collected. For
example, if a cash overage occurs, the supervisor maintains the cash
overage in the parking office safe until a shortage occurs. Then, the
supervisor uses the cash overage to correct for the cash shortage.

Further, the parking supervisor maintains control of cash collected from
the special event parking day, generally Saturdays or Sundays, until the
next business day, generally Mondays. After the supervisor counts the
cash, he places it in the parking office safe until the next business day.
The safe is located in a small room without windows in the
parking office. The parking supervisor also controls access to the safe.
However, since there is no independent reconciliation of the parking
receipts and one person controls access to the parking office safe,
irregularities may occur after the funds are placed in the safe.
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From Meters

Moreover, there are no signs in the parking areas notifying the public
that parking personnel must provide a parking ticket when a customer
purchases a ticket. Further, there are no signs providing the public with
a telephone number to call if the customer does not receive a parking
ticket in exchange for cash. Also, the parking tickets do not state that
they must be visible in the vehicle (that is, placing the ticket on the car's
dashboard or under the windshield wiper).

Criteria

Good accounting procedures require that all cash receipts be deposited
and not held for future uses. Also, the State Administrative Manual,
Section 8071, requires that cash overages be recognized in the
accounting records at the time of receipt. Further, the manual requires
that cash shortages be written off and that a report be submitted to the
Department of Finance describing the causes of the shortage. In
addition, the museum's practice of maintaining this cash fund in the
parking office increases the risk of loss from theft or fire. Finally, the
California Government Code, Sections 13402 and 13403, requires state
offices to ensure that a satisfactory system of internal and
administrative controls is in place to provide effective controls over
assets, liabilities, revenues, and expenditures.

Recommendation

The museum should correct the control weaknesses described above to
ensure that parking receipts from special events are adequately
safeguarded.

Finding

The museum had inadequate accounting controls and procedures for the
cash collected from parking meters along Exposition Boulevard. In
fiscal year 1992-93, the museum collected approximately $45,000 from
these meters. A lack of separation of duties among museum personnel
exists. The parking personnel who collect the cash from the parking
meters have access to the locked cash collection box.

After a parking meter is opened, the parking personnel, including the
parking supervisor, remove a locked cylinder from the parking
meter. They then place the locked cylinder into the collection box and
turn the cylinder. The turning of the cylinder in the collection box
unlocks the cylinder and causes the coins to drop into the collection
box. The cylinders are designed to prevent the parking personnel from
accessing the cash. At the end of the collection process, the parking
supervisor unlocks the collection box. Then, the parking personnel



remove the coins from the collection-box and place the coins collected
into a cash bag. During this process, a public safety officer is present.
In addition, if accounting personnel are available, the accounting
personnel open the countroom and the safe and then place the cash bag
into the safe. However, if accounting personnel are not available, the
parking supervisor places the cash bag into the safe in the parking
office. But, as stated before, the parking supervisor has access to the
safe.

Criteria

Good accounting practices require that the personnel who collect the
cash should not have access to the cash collection box. Instead, the
cash collection box should be placed unopened into the countroom safe
or the parking office safe. Failure to maintain proper separation of
duties can result in irregularities or illegal acts that may go undetected
for extended periods of time. In addition, the California Government
Code, Sections 13402 and 13403, requires state offices to ensure that a
satisfactory system of internal and administrative controls is in place to
provide effective controls over assets, liabilities, revenues, and
expenditures.

Recommendation
The museum should correct the control weaknesses described above to
ensure that receipts from parking meters are adequately safeguarded.
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Possible Liability to the
Federal Government
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We reviewed the financial operations and related internal controls of
the Department of General Services (department).

Finding

The department has a possible liability to the federal government
estimated to be as much as $7.1 million for profits it has accumulated
in its Service Revolving Fund (SRF) between July 1, 1984, and
June 30, 1993. The department’s SRF is an internal service fund that
accounts for printing and procurement services to state agencies. The
department has charged these agencies more than its costs for providing
services. In turn, state agencies have passed these charges on to federal
programs. The SRF accumulates profits when the department’s charges
for services exceed its costs. Federal regulations prohibit the State
from charging federal programs for more than its costs.

In 1984, the federal Department of Health and Human Services
(DHHS) audited the State’s rate-setting methods for internal service
funds. As a result of the audit, the State was required to refund to the
federal government approximately $14.9 million of the profits
accumulated in internal service funds. This amount represented the
federal share of profits accumulated in five of the State’s internal
service funds from July 1, 1969, to June 30, 1984. The Department of
Finance agreed that 15.5 percent of the SRF’s accumulated profits of
approximately $66.8 million at June 30, 1984, resulted from charges to
federal programs and, thus, the SRF owed the federal government
approximately $10.3 million.

The DHHS is conducting an audit of the State’s rate-setting methods
for internal service funds for the period July 1, 1984, through June 30,
1991. However, as of April 30, 1994, the DHHS has not issued its final
audit report. Thus, using procedures similar to those of the Department
of Finance, and using the same ratio of 15.5 percent developed as a
result of the 1984 audit, we estimate that, under current federal
regulations, the State may owe the federal government approximately
$7.1 million.

However, an October 1988 proposed amendment to the federal Office
of Management and Budget (OMB), Circular A-87, would allow state
agencies a reasonable working capital reserve of 60 days’ worth of cash



- expenditures. Although the revisions to OMB Circular A-87 have not
been finalized, in 1991, the DHHS authorized the State of Oregon to
retain sufficient funds to cover up to 60 days’ working capital. In
January 1994, the State requested a similar authorization. However,
according to correspondence dated May 6, 1994, the DHHS will not
respond to the State’s request until the current federal audit is complete.
If the State is allowed to retain a 60-day working reserve, its liability to
the federal government may be eliminated.

If the department has a liability, it may not be able to reimburse the
federal government because then the SRF’s fund balance may be
reduced to the point at which it does not have sufficient working capital
to operate. At the end of the fiscal year 1992-93, the department’s
working capital for the SRF was approximately $17.3 million. This
amount is only enough to cover approximately 17.4 days of the
department’s cash expenditures in the SRF.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar finding during its audits for the fiscal years 1988-89
through 1990-91. The state auditor and the auditor general
recommended that the Department of Finance ensure state agencies
comply with federal regulations. In his response of December 24,
1993, the director of the Department of Finance stated that the State’s
internal service funds meet the State’s laws and regulations. However,
in some cases, state laws and regulations differ from those of the
federal government. The director further stated that when the
amendments to OMB Circular A-87 are approved, the State would
review the guidelines for its internal service funds.

Criteria

OMB Circular A-87, “Cost Principles for State and Local
Governments,” does not allow the State to charge federal programs for
amounts that exceed costs. In addition, the California Government
Code, Section 13070, provides the Department of Finance with general
powers of supervision over all matters concerning the financial and
business policies of the State.

Recommendation

The department should comply with OMB Circular A-87 when
establishing billing rates for charges to state agencies receiving federal
support. Further, the Department of Finance should ensure that the
department complies with federal regulations.  For example,
compliance could be ensured by developing guidelines for the
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department and state agencies receiving services from the department.
In addition, the Department of Finance should continue to monitor the
proposed amendment to OMB Circular A-87 to determine its effect on
state charges to federal programs.

Finding :

The department’s Office of Local Assistance (OLA) did not complete
close-out audits of school construction projects promptly. According to
data provided by the OLA, as of March 1994, approximately 1,200
school construction projects were ready for close-out audits. Of these,
204 have been ready for close-out audits for more than four years.
Because it has not reviewed these projects, the OLA has not yet
determined the amount of the districts’ allowable expenditures and has
not determined whether the State owes districts additional funds or
whether any funds that may have been apportioned to these projects in
excess of actual costs are to be returned to the State and made available
for other projects. According to data provided by the OLA, 294
close-out audits were completed between January 1992 and
March 1994. These audits disclosed that certain school districts owed
the State approximately $2.9 million and the State owed other school
districts approximately $11.8 million of the districts’ remaining
apportioned amounts.

The Bureau of State Audits reported a similar weakness during the
audit for fiscal year 1991-92, and the Office of the Auditor General
reported a similar weakness in a January 1991 report entitled “Some
School Construction Funds Are Improperly Used and Not Maximized.”
In its response to our fiscal year 1991-92 management letter, the
department stated that the Department of Finance has approved
additional audit positions. The department estimates that, with the
additional auditors, the backlog of close-out audits will be eliminated
within two years.

Criteria

The California Government Code, Section 13401, requires agencies to
maintain an effective system of internal control. Section 13403
requires that the system of internal control include recordkeeping
procedures sufficient to provide effective control over assets, liabilities,
revenues, and expenditures. Furthermore, the State Administrative
Manual, Section 8776.6, requires each department to develop
procedures that will ensure prompt follow-up on receivables. Prompt



Item 3.
Inadequate
Control Over
Accounting
Records

close-out audits would enable the department to determine whether the
school districts owe the State money for amounts distributed in excess
of actual construction costs.

Recommendation
The OLA should ensure the prompt audit of closed construction
projects.

Finding

The department’s Office of Local Assistance (OLA) maintained
inadequate controls over its accounting records for the State School
Building Lease-Purchase Fund (fund 344); the School Facilities
November 1988 Bond Account, State School Building Lease-Purchase
Fund (fund 776); and the School Facilities June 1988 Bond Account,
State School Building Lease-Purchase Fund (fund 789). Specifically,
for 21 of the 185 projects we reviewed, the OLA’s subsidiary project
records, which document the detailed funding history of each project,
differed from the amounts reflected on the budget report for the
projects. The budget report supports the general ledger. In 17
instances, the budget report was in error, and in 2 instances, the project
records were in error. In addition, for 2 of the 21 projects, both the
project records and the budget report were in error. As of June 30,
1993, the project records for 19 of the 21 projects still differed from the
amount reflected on the budget report for the project. When project
records were in error, the OLA did not have accurate information
readily available about the remaining funds for projects before
distributing funds to school districts. When the budget report was in
error, the account balances reported to the State Controller’s Office as
of June 30, 1993, were incorrect. For example, the account balances
for due to local governments in funds 776 and 789 were understated by
approximately $1.0 million and $1.6 million, respectively. The balance
for due to local governments in fund 344 was overstated by
approximately $1.1 million.

The Bureau of State Audits reported similar weaknesses during the
financial audit for fiscal year 1991-92, and the Office of the Auditor
General reported similar weaknesses during the financial audits for
fiscal years 1987-88 through 1990-91.

Criteria

The California Government Code, Section 13401, requires agencies to
maintain an effective system of internal control. In addition, the
Government Code, Section 13403, requires that the system of internal
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Item 4.
Inaccurate
Analysis of
Liabilities in the
Architecture
Revolving Fund

control include recordkeeping procedures sufficient to provide effective
accounting control over assets, liabilities, revenues, and expenditures.
Furthermore, the State Administrative Manual, Section 7800, requires
subsidiary ledgers to be reconciled with the general ledger each month,
and the State Administrative Manual, Section 7900, discusses the
importance of making regular reconciliations. Properly “prepared
reconciliations represent an important element of internal control
because they provide a high level of confidence that the financial
records are complete.

Recommendation
The OLA should reconcile its subsidiary project records with its
general ledger each month and promptly correct any errors.

Finding

The department did not adequately analyze and report its year-end
liabilities in the Architecture Revolving Fund (ARF). Specifically, the
department included in its accounts payable accrual amounts for claims
filed between July 1 and July 31, 1993. However, approximately
$1.7 million of the amount accrued related to services received after
June 30 and, therefore, should not have been reported as a liability.
The department also overstated its liability for open purchase and
service orders by approximately $309,000. Of this amount,
approximately $195,000 was for goods and services that had not been
received by June 30, 1993. The remaining $114,000 was for invoices
that had been paid or were canceled before June 30, 1993. Because the
department did not adequately analyze its year-end liabilities, accounts
payable and expenditures in the ARF were overstated by approximately
$2 million.

Criteria

The State Administrative Manual, Section 10544, requires state
agencies to review their records to ensure that they have accurately
recorded all amounts owed to others at June 30.

Recommendation

The department should analyze its year-end liabilities and review
supporting documents to ensure that it only accrues amounts for goods
and services received but not paid for as of June 30.



Item 5.
Noncompliance
With State
Requirements for
the Architecture
Revolving Fund

Finding and Criteria
In the following instances, the department did not always comply with
state requirements related to the Architecture Revolving Fund (ARF):

The department did not always return unencumbered funds to
depositing agencies within three months after completion of the
projects, as required by California Government Code,
Section 14959. Specifically, for 16 of the 20 projects we reviewed,
the department took from just over 3 months to 55 months to return
the unencumbered funds totaling approximately $499,000. In 12 of
the instances, the department requested the return of funds from the
ARF within the required 3 months. However, the Department of
Finance and the State Controller’s Office took up to 7 months to
process these requests totaling approximately $443,000.

The department did not always return unencumbered funds within
three years from the time the funds were originally transferred to
the ARF, as required by the California Government Code,
Section 14959.  Specifically, the department did not return
approximately $149,000 promptly for 4 of the 20 projects we
reviewed for which funds were transferred to the ARF before June
30, 1990.

The department did not always bill for services promptly. In
November 1993, we reviewed 10 construction projects that had a
receivable balance at June 30, 1993. For 7 of the 10 construction
projects, the department failed to bill promptly or had not yet billed
for receivables totaling approximately $378,000. The State
Administrative Manual, Section 8776.3, requires that agencies
prepare and send an invoice as soon as possible after recognition of
a claim. ’

The Bureau of State Audits reported similar weaknesses during its audit
for fiscal year 1991-92.

Recommendation

The department should ensure that it returns unencumbered funds
promptly. In addition, the department should promptly bill for amounts
receivable.
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Item 6.
Noncompliance
With State
Requirements

Finding and Criteria
In the following instances, the department did not always comply with
administrative requirements of the State:

The department is not conducting the required audits of agencies
granted purchase delegation authority.  Specifically, as of
August 1993, the department had delegated purchasing authority to
151 agencies. However, the department had not audited 80 of the
agencies within three years, as required by the California Public
Contract Code, Section 10333(5)(b).

The department’s Office of State Printing modified a purchase
order, substituting additional training for an item of equipment,
valued at $2,500, without obtaining the approval of the
department’s Office of Procurement. The State Administrative
Manual, Section 3566, requires purchase order changes or revisions
to be prepared by the Office of Procurement. Section 3566.1
requires purchase order changes when there is a change in
description specifications or substitution of any material.

Recommendation
The department should improve its compliance with each of the state
requirements.
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Department of the Youth Authority

Item 1.
Inadequate

Documentation of
Wards’ Eligibility

Item 2.
Incorrect

Claim for Meals
Not Served

We reviewed the Department of the Youth Authority’s (department)
administration of the U.S. Department of Agriculture grants, Federal
Catalog Numbers 10.553 and 10.555.

Finding

For those wards participating in the School Breakfast Program and
National School Lunch Program (NSB/SL), the department did not
always provide complete documentation of wards’ birthdates. As a
result, it was not clear whether or not the wards were under 21 years of
age and therefore eligible for federal reimbursement from the NSB/SL
programs.

Criteria

The Code of Federal Regulations, Title 7, Subchapter A,
Sections 220.2(c) and 210.2(b), defines the eligibility for participation
in the NSB/SL programs as being those persons enrolled in an
institution participating in a school program and being under 21 years
of age.

Recommendation

The department should ensure that adequate documentation of each
ward’s eligibility for participation in the NSB/SL programs is provided
when claiming federal reimbursement. Adequate documentation
includes the ward’s full name, California Youth Authority
identification number and birthdate.

Finding

We reviewed all of the department’s monthly claims for fiscal year
1992-93. For three schools, we tested the supporting detail of the
monthly claims. At one of the three schools, where we reviewed the
supporting detail, we found that the supporting detail contained errors.
In that supporting detail, the department made a clerical error that
resulted in the department claiming approximately $13,000 in
reimbursements for 4,687 breakfasts and 4,612 lunches that were not
served.
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Criteria

The Code of Federal Regulations, Title 7, Subpart B,
Sections 220.11(b) and 210.7(c), provides that to be entitled to
reimbursement for meals under the NSB/SL programs, claims are
limited to the number of meals served.

'~ Recommendation

We recommend that the department ensure that it claims
reimbursement only for meals served.
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CALIFORNIA STATE AUDITOR

BUREAU OF STATE AUDITS
KURT R. SJOBERG MARIANNE P. EVASHENK
State Auditor Chief Deputy State Auditor

The Governor and Legislature of
the State of California

We have audited the general purpose financial statements of the State of California as of and for
the year ended June 30, 1993, and have issued our report thereon dated April 30, 1994. The
scope of our audit did not extend to financial aid programs administered by the California State
University or to programs administered by the University of California because the California
State University and the University of California contract with other independent certified public
accountants for Office of Management and Budget (OMB) Circular A-133 audits. In addition,
our audit of charges made by subrecipients of federal funds was limited to a review of the State’s
system for monitoring those subrecipients because subrecipients have OMB Circular A-128
audits or OMB Circular A-133 audits performed by other independent auditors.

The following sections provide our opinion on major federal programs, our report on general
requirements for major federal programs, and our report on nonmajor federal programs.

Major Programs

We have also audited the State of California’s compliance with the requirements
governing types of services allowed or not allowed; eligibility; matching, level of effort,
or earmarking of funds; reporting; special tests and provisions; federal financial reports
and claims for advances and reimbursements; and amounts claimed or used for matching
that are applicable to each of its major federal financial assistance programs. The major
federal financial assistance programs for the year ended June 30, 1993, are identified in
the schedule of federal assistance beginning on page 175. The State’s management is
responsible for the State’s compliance with these requirements. Our responsibility is to
express an opinion on compliance with these requirements based on our audit.

We conducted our audit of compliance with these requirements in accordance with
generally accepted auditing standards, Government Auditing Standards, issued by the
Comptroller General of the United States, and OMB Circular A-128, Audits of State and
Local Governments. Those standards and OMB Circular A-128 require that we plan and
perform the audit to obtain reasonable assurance about whether material noncompliance
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with the requirements referred to above occurred. An audit includes examining, on a test
basis, evidence about the State of California’s compliance with those requirements. We
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the State of California complied, in all material respects, with the
requirements governing types of services allowed or unallowed; eligibility; matching,
level of effort, or earmarking of funds; reporting; special tests and provisions that are
applicable; federal financial reports and claims for advances and reimbursements; and
amounts claimed or used for matching that are applicable to each of its major federal
financial assistance programs for the year ended June 30, 1993.

Further, we have applied procedures to test the State of California’s compliance with the
following general requirements applicable to each of its major federal financial assistance
programs, which are identified in the schedule of federal assistance beginning on
page 175, for the year ended June 30, 1993: political activity, Davis-Bacon Act, civil
rights, cash management, relocation assistance and real property acquisition, federal
financial reports, allowable cost/cost principles, Drug-Free Workplace Act, and
administrative requirements. Our procedures for testing compliance with these
requirements were limited to the applicable procedures described in the OMB’s
Compliance Supplement for Single Audits of State and Local Governments. Our
procedures were substantially less in scope than an audit, the objective of which is the
expression of an opinion on the State of California’s compliance with the requirements
listed in the preceding paragraph. Accordingly, we do not express such an opinion on the
general requirements.

Nonmajor Programs

In connection with our audit of the State of California’s general purpose financial
statements and with our consideration of the State’s control structure used to administer
federal financial assistance programs, as required by OMB Circular A-128, we selected
certain transactions applicable to certain nonmajor federal financial assistance programs
for the year ended June 30, 1993. As required by Circular A-128, we have performed
auditing procedures to test compliance with the requirements governing types of services
allowed, eligibility, and special tests and provisions that are applicable to those
transactions. Our procedures were substantially less in scope than an audit, the objective
of which is the expression of an opinion on the State’s compliance with these
requirements. Accordingly, we do not express such an opinion on the nonmajor

programs.

With respect to all the items tested, the results of the procedures described above disclosed no
material instances of noncompliance with the requirements identified in the preceding
paragraphs. With respect to the items not tested, nothing came to our attention that caused us to
believe that the State of California had not complied, in all material respects, with those
requirements. However, the results of our audit procedures disclosed immaterial instances of
noncompliance with those requirements. We discuss those instances of noncompliance and
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present recommendations to correct them in the section of our report beginning on page 39. The
instances of noncompliance identified in the State’s single audit report for fiscal year 1991-92
that have not been corrected are also included in that section. Additionally, beginning on
page 207, we present a schedule listing instances of noncompliance that we consider to be minor.
We considered these instances of noncompliance in forming our opinion on compliance with
requirements for major federal programs, which is expressed above.

This report is intended for the information of the Governor and Legislature of the State of
California and the management of the executive branch. However, this report is a matter of

public record, and its distribution is not limited.

BUREAU OF STATE AUDITS

SALLY L. FILLIMAN, CPA

Deputy State Auditor

April 30, 1994
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CALIFORNIA STATE AUDITOR

BUREAU OF STATE AUDITS
KURT R. SJOBERG MARIANNE P. EVASHENK
State Auditor Chief Deputy State Auditor

The Governor and Legislature of
the State of California

We have audited the general purpose financial statements of the State of California as of and for
the year ended June 30, 1993, and have issued our report thereon dated April 30, 1994. These
general purpose financial statements are the responsibility of management of the State of
California. Our responsibility is to express an opinion on these general purpose financial
statements based on our audit.

We conducted our audit in accordance with generally accepted auditing standards and
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 general purpose financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the
general purpose financial statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

Our audit was made for the purpose of forming an opinion on the general purpose financial
statements of the State of California, taken as a whole. The accompanying schedule of federal
assistance is presented for purposes of additional analysis and is not a required part of the general
purpose financial statements. The Office of Management and Budget, Circular A-128, Audits of
State and Local Governments, and the Single Audit Act of 1984 require the schedule of federal
assistance to present total expenditures for each federal assistance program. However, although
the state accounting system separately identifies revenues for each federal assistance program, it
does not separately identify expenditures for each program. As a result, we present the schedule
of federal assistance on a revenue basis. The schedule shows the amount of federal funds and the
estimated value of food stamps and commodities received by the State for the year ended
June 30, 1993. The information in that schedule has been subjected to the auditing procedures
applied in the audit of the general purpose financial statements and, in our opinion, is fairly
presented in all material respects in relation to the general purpose financial statements taken as a
whole. The schedule does not include federal revenue received by the University of California or
federal revenue for financial aid received by the California State University. These revenues
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are audited by other independent auditors in accordance with the Office of Management and
Budget, Circular A-133, Audits of Institutions of Higher Education and Other Nonprofit
Organizations.

This report is intended for the information of the Governor and Legislature of the State of
California and the management of the executive branch. However, this report is a matter of
public record, and its distribution is not limited.

BUREAU OF STATE AUDITS

it A o

SALLY L. FILLIMAN, CPA
Deputy State Auditor

April 30, 1994
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Schedule of Federal Assistance for the
Fiscal Year Ended June 30, 1993

— Federal Agency/Program Title ~~ Catalog Number

Departmeﬁt of Agriculture:
Agricultural Conservation Program
Forestry Incentives Program
Farm Labor Housing Loans and Grants
Food Distribution
Food Stamps
School Breakfast Program
National School Lunch Program
Special Milk Program for Children

Special Supplemental Food Program
for Women, Infants, and Children

Child and Adult Care Food Program

Summer Food Service Program
for Children

State Administrative Expenses for
Child Nutrition

State Administrative Matching Grants
for Food Stamp Program

Nutrition Education and Training Program
Commodity Supplemental Food Program

Temporary Emergency Food
Assistance (Administrative Costs)

Footnotes are presented on page 198.

Federal

10.063
10.064
10.405
10.550
10.551
10.553
10.555

10.556

10.557

10.558
10.559
10.560

10.561
10.564

10.565

10.568

Grant Amounts
Receijved

$ 26,000

13,000
2,942,000
79,043,547
2,077,344,568
116,626,930
510,025,269

941,070

311,582,767

134,123,427
100,165
9,750,349

218,866,238
776,107

4,488,917

5,499,668

I S

%%k

* %k
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— Federal Agency/Program Title
Food Commodities for Soup Kitchens
Forestry Research
Cooperative Forestry Assistance
Schools and Roads—Grants to States

Other—Department of Agriculture

Department of Commerce:
Trade Development

Economic Development—Support for
Planning Organizations

Special Economic Development and
Adjustment Assistance Program—
Sudden and Severe Economic
Dislocation and Long-Term Economic
Deterioration

Special Economic Development and
Adjustment Assistance Program—
Sudden and Severe Economic Dislocation

Anadromous Fish Conservation Act
Program

Interjurisdictional Fisheries Act of 1986

Coastal Zone Management
Administration Awards

Coastal Zone Management Estuarine
Research Reserves

Footnotes are presented on page 198.
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Federal
Catalog Number

10.571
10.652
10.664
10.665

10.999

11.110

11.302

11.307

11.311

11.405

11.407

11.419

11.420

Grant Amounts
— Received

3,517,212 **
57,319
1,187,980

59,580,922 A

2,995,473

125,056

114,000

152,342

11,950

274,982

187,066
2,314,575

91,145



— Federal Agency/Program Title
Manufacturing Extension Program

Other—Department of Commerce

Department of Defense:
Flood Control Projects
Navigation Projects

Planning Assistance to States

State Memorandum of Agreement
Program for the Reimbursement
of Technical Services

Selected Reserve Educational Assistance
Program

Other—Department of Defense
Department of Housing and Urban
Development:

Community Development Block Grants/
Small Cities Program

Community Development Block Grants/
State’s Program

Rental Housing Rehabilitation
Emergency Sheltevr-Grants Program
Supportive Housing Program

Supplemental Assistance for Facilities
to Assist the Homeless

Equal Opportunity in Housing

Footnotes are presented on page 198.

Federal Grant Amounts
Catalog Number — Received
11.611 485,392
11.999 234,604
12.106 13,651
12.107 185,332
12.110 691,083
12.113 7,811,007
12.609 319
12.999 1,773,487
14.219 156,871
14.228 22,828,153
14.230 52,198
14.231 2,910,202
14.235 770,290
14.236 124,188
14.400 136,350
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— Federal Agency/Program Title
Section 8 Rental Voucher Program
Lower Income Housing Assistance

Program—Section 8 Moderate
Rehabilitation

Section 8 Rental Certificate Program

Department of the Interior:
Small Reclamation Projects
Fishery Reséarch——Infonnation
Sport Fish Restoration
Wildlife Restoration
Endangered Species Conservation

Geological Survey—Research and Data
Acquisition

Historic Preservation Fund
Grants-In-Aid

Outdoor Recreation—Acquisition,
Development and Planning

Shared Revenue—Potash/Sodium
Lease

Other—Department of the Interior

Department of Justice:

Juvenile Justice and Delinquency
Prevention—Allocation to States

Criminal Justice Statistics Development

Footnotes are presented on page 198.
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Federal
Catalog Number

14.855

14.856

14.857

15.503
15.604
15.605
15.611

15.612

15.808

15.904

15.916

15.999

15.999

16.540

16.550

Grant Amounts
— Received

1,424,709

4,255,603

17,757,383

203,398
668,975
10,818,474
5,875,444

525,323
93,367
737,345

| 2,033,633

23,145,152

4,069,533

5,102,359

146,061



Federal Grant Amounts
Federal Agency/Program Title Catalog Number —Recejved

Justice Research, Development and

Evaluation Project Grants 16.560 187,956
Mariel-Cubans 16.572 179,814
Criminal Justice Discretionary Grant

Program 16.574 4,780,798
Crime Victim Assistance 16.575 6,279,033
Crime Victim Compensation 16.576 23,967,000 A
Emergency Federal Law Enforcement

Assistance 16.577 3,000,000
Drug Control and System Improvement— _

Formula Grant 16.579 39,633,600 A
Other—Department of Justice 16.999 1,556,028

Department of Labor:
Labor Force Statistics 17.002 4,857,102
Employment Service 17.207 91,025,476 A
Unemployment Insurance 17.225 421,567,355 A
Senior Community Service Employment

Program 17.235 6,598,244
Employment and Training Assistance—

Dislocated Workers 17.246 70,034,198 A
Employment Services and Job Training—

Pilot and Demonstration Programs 17.249 55,223
Job Training Partnership Act 17.250 329,283,220 A
Occupational Safety and Health 17.500 19,400,739

Footnotes are presented on page 198.
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Federal Grant Amounts

__ Federal Agency/Program Title Catalog Number Received
Mine Health and Safety Grants 17.600 185,203
Disabled Veterans Outreach Program

(DVOP) 17.801 9,330,237
Veterans Employment Program 17.802 921,750
Local Veterans Employment

Representative Program 17.804 5,958,172
Other—Department of Labor 17.999 10,055,470

Department of State:

Other—Department of State 19.999 112,981

Department of Transportation:

Boating Safety Financial Assistance 20.005 1,809,256
Aviation Education 20100 80,804
Airport Improvement Program 20.106 ' 81,395
Highway Planning and Construction 20.205 1,291,272,645
Motor Carrier Safety 20.217 2,450,105
Federal Transit Capital Improvement ‘

Grants 20.500 7,396,110
Federal Transit Technical Studies Grants 20.505 3,870,407
Federal Transit Capital and Operating

Assistance Formula Grants 20.507 1,526,410
State and Community Highway Safety 20.600 17,280,619
Pipeline Safety 20.700 312,766

Footnotes are presented on page 198.
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—Federal Agency/Program Title ~~~ Catalog Number

State Marine Schools

Other—Department of Transportation

Department of the Treasury:

Exchange of Federal Tax Information With

State Tax Agencies
Other—Department of the Treasury
Equal Employment Opportunity
Commission:
Employment Discrimination—State and

Local Fair Employment Practices
Agency Contracts

National Aeronautics and Space
Administration:
Aerospace Education Services Program
National Foundation on the Arts and the
Humanities:
Promotion of the Arts—Design Arts

Promotion of the Arts—Arts in
Education

Promotion of the Arts—Media Arts:
Film/Radio/Television

Promotion of the Arts—State and
Regional Program

Footnotes are presented on page 198.

Federal

20.806

20.999

21.004

21.999

30.002

43.001

45.001

45.003

45.006

45.007

Grant Amounts
— Received

200,000

502,121

347

63,113

1,781,850

166,369

371
98,800
9,708

774,800
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—Federal Agency/Program Title

Promotion of the Arts—Local Arts
Agencies Program

Promotion of the Humanities—Summer
Seminars for College Teachers

Promotion of the Humanities—
NEH/Reader’s Digest Teacher
Scholar Program

National Science Foundation:

Engineering Grants

Mathematical and Physical Sciences

Geosciences

Biological, Behavioral, and Social Sciences

Computer and Information Science
and Engineering

Science and Technology Centers

Social, Behavioral, and Economic Sciences

.Education and Human Resources

Small Business Administration:

Business Development Assistance to
Small Business

Procurement Assistance to Small
Businesses

Small Business Development Center

Footnotes are presented on page 198.
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Federal
Catalog Number

45.023

45.116

45.154

47.041
47.049
47.050

47.051

47.070
47.073
47.075

47.076

59.005

59.009

59.037

Grant Amounts
— Received

100,000

300,859

8,250

19,629
1,643,848
198,584

65,746

96,236
232,611
74,422

1,171,929

12,500

1,438,397

2,492,803



Federal Grant Amounts
_ Federal Agency/Program Title Catalog Number Received

Department of Veterans Affairs:

Grants to States for Construction of

State Home Facilities 64.005 6,520,248
Veterans State Domiciliary Care 64.014 2,737,080
Veterans State Nursing Home Care 64.015 4,754,666
Veterans State Hospital Care 64.016 100,499
All-Volunteer Force Education Assistance 64.124 33,637

Other—Department of Veterans
Affairs 64.999 758,922

Environmental Protection Agency:

Air Pollution Control Program Support 66.001 2,401,739
Air Pollution Control—Technical

Training 66.006 127,000
Air Pollution Control—National Ambient

Air and Source Emission Data 66.007 126,935
State Indoor Radon Grants 66.032 76,592
Construction Grants for Wastewater

Treatment Works 66.418 570,294
Water Pollution Control—State and

Interstate Program Support 66.419 3,178,010
State Underground Water Source

Protection 66.433 1,166,090
Water Pollution Control—Lake _

Restoration Cooperative Agreements 66.435 154,773
Construction Management Assistance 66.438 1,280,620

Footnotes are presented on page 198.
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— Federal Agency/Program Title
Water Quality Management Planning
National Estuary Program

Capitalization Grants for State
Revolving Funds

Nonpoint Source Reservation

Nonpoint Source Implementation
1 Grants

Wetlands Protection—State
Development Grants

National Pollutant Discharge Elimination
System Related State Program Grants

Air Pollution Control Research

Water Pollution Control—Research,
Development and Demonstration

Safe Drinking Water Research and
Demonstration

Toxic Substances Compliance
Monitoring Program

Hazardous Waste Management State
Program Support

Hazardous Substance Response
Trust Fund

State Underground Storage Tanks
Program

Underground Storage Tank Trust
Fund Program

Footnotes are presented on page 198.
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Federal
Catalog Number

66.454

66.456

66.458

66.459

66.460

66.461

66.463

66.501

66.505

66.506

66.701

66.801

66.802

66.804

66.805

Grant Amounts
—Received

1,596,490

1,129,427

97,218,302

147,288
4,591,406
148,322

77,419

11,937
65,000

2,917,227

191,048
6,802,481
5,048,608

246,138

6,464,006



_ Federal Agency/Program Title
Pollution Prevention Grants Program
Other—Environmental Protection

Agency

Action:

Foster Grandparent Program

Senior Companion Program

Department of Energy:
State Energy Conservation

Weatherization Assistance for
Low-Income Persons

Energy Extension Service

Energy Conservation for
Institutional Buildings

Regional Biomass Energy Programs
Environmental Restoration

Science and Engineering Research
Semester

Other—Department of Energy

Federal Emergency Management Agency:
Flood Insurance
Acquisition of Flood-Damaged

Structures

Footnotes are presented on page 198.

Federal
Catalog Number
66.900

66.999

72.001

72.008

81.041

81.042

81.050

81.052
81.079

81.092

81.097

81.999

83.100

83.104

Grant Amounts
Recejved

64,883

441,635

1,370,509

19,001

1,489,045

5,769,488

349,517

479,825
24,579

1,631,936

124,528

123,000

179,841

94,248
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_ Federal Agency/Program Title
Civil Defense—State and Local
Emergency Management Assistance
Disaster Assistance

Earthquake Hazards Reduction Grants

National Urban Search and Rescue
(US&R) Program

Emergency Management Institute—
Field Training Program

State and Local Emergency Management
Assistance—Other Assistance

Facilities and Equipment
Other—Federal Emergency Management
Agency
Department of Education:

Adult Education—State Administered
Basic Grant Program

Bilingual Education

Desegregation Assistance, Civil Rights
Training, and Advisory Services

Federal Supplemental Educational
Opportunity Grants

Education of Handicapped Children in
State Operated or Supported Schools

Chapter 1 Programs—Local
Educational Agencies

Footnotes are presented on page 198.
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Federal

83.503

83.516

83.521

83.526

83.528

83.531

83.532

83.999

84.002

84.003

84.004

84.007

84.009

84.010

Grant Amounts
Recejved

4,866,934
143,322,139

2,029,712

61,496

492,501

949,060

151,189

45,000

14,146,391

1,278,516

500,493

65,116

1,969,665

541,245,418 A



— Federal Agency/Program Title ~~~~ Catalog Number

Migrant Education—Basic State
Formula Grant Program

Educationally Deprived Children—
State Administration

Chapter 1 Program for Neglected
and Delinquent Children

Special Education—Innovation and
Development

Services for Children With Deaf—
Blindness

Special Education—State Grants

Special Education—Special
Education Personnel Development
and Parent Training

Guaranteed Student Loans

Federal Work-Study Program
Public Library Services

Interlibrary Cooperation and Resource
Sharing

Federal Perkins Loan Program—
Federal Capital Contributions

Vocational Education—Basic Grants
to States

Vocational Education—Consumer and
Homemaking Education

Vocational Education—State Councils

Federal Pell Grant Program

Footnotes are presented on page 198.

Federal

84.011
84.012
| 84.013
84.023
84.025

84.027

84.029
84.032

84.033
84.034

84.035
84.038
84.048

84.049
84.053

84.063

Grant Amounts
— Received

98,850,025
5,823,713
3,569,080

113,518
597,146

190,367,022

1,188,762
221,892,973

19,719
6,736,037

1,941,232
45,101
78,528,489

2,872,001
471,836

230,791

A
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Federal Grant Amounts

—Federal Agency/Program Title Catalog Number Received

Higher Education—Veterans Education

Outreach Program 84.064 1,963
Grants to States for State Student

Incentives 84.069 12,187,955
Special Education—Severely Disabled

Program A 84.086 77,648
Rehabilitation Services—Basic Support 84.126 147,431,598 A
Rehabilitation Services—Service Projects 84.128 1,289,100
Rehabilitation Training 84.129 460,805
Centers for Independent Living 84.132 : 599,699
National Institute on Disability and

Rehabilitation Research 84.133 98,345
Federal, State, and Local Partnerships

for Educational Improvement 84.151 50,292,839 A
Public Library Construction and

Technology Enhancement 84.154 647,033
Secondary Education and Transitional

Services for Youth With Disabilities 84.158 585,758
Disabled—Special Studies and

Evaluation 84.159 109,077
Emergency Immigrant Education 84.162 6,687,308
Eisenhower Mathematics and Science

Education—State Grants 84.164 24,770,190 A
Independent Living Services 84.169 880,633
Special Education—Preschool Grants 84.173 34,429,262 A

Footnotes are presented on page 198.
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Federal Grant Amounts

— Federal Agency/Program Title Catalog Number Received
Vocational Education—Community

Based Organizations 84.174 1,496,833
Douglas Teacher Scholarships 84.176 2,719,542
Grants for Infants and Toddlers With

Disabilities 84.181 8,821,000
Drug-Free Schools and Communities—

National Programs 84.184 52,624
Robert C. Byrd Honors Scholarships 84.185 1,010,511
Drug-Free Schools and Communities—

State Grants 84.186 51,757,153 A O
Supported Employment Services for

Individuals With Severe Disabilities 84.187 3,821,604
Adult Education for the Homeless 84.192 503,957
Education for Homeless Children and

Youth—Grants for State and Local

Activities 84.196 1,069,664
College Library Technology and

Cooperation Grants 84.197 111,753
Jacob K. Javits Gifted and Talented

Students Education Grant Program 84.206 350,058
Even Start—State Educational :

Agencies 84.213 5,382,448
Even Start—Migrant Education 84.214 168,956
The Secretary’s Fund for Innovation

in Education 84.215 334,040
Capital Expenses 84.216 1,112,607
State Program Improvement Grants 84.218 2,006,247

Footnotes are presented on page 198.
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Federal Grant Amounts
— Federal Agency/Program Title Catalog Number — Received

Student Literacy Corps and Student

Mentoring Corps Programs 84.219 63,670
English Literacy Program 84.223 395,789
Mid-Career Teacher Training 84.232 57,138
Tech-Prep Education 84.243 3,463,677
Foreign Languages Assistance 84249 259,032
Supplementary State Grants for

Facilities, Equipment, and Other

Program Improvement Activities 84.253 715,567
Grant Back Awards 84.995 147,992
Other—Department of Education 84.999° 20,838

Consumer Product Safety Commission:

Other—Consumer Product Safety
Commission 87.999 13,800

Department of Health and Human Services:

State Comprehensive Mental Health
Service Planning Development Grants 13.158 1,013

Special Programs for the Aging—Title III,
Part 6—Prevention of Abuse, Neglect
and Exploitation of Older Individuals 93.041*** 589,664
(93.552)

Special Programs for the Aging—Title III,
Part A—Long-Term Care Ombudsman
Services for Older Individuals 93.042*** 400,647
(93.553)

Footnotes are presented on page 198.
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_ Federal Agency/Program Title =~ Catalog Number

Special Programs for the Aging—Title III,
Part F—Preventive Health Services

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

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

Special Programs for the Aging—Title III,
Part D—In-Home Services for Frail
Older Individuals

Special Programs for the Aging—Title IV—
Training, Research and Discretionary
Projects and Programs

Food and Drug Administration—
Research

Maternal and Child Health Federal
Consolidated Programs

Biological Response to Environmental
Health Hazards

Project Grants and Cooperative
Agreements for Tuberculosis Control

Programs

Acquired Immunodeficiency Syndrome
(AIDS) Activity

Mental Health Planning and
Demonstration Projects

Footnotes are presented on page 198.

Federal

93.043%*+
(93.555)

93.044***
(93.633)

93,045+
(93.635)

93.046%**
(93.641)

93.048%**
(93.668)

93.103

93.110

93.113

93.116

93.118

93.125

Grant Amounts
—Received

686,297

28,712,470

42,202,465

673,203

105,525

145,132
32,300

19,956

1,116,822
10,484,625

327,527

191



— Federal Agency/Program Title
Emergency Medical Services for
Children

Injury Prevention and Control
Research and State Grants Projects

Minority Community Health Coalition
Demonstration

Projects for Assistance in Transition
from Homelessness (PATH)

Health Program for Toxic Substances
and Disease Registry

Grants for State Loan Repayment

Community Youth Activity
Demonstration Grants

Community Youth Activity Block
Grants

Drug Abuse Treatment Waiting List
Reduction Grants

State Data Collection—Uniform
Alcohol and Drug Abuse Data

Cooperative Agreements for Drug
Abuse Treatment Improvement
Projects in Target Cities

HIV Home and Community-Based
Health Services

Mental Health Research Grants

Mental Health Clinical or Service
Related Training Grants

Childhood Immunization Grants

Footnotes are presented on page 198.
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Federal
Catalog Number

93.127

93.136

93.137

93.150

93.161

93.165

93.170

93.171

93.175

93.179

93.196

93.199

93.242

93.244

93.268

Grant Amounts
— Received

40,746
383,000
28,715
4,721,876

558,880

317,099
52,162
5,118
477,531

528,351

4,654,659

393,186

590,776

80,182

3,392,871



— Federal Agency/Program Title ~~~ Catalog Number

Centers for Disease Control and
Prevention—Investigations and
Technical Assistance

Biomedical Research Support

Professional Nurse Traineeships

Cancer Detection and Diagnosis Research

Cancer Control

Emergency Protection Grants—
Substance Abuse

Family Support Payments to States—
Assistance Payments

Job Opportunities and Basic Skills
Training

Assistance Payments—Research

Child Support Enforcement

State Legalization Impact Assistance
Grants

Refugee and Entrant Assistance—
State Administered Programs

Low-Income Home Energy Assistance

Community Services Block Grant

Footnotes are presented on page 198.

Federal

93.283
93.337
93.358
93.394

93.399
93.554

93.560%*+
(93.020)

93.56]1%*+
(93.021)

93.562%**
(93.022)

93.563***

(93.023)

93.565%**
(93.025)

93.566+**
(93.026)

93.568***
(93.028)

93.569%**
(93.031)

Grant Amounts
— Received

1,701,530
291,125

| 252,370
86,830

141,951
100,658

3,196,053,467

80,547,681
83,865

195,522,050

1,295,849

85,893,697
64,688,698

29,431,055
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Federal Grant Amounts
— Federal Agency/Program Title Catalog Number —_Received

Community Services Block Grant
Discretionary Awards—Community '
Food and Nutrition 93.571%** 466,200

(93.033)
Emergency Community Services for
the Homeless 93.572%** 1,562,402
(93.034)
Payments to States for Child Care
Assistance 93.575%** 50,556,521
(93.037)
Refugee and Entrant Assistance—
Discretionary Grants 93.576*** 214,686
(93.038)
Developmental Disabilities Basic
Support and Advocacy Grants 93.630 5,770,000
Child Welfare Services—State Grants 93.645 38,148,035
Adoption Opportunities 93.652 1,368
Temporary Child Care and Crisis
Nurseries 93.656 407,071
Foster Care—Title IV-E - 93.658 454,909,238
Adoption Assistance 93.659 33,496,116
Social Services Block Grant 93.667 331,370,653
Child Abuse and Neglect Discretionary
Activities 93.670 133,661
Family Violence Prevention and Services 93.671 1,097,839

Child Abuse and Neglect State
Prevention Grants 93.672 487,283

Footnotes are presented on page 198.
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Federal Grant Amounts

Grants to States for Planning and
Development of Dependent Care

Programs 93.673 1,211,276
Independent Living 93.674 9,976,527
Medicare—Hospital Insurance 93.773 2,120,608
Medicare—Supplementary Medical

Insurance 93.774 12,886,356
State Medicaid Fraud Control Units 93.775 6,695,075
State Survey and Certification of

Health Care Providers and Suppliers 93.777 17,285,399
Medical Assistance Program 93.778 6,834,508,609 A O
Health Care Financing Research, _

Demonstration and Evaluations 93.779 127,453
Social Security—Disability Insurance 93.802 127,436,416 A

Cellular and Molecular Basis of
Disease Research 93.863 174,600

Model Comprehensive Drug Abuse
Treatment Programs for Critical
Populations 93.902 6,948,724

Model Criminal Justice Drug Abuse
Treatment—Incarcerated Populations—
Nonincarcerated Populations and

Juvenile Justice Populations 93.903 426,226
Grants to States for Operations of

Offices of Rural Health 93.913 80,400
HIV Care Formula Grants 93.917 16,046,285

Footnotes are presented on page 198.

195



Cooperative Agreements for State-Based
- Comprehensive Breast and Cervical
Cancer Early Detection Programs

HIV/AIDS and Related Diseases Among
Substance Abusers: Community-Based
Outreach and Intervention
Demonstration Program

Demonstration Grants to States With
Respect to Alzheimer’s Disease

Block Grants for Prevention and Treatment
of Substance Abuse

Preventive Health Services—Sexually
Transmitted Diseases Control Grants

Mental Health Disaster Assistance
and Emergency Mental Health

Health Programs for Refugees
Cooperative Agreements for State-Based
Diabetes Control Programs and

Evaluation of Surveillance Systems

Preventive Health and Health Services
Block Grant

Alcohol and Drug Abuse and Mental
Health Services Block Grant

Maternal and Child Health Services
Block Grant to the States

Other—Department of Health and
Human Services

Footnotes are presented on page 198.
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Federal
— Federal Agency/Program Title Catalog Number

93.919

93.949

93.951

93.959

93.977

93.982

93.987

93.988

93.991

93.992

93.994

© 93.999

Grant Amounts
‘Received

1,505,600

1,439,804

76,000

83,832,142

2,238,354

3,722,654

564,211

143,500

6,433,805

107,171,323

39,543,152

6,294,751

AO

AO

A



— Federal Agency/Program Title

Commission on National and Community
Service:

Serve America/Higher Education

Miscellaneous Grants and Contracts:
Shared Revenue—Flood Control Lands
Shared Revenue—Grazing Land

Federal Unemployment Benefits and
Allowances

Department of Housing and Urban
Development—College Housing Debt
Service

Department of the Interior—Fire
Prevention/Suppression Agreement

Department of the Interior—Fire
Prevention/Suppression Agreement

Department of Agriculture and

Various Other Departments—Fire
Prevention/Suppression Agreements

Footnotes are presented on page 198.

Federal
Catalog Number

94.001

98.002

98.004

98.010

98.013

98.014

98.015

98.016

Gfant Amounts
— Received

1,450,964

213,063

215,237

121,267

1,239,265
11,785

493,529

12,038,017
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Federal Grant Amounts

_ Federal Agency/Program Title Catalog Number __ Received
Miscellaneous Federal Receipts 98.099 299,178

Miscellaneous Federal Receipts 98.999 1,811,479

Total Grants Received $19,881.092,097

Total Major Grants Audited in
Compliance With OMB,
Circular A-128 $19.324.079.665

Note:

-

*kx

198

In addition, the State received $15,908,043 in Petroleum Violation Escrow Funds that can be used to supplement five federal
energy-related conservation and assistance programs or for various federally-approved projects. The funds were audited to the extent
required by the OMB’s Circular A-128.

The Bureau of State Audits reviewed these major grants for fiscal year 1992-93 in compliance with the OMB’s Circular A-128.

The Bureau of State Audits reviewed these grants in conjunction with various reports issued from July 1, 1992 to December 31, 1993.
See the Schedule of Audit Reports Involving Federal Grants from July 1, 1992 to December 31, 1993, beginning on page 203 for a
description of these reports. :

This amount includes cash and the value of commodities or cash and the value of food stamps.
This amount represents the value of commodities only.

The federal government changed the federal catalog number for fiscal year 1992-93. “The number in parentheses represents the former
federal catalog number.
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KURT R. SJOBERG
State Auditor

CALIFORNIA STATE AUDITOR

BUREAU OF STATE AUDITS

The Governor and the Legislature of
the State of California

We have audited the general purpose financial statements of the State of California as of and for
the year ended June 30, 1993, and have issued our report thereon dated April 30, 1994. We did
not audit the financial statements of the pension trust funds, which reflect total assets constituting
78 percent of the fiduciary funds. We also did not audit the financial statements of certain
enterprise funds, which reflect total assets and revenues constituting 92 percent and 94 percent,
respectively, of the enterprise funds. In addition, we did not audit the University of California
funds. The financial statements of these pension trust funds, certain enterprise funds, and the
University of California funds referred to above were audited by other auditors who furnished
their reports to us, and our opinion, insofar as it relates to the amounts included for the pension
trust funds, certain enterprise funds, and the University of California funds, is based solely upon
the reports of other independent auditors.

‘We conducted our audit in accordance with generally accepted auditing standards and
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 general purpose financial statements are free of material misstatement. ‘

The State’s management is responsible for compliance with laws, regulations, contracts, and
grants applicable to the State of California. As part of obtaining reasonable assurance about
whether the general purpose financial statements are free of material misstatement, we performed
tests of the State of California’s compliance with certain provisions of laws, regulations,
contracts, and grants. However, the objective of our audit of the financial statements was not to
provide an opinion on overall compliance with such provisions. Accordingly, we do not express
such an opinion.

The results of our tests indicate that, with respect to the items tested, the State of California
complied, in all material respects, with the provisions referred to in the preceding paragraph.
With respect to items not tested, nothing came to our attention that caused us to believe that the
State of California had not complied, in all material respects, with those provisions. However,
we noted certain immaterial instances of noncompliance that we have reported to the
management of agencies of the State of California. We discuss these on pages 39 through 164 of

this report.

660 J Street, Suite 300, Sacramento, California 95814
Telephone: (916) 445-0255 Fax: (916) 327-0019 215



This report is intended for the information of the Governor and Legislature of the State of
California and the management of the executive branch. However, this report is a matter of
public record, and its distribution is not limited.

BUREAU OF STATE AUDITS
_dats, e Fltnnn

SALLYYL. FILLIMAN, CPA
Deputy State Auditor

April 30, 1994
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Appendix Reports Issued by the Office of the Auditor General’
and the Bureau of State Audits From
July 1, 1992 to December 31, 1993
Date of
Issue Report Title Report No.
1992
Jul 01 A Review of Court Services in San Bernardino County P-134
Jul 02 A Review of Selected Areas of the Chino Unified School
District’s Building Program P-142

Jul 23 The Department of Health Services’ Information on Drug

Treatment Authorization Requests (Letter Report) P-213
Aug 05 A Fiscal Impact Analysis of Undocumented Immigrants

Residing in San Diego County C-126
Aug 06 Public Reports of Investfgation Completed by the Office

of the Auditor General From January 1, 1991 Through

July 31, 1992 1-214
Aug 26 A Review of the University of California’s Executive

Compensation, Benefits, and Offices P-215
Sep 02 Some Counties Are Not Promptly Remitting to the State

Fees Collected for the Judges’ Retirement System P-141
1993
Sep 23 A Review of the Accomplishment of Goals Designed To

Reduce Drug and Alcohol Abuse in California 93017
Oct 5 The Department of Health Services’ Information on Drug

Treatment Authorization Requests

(Contract audit by The Thornton Group) 93012

*The Office of the Auditor General was closed in December 1992. The California Government Code, Section 8543,
creates the Bureau of State Audits. The Bureau of State Audits is responsible for performing the annual financial
and compliance audit of the State and other audits formerly conducted by the Office of the Auditor General.
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Date of

218

Issue Report Title Report No.
Oct7 State of California, Statement of Securities Accountability

of the State Treasurer’s Office, June 30, 1992 92008
Dec 1 Review of the California Department of Toxic Substances

Control’s Implementation of the Hazardous Waste Source

Reduction and Management Review Act of 1989

(Contract audit by Ernst & Young) 93018
Dec 28 State of California, Financial Report

Year Ended June 30, 1992 92001
Dec 30 A Review of the Department of Motor Vehicles’

Administration of the Collegiate License Plate Program 93022
Dec 31 A Review of the State’s Controls Over Its Financial :

Operations 92002
Dec 31 State of California, Comprehensive Financial and

Compliance Audit Report, Year Ended June 30, 1992 92003



. STATE OF CALIFORNIA PETE WILSON, Govemor
DEPARTMENT OF FINANCE

OFFICE OF THE DIRECTOR

STATE CAPITOL, ROOM 1145

SACRAMENTO, CA 958144998 .

July 8, 1994

Mr. Kurt R. Sjoberg
State Auditor

660 J Street, Suite 300
Sacramepto,fCa 95814

Dear joberg:
CONTINUED IMPROVEMENT NEEDED IN THE STATE’S CONTROLS OVER ITS OPERATIONS

Thank you for the opportunity to respond to the statewide issues contained in
your draft report, which was prepared as part of your examination of the State’s
general purpose financial statements for the Fiscal Year ended June 30, 1993.
The findings in this report will be incorporated into the Single Audit Report
filed with the federal government by the State of California covering Fiscal Year
1992-93.

We appreciate the information provided to us regarding the state’s internal
controls, and its compliance with federal and state requirements. Although our
systems can always be improved, the fact that the cumulative findings do not
adversely affect the State’s general purpose financial statements is evidence
that the State’s operations are materially under control.

California is a complex entity with numerous programs and activities being
carried out for its citizens. Such complexity, along with budget constraints,
challenge us to assure effective control while considering the benefits and costs
of these controls. However, improving the State’s internal control structure
w;1] continue to be an important responsibility of the financial leadership of
the State.

Each department for which you have identified internal control weaknesses is
responsible for its own corrective action. Our department, however, will
continue to provide the leadership necessary to assure the existence of an
appropriate internal control structure and effective practices and procedures
over fiscal and program operations. We will monitor the corrective actions to
be taken by individual departments as necessary.

The following is our response to each of the statewide concerns that you have
jdentified in your draft report.
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POTENTIAL LIABILITY TO THE FEDERAL GOVERNMENT FOR SOME INTERNAL SERVICE
EUNDS

As indicated in your report, the federal Department of Health and Human
Services is currently conducting an audit of the methodology used by the
internal service funds in question for the period of July 1, 1984 through
June 30, 1991. We disagree with the preliminary findings of the federal
audit in a number of areas. We have taken exception to the use of
inconsistent federal participation ratios and think that federal
participation should be based on actual ratios as determined by audit
tests. In addition, we believe that the accumulated surplus of the funds
in question should be reduced by the amounts of the reserve for prepaid
jtems, of accrued liabilities for Workers Compensation costs, and of
compensating absences for the Service Revolving Fund. We have notified
the federal government of our concerns.

Also, we have requested the federal government to approve a working
capital reserve of 60 days as noted in your report and as approved for the
state of Oregon. The 60 days®’ reserve is part of the changes to the cost
principles that the federal government is proposing. When those changes
are finalized, the State will review its procedures and determine the
practicality of changing our current system for Internal Service Funds,
and updating the necessary guidelines.

USE OF ANTICIPATED SALARY SAVINGS

We do not dispute that the traditional process of using a Section 27
deficiency notification was not used in the case of the $16.5 million
noted in your report. However, the Legislature was notified and provided
its approval of the actions taken through the 1994 May Revision Process.
Staff from the Legislature, the Legislative Analyst’s Office, the State
Controller’s Office and other interested agencies were also notified of
the actions taken. We feel that these actions resolved this issue. We
also feel that because this is presented as a statewide issue, that the
total amount reported should include the $12.8 million of IDDA/EPDA funds
expended by the Legislature.

LACK OF DOCUMENTATION OF DIFFERENCES IN ACCOUNTING PRACTICES

Some of the differences between the State Controller’s figures and the
Department of Finance figures may be attributable to timing differences
and information received late from state agencies. However, we are not
aware that any differences have impaired the integrity of the state’s
budgetary process.

¥The California State Auditor's comments on this response begin on
page 225.
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Specific differences can be documented and explained for some items, but
determining all of the differences would require a major reconciliation.
As we become aware of significant differences, they will be addressed in
relation to other priorities and existing resources. However, we do not
currently have the resources to complete a reconciliation between our
figures and the State Controller’s figures.

PROBLEMS WITH THE STATE’S CONVERSION TO GAAP

We are continuing to address some of the Generally Accepted Accounting
Principles (GAAP) issues. A committee has been formed including
representatives of the Department of Finance, the State Controller’s
Office and your office. This committee has established and prioritized a
preliminary list of accounting issues that will be analyzed for possible
conversion to GAAP. Items that are approved by the committee and are
determined to be in the best interests of the State will be converted to
GAAP. However, there are some areas where GAAP treatment may not be
practical or where the cost of establishing the necessary systems exceeds
the benefits.

The State’s legal or budgetary basis of accounting is converted each year
by the State Controller’s Office to a GAAP basis for reporting purposes.
We are not aware of specific problems occurring with material impacts to
the financial statement presentations during this process.

INADEQUATE MONITORING OF RECIPIENTS OF STATE AND FEDERAL MONEYS

The monitoring of recipients of federal funds is the responsibility of
individual state agencies and specific requirements are found in Section
20050 of the State Administrative Manual (SAM). Required monitoring of
State monies is usually detailed in enabling legislation. In order to
emphasize the importance of this function we will reissue our Management
Memo restating the necessity for this monitoring. In addition, the next
update to the audit program for internal control audits will include a
section on monitoring of State and Federal fund recipient organizations.

INADEQUATE REPORTING OF LEASING INFORMATION

As indicated in your report, there are some state agencies for which the
Department of General Services (DGS) does not have oversight
responsibility. In order to include the information for these entities in
the DGS records, it will probably be necessary to make the submission of
this information a legal requirement. The information currently included
in DGS records does not include some of the information needed for the
notes to the State’s financial statements. Since the information currently
maintained by DGS is primarily for internal management purposes, acquiring
and maintaining additional information would be an increased cost to DGS.
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It may not be cost effective to require the gathering and maintaining of
this information for all departments. The DGS is currently addressing the
issue of expanding their data base on leasing information to include
additional information.

CONFUSION OVER REQUIREMENTS FOR APPROVAL FOR SOME CONTRACTS

As indicated in your report, approval of contracts is the responsibility
of the Department of General Services (DGS). If there.are agencies that
are not complying with the Public Contract Codes, DGS should initiate
corrective action. However, we aren’t aware that there have been material
losses or misuse of grant funds disbursed. We will notify the Department
of General Services of your' recommendation to obtain a current opinion
from the Attorney General to clearly identify the factors distinguishing
grants from contracts.

EF NCIES IN ADMINISTERING STATE CONTRACTS

Your report identifies 13 contracts, out of 85 tested at 17 agencies, that
lacked approval before the start of work. Of these 13, 9 were found in
Jjust 4 agencies. These 4 agencies all have an internal audit unit. The
next update to the audit program for internal control audits will place
more emphasis on reviewing contracting procedures. The audit program is
provided to the internal auditors for them to use when conducting reviews
of their department’s internal controls.

FAILURE TO REQUIRE AGENCIES TO PREPARE RECONCILIATIONS OR REPORTS OF
ACCRUALS

As indicated in your report, efforts are underway to make financial
reporting more accurate and prompt. As part of this effort a
determination will be made, as other priorities and resources allow, as to
which year-end financial statements are necessary. Specifically, Report
15 contains summary information that is included on other required reports
and is duplicated on Report 15.

1 FINANCIAL STATEMENTS - LACK OF COMBINING STATEMENTS BY FUND
TYPE

Efforts are underway to reduce the time required by state agencies to
prepare and submit the year-end statements to the State Controller’s
Office. The State Controller is working towards having statements be
electronically submitted. In addition, a review is underway to reduce the
number of different statements required which should reduce the time
needed to prepare and submit statements.
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INABILITY.TO ACCOUNT FOR EXPENDITURES OF FEDERAL MONEY BY EACH FEDERAL
PROGRAM

The accounting system currently used to record federal receipts and
expenditures will need extensive modification to meet all federal and
State requirements. The system does not currently allow a cross-over
between receipts and subsequent expenditures by federal program. Required
changes will be addressed in relation to other priorities and existing
resources.

LACK OF CENTRALIZED RECORDS FOR FEDERAL RECEIPTS

As ‘indicated in your report, the State established the Federal Trust Fund
in 1978 for the deposit of all moneys received by the State from the
federal government where the expenditure was administered through or under
the direction of any state agency. Unfortunately, exemptions were also
allowed. The necessary changes to statutes to achieve the objectives of
the Federal Trust Fund will be analyzed as priorities and resources allow.

LACK OF COMPLIANCE WITH DRUG-FREE WORKPLACE REQUIREMENTS

Drug-Free workplace requirements for state employees are the
responsibility of the Department of Personnel Administration (DPA). We
will notify DPA of this issue and will recommend that they reissue a
Management Memo to all state departments on the requirements of a drug-
free workplace.

The requirement for certification by contractors is the responsibility of
the DGS. We will notify DGS of this issue and will recommend that they
remind state entities of the contractor requirements. We will also
recommend to DGS that the delegated contracting audits conducted by DGS
include a review of Drug-Free workplace certifications by contractors.

SALARY WARRANTS ARE NOT ALWAYS PROMPTLY RETURNED

State policy as detailed in Section 8580.5 of the State Administrative
Manual requires undelivered salary warrants to be returned to the State
Controller’s Office within 90 days of receipt. In order to increase
compliance with this policy, agencies will be reminded of this requirement
through a Management Memo. In addition, the next update to the audit
program for internal control audits will place more emphasis on this
issue.
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IMPROPER OMISSIONS FROM THE STATE REPORTING PROCESS

A Statement of Operations and a Budget Report are submitted annually by
District Agricultural Associations to the Division of Fairs and
Expositions within the Department of Food and Agriculture. However,
‘Section 4005 of the Food and Agricultural Code states that the fiscal year
for these entities is January 1, to December 31. Section 4505 of the Food
and Agriculture Code requires a statement of operations to be filed on a
calendar year basis. In order to include statements in the State
Controller’s annual report for these entities, the statute will have to be
changed, or statements will have to be prepared twice a year at an
additional cost. The necessary statutory changes will be analyzed as
priorities and resources allow.

We appreciate the recommendations that you have identified regarding the state’s
operations. Our own efforts, as well as those of departmental internal auditors,
have identified similar weaknesses. We are aware of efforts underway in a number
of areas to correct these weaknesses. We will continue to provide the leadership
to ensure the proper financial operations of the State.

If you have any questions concerning this letter, please contact Enrique Farias,
Chief, Office of State Audits and Evaluations at 322-2917.

Sincere];Z

RUSSELL S. GOULD
Director



California State Auditor’s Comments on the Response
From the Department of Finance

We met with officials of the Department of Finance (department) on several
occasions and were not provided with documentation indicating the
Legislature’s approval of these actions. Further, the department’s response does
not address the issue we raised that three departments were afforded a benefit
not provided to other General Fund departments. Finally, Chapter 83, Statutes
of 1991, specifically exempted the Legislature’s 1991-92 appropriations from
reduction. ’

We agree that other reports supply some of the information provided in the
Report 15. However, the funds that are exempted from providing a Report 15 to
the State Controller’s Office are also exempted from providing these other
reports. Therefore, the State Controller’s Office does not have evidence that
agencies have reconciled financial information that appears in the State’s
general purpose financial statements with records of the State Controller’s
Office.
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