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

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

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 almost $26 billion in federal funds annually. The Bureau of State Audits, which was created in
May 1993, pursuant to the 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 1n an earlier audit, the State has made some improvements in
its internal control structure. For example, for fiscal years 1988-89 through 1992-93, the Office of the
Auditor General or the Bureau of State Audits reported that the Stephen P. Teale Data Center recorded the
cost of software purchases as an operating expense rather than an intangible asset. 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 data center now records software costs that exceed $5,000 and
that have a useful life of four years as intangible assets and allocates the cost of the software to expense
over its useful life.

Respectfully submitted,

KURT R. SJOBéQRG z

State Auditor

v BUREAU OF STATE AUDITS
660 ] Street, Suite 300, Sacramento, California 95814 Telephone: (916) 445-0255 Fax: (916) 327-0019
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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
noncompliance with state and federal regulations, inefficient use of state resources, and
inaccurate departmental financial statements. Individually, most of these weaknesses have a
minor effect on the State’s operations, but cumulatively, their effect can be significant. The
following are some of the more significant weaknesses we found:

¢ The Department of Motor Vehicles had approximately $9.2 million in cash collections at the
end of the fiscal year in its uncleared collections account remaining unallocated to programs
supported by department revenue. This problem originated before fiscal year 1985-86
when it appears the department deposited cash in the uncleared collections account of the
State Controller's Office (SCO), but the department either did not request the SCO to
transfer those deposits to the correct revenue accounts or the SCO did not process the
department’s request to transfer the deposits.

e The Department of Alcohol and Drug Programs spent at least $195,900 in federal grant
funds to plan, promote, manage, and attend the National Association of State Alcohol and
Drug Abuse Directors, Inc. conference held in San Diego, California, in June 1994. We
question the propriety of certain expenditures related to the conference. For example, the
department paid $50,000 to the Hotel del Coronado because it reserved too many rooms.

e The Department of Health Services did not have adequate procedures for monitoring and
collecting approximately $421 million in accounts receivable. In addition, the department
did not adequately distribute responsibilities among its staff for activities related to accounts
receivable.

e The Department of Housing and Community Development is not able to reconcile a
difference of approximately $25.4 million between its accounting records and program
records for housing loans distributed from three loan funds. Further, the department has not
properly identified correct names, addresses, and account numbers for borrowers of loans
totaling approximately $28 million.

e 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 approximately $1.3 billion.



o The State has numerous deficiencies in its monitoring of recipients of federal or state
moneys. We found 17 federal programs and 2 state programs at 12 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.

o State departments have numerous deficiencies in preparing accurate state and federal
financial reports. We found at least five departments that inaccurately prepared state
financial reports, and eight departments with discrepancies in federal reports submitted.
Failure to correctly report financial information reduces the State’s ability to prepare the
State’s financial statements in accordance with generally accepted accounting principles,
and failure to complete accurate federal reports can result in misstated claims that are not
supported and may go undetected.

e The State Controller's Office (SCO) does not have an adequate system for identifying all

special districts that are required to submit annual single audit reports to the SCO for review.

As part of its responsibility for coordinating the single audit activities of local governments,

the SCO reviews the special districts’ single audit reports for adequacy and for compliance

~ with federal regulations and standards. However, the SCO does not ensure that other state

departments notify it of all special districts to which they distribute federal funds. Although it

has an adequate system for monitoring the ‘audit reports that it is aware it should receive,

without a complete list of reports, the SCO cannot be assured that all special districts
receiving federal moneys are complying with federal requirements.

e The Department of Motor Vehicles had approximately 83,000 checks, totaling
approximately $23 million, that banks had not honored. The department has transferred
the responsibility and authority for the collection of delinquent vehicle registration fees in
excess of $250 to the Franchise Tax Board (FTB). However, the department does not
reconcile the checks transferred to the FTB to the checks collected or pursued. As a result,
the department cannot ensure that it collects on all the dishonored checks for vehicle
registration.

¢ The Department of Housing and Community Development has commingled approximately
$258 million in cash from nine federal programs in its Federal Trust Fund since at least fiscal
year 1989-90. Consequently, the department cannot determine actual cash balances for
specific federal grants during the period of commingling. '

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 required for receiving 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 also made
significant improvements in certain areas. These improvements results from the State’s response
to weaknesses the Bureau of State Audits and the Office of the Auditor General reported.
Following are examples of some of these improvements:

e For fiscal years 1988-89 through 1992-93, the Office of the Auditor General or the Bureau
of State Audits reported that the Stephen P. Teale Data Center recorded the cost of software
purchases as an operating expense rather than an intangible asset. The cumulative effect of
not recording intangible assets was to understate assets (net of amortization) at
June 30, 1993, by approximately $4.8 million. The data center now records software that
exceeds $5,000 and that has a useful life of four years as an intangible asset and allocates its
cost to expense over the software’s useful life.

e During fiscal years 1990-91 through 1992-93, the Office of the Auditor Ceneral or the
Bureau of State Audits reported that the Governor’s Office of Emergency Services (office)
had not appealed all of the approximately $7.7 million in claimed costs related to the
Loma Prieta earthquake that the Federal Emergency Management Agency denied. Since we
reported this issue in last year’s audit, the office has resolved approximately $7.1 million of
its claimed costs.



Introduction

As part of our examination of the general purpose financial statements of the State of California
for fiscal year ended June 30, 1994, we studied and evaluated the State’s internal controls. This
study is necessary for the following three reasons:

» To express an opinion on the State’s general purpose financial statements;
e To determine compliance with federal grant requirements, laws, and regulations; and

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

Before conducting our audit, we determined the audit procedures and the extent of testing
necessary. During our audit, we reviewed and evaluated fiscal controls at 23 of the 194 state
agencies included in the general purpose financial statements.

Amounts that we audited at these agencies represented approximately 76 percent of the State’s
revenues and approximately 70 percent of the State’s expenditures. Further, other independent
auditors audited an additional 14 percent of the State’s revenues and an additional 10 percent
of the State’s expenditures. We increased our coverage with centralized testing, for which we
selected 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 two 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 18 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 51 of the 345 federal grants the State
administers. These 51 grants represent approximately 97 percent of the federal funds the State
received in fiscal year 1993-94, 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:

o 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);

e The reports on weaknesses and instances of noncompliance at state agencies (begin on
page 39); : '

e The report on federal assistance programs, including required reports on compliance with
laws and regulations related to major and nonmajor federal programs (begin on page 187)
and reports on the resolution of prior year findings related to federal programs (begin on
page 187);

e The report on the accuracy of the supplementary schedule of federal assistance (begins on
page 193); and

e The report on compliance with state laws and regdlations (begi'hs on page 243).
Between July 1, 1993, and December 31, 1994, the Bureau of State issued 37 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

In its control system, the State has numerous weaknesses that warrant statewide concern. Such
weaknesses exist at numerous departments throughout the State, arise from current statewide
policies that do not satisfactorily address the State’s needs, or have a potentially significant fiscal
impact on either the State as a whole or on a segment of the State.

Cenerally, the statewide concerns fall into two main categories by subject: problems with
financial reporting and problems with compliance with state or federal requirements. Problems
with financial reporting can result in inaccurate financial statements. The following issues are
examples of problems with financial reporting:

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

e Inadequate or late reporting of financial information; and

e 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.

Problems with compliance with federal and state policies can result in a lack of assurance that
the State or its subrecipients comply with state and federal laws and regulations. The following
issues are examples of these problems:

e Deficiencies in administering nonconsulting contracts;

e Inability to account for expenditures of federal moneys by each federal program;

e Lack of monitoring of cash advances to subrecipients; and

e Lack of monitoring of recipients of federal and state moneys.

The Department of Finance (DOF) is responsible for ensuring that the ‘State maintains a system
of internal accounting and administrative controls that safeguard the State’s resources.

Additionally, the DOF is responsible for providing guidance to other state agencies when
weaknesses and problems, such as those discussed in this section, arise.



Many of the statewide concerns have been reported by the Bureau of State Audits for fiscal years
1991-92 and 1992-93 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 deficiencies in administering and accounting for state
equipment, the improper accounting for construction in progress, the incomplete statewide real
property inventory, and the errors identified in the calculation of the interest liability for federal
cash management.

Financial Reporting Problems

The first six statewide concerns are financial reporting problems that relate to the State’s general
inability to produce financial statements that are timely, complete, and consistent with generally
accepted accounting principles.

Problems With the State’s
Conversion to GAAP

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 (SCO) 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 this issue during its audits for fiscal years 1991-92 and
1992-93, and the Office of the Auditor General reported a similar issue durmg 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 SCO 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.

Several differences between the budgetary basis and GAAP basis financial statements exist
because the State’s budgetary accounting practices are not in accordance with GAAP. The
following are examples of existing budgetary basis accounting practices that the State should
change to bring the budgetary basis financial statements closer to CAAP.



General Fund

The Department of Finance (DOF) should modify its accounting practices so that it can report
the revenues and expenditures of the State’s General Fund in accordance with GAAP in the
governor’s budget. For example, expenditures related to earned vacation for certain state
faculty should be included in the governor’s budget. Additionally, the DOF should recognize
expenditures in the fiscal year that the liabilities occur. Currently, some expenditures are not
recognized because the appropriations have no remaining funds. These expenditures are paid
from subsequent fiscal year appropriations even though the liability was incurred in the prior
year. Further, the DOF should ensure that certain General Fund expenditures as reported in the
governor’s budget agree with the State’s financial statements issued by the SCO. Finally, the
DOF should ensure that loans made by the State’s General Fund to other funds or to other
governments are recorded as assets. Currently, these loans are recorded as expenditures.

Otber Fund Types

In addition to the accounting changes for the State’s General Fund, the DOF should modify the
budgetary accounting practices for other fund types. For example, the State currently reports as
encumbrances grants made to local agencies when the commitments are made. However, using
the GAAP basis of accounting, the grants are not reported as encumbrances because the local
agencies, not the State, receive the goods or services. Rather, these encumbrances are reported
in-the notes to the financial statements. Similarly, at least one internal service fund includes
encumbrances in its liability balance. Under GAAP, encumbrances are not reported as liabilities.
Finally, the State currently recognizes its authorized but unissued bonds as an addition to fund
balance; however, under GAAP, the proceeds from the sale of bonds should not be recognized
until the sale occurs.

In addition to the differences in accounting practices described above, 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.

The differences exist primarily because the DOF has not converted the preparation of the
annual governor’s budget to a basis that is consistent with GAAP and has provided only limited
instruction in the State Administrative Manual to make the conversion from the budgetary basis
to GAAP efficient and reliable. Because of the limitations inherent in the State’s financial
information system, agencies provide reports to the SCO that are insufficient for preparing 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.

Nevertheless, until the State incorporates all the necessary generally accepted accounting
principles into its policies and practices, 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.

Inadequate Reporting of Leasing Information

The State does not have centralized records that contain all the necessary information required
by GAAP for financial statement disclosures on lease commitments. Without centralized
records, the State spends unnecessary time and effort in gathering and summarizing the required
information. The State’s lease commitments of the primary government and its component units
totaled approximately $5.7 billion in fiscal year 1993-94. '

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 SCO 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
payments in future years or the separate future lease and rental payments by fiscal year. -

Although the Department of General Services has converted to a new system to maintain space
and equipment records, additional programming work is required before the new system is able
‘to provide the information required by GAAP. Also, the records of both the new and the old
system do not include information on those leases that the Department of General Services does
not oversee. For example, the department’s records do not include more than $1.6 billion in
lease commitments with the State Public Works Board or $2.3 million in lease commitments for
the California State Lottery Commission.



The Bureau of State Audits reported this weakness in its audits for fiscal year 1991-92 and
1992-93, and the Office of the Auditor General reported this weakness for fiscal years 1986-87
through 1990-91.

Omissions From the
State Reporting Process

District Agricultural Associations, which are organized to hold fairs and expositions, are not
treated as part of the state reporting entity. To determine whether the District Agricultural
Associations should be treated as part of the state entity, the Office of the Auditor General
requested a legal opinion from the Legislative Counsel. In December 1988, 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 SCO is required to include the financial information of the District Agricultural
Associations in the State’s general purpose financial statements. Additionally, the Governmental
Accounting Standards Board, Statement 14, requires the State to present financial information of
component units, such as District Agricultural Associations, in its 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 years 1991-92 and 1992-93, and
the Office of the Auditor General reported a similar finding for fiscal years 1987-88 through
1990-91. ’

Agencies Are Not Required To Prepare All
Reconciliations or Reports of Accruals

At the end of each fiscal year, state agencies submit financial reports to the SCO, 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 SCO two important financial reports for more than 240 funds numbered 500 to
699 and 800 to 999. We found the following:

e Report 15, Reconciliation of Agency Accounts With Transactions Per State Controller, is not
submitted. As a result, the SCO does not have evidence that agencies have reconciled
financial information that appears in the general purpose financial statements with SCO
records. 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 SCO is an important step in ensuring the accuracy of the agencies’ financial
statements.



e 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 SCO 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
Covernmental Accounting and Financial Reporting Standards, issued by the Governmental
Accounting Standards Board, requires 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 75 that had budget appropriations for fiscal year 1993-94.
Without the reconciliation and accrual information for these funds, the SCO cannot be assured
that expenditures for these funds are within the budgeted limits. The Bureau of State Audits
reported similar weaknesses for fiscal years 1991-92 and 1992-93, and the Office of the Auditor
General reported similar weaknesses during its audits for fiscal years 1985-86 through 1990-91.

Deficiencies in Accounting for and
Controlling State Equipment

State agencies do not consistently comply with the State Administrative Manual in accounting for
and controlling their equipment. Specifically, some departments do not include the full
purchase price of equipment, such as tax and shipping, when recording the cost of additions in
the general ledger or do not include the cost of the equipment in the inventory listing. Also,
departments do not always properly authorize deletions of equipment. Furthermore, we were
not always able to trace items from the departments’ inventory listings to the physical locations
of the items. In addition, we could not trace some items from the physical locations back to the
listings. A number of departments did not prepare monthly equipment reconciliations as
required by the State Administrative Manual. Also, a number of departments have not
conducted a physical count of equipment within the last three years. Although four agencies
performed the physical inventory, they did not adjust the general ledger for the difference
between the physical count and their inventory listing. Finally, a number of departments do not
adequately separate the duties over equipment inventory and the equipment records.

Table 1 below lists the departments we tested during fiscal year 1993-94. It shows the number
of items tested for additions, deletions, and inventory tracing and the number of items found in
noncompliance. For the physical inventory count, the monthly equipment reconciliation, and
separation of duties, the table shows the departments that were in noncompliance with
provisions of the State Administrative Manual. The State Administrative Manual, Section 8600
et seq., defines equipment and provides guidelines for state agencies to follow for accounting
and controlling equipment, including conducting physical inventories and having adequate
separation of duties. In addition, Section 7969 requires agencies to reconcile the equipment
expenditures to the property ledger at the end of each month, or quarter, if the volume of
property transactions is small.
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Ineligibility for Certificate
of Achievement

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. Before the State can develop
the financial reports, departments must submit financial information for each of its funds to the
SCO. The State Administrative Manual, Section 7990, generally requires departments to submit
the financial information to the SCO approximately one month after the end of the fiscal year.
Further, the SCO generally allows departments an additional month after the published
deadlines before it considers departments late in submitting their reports. During fiscal year
1993-94, the SCO considered General Fund reports late if departments had not submitted them
by August 30 and reports for other funds late if departments had not submitted them by
September 22. Of the 218 General Fund reports and 2,038 other fund reports due,
approximately 18 and 103, respectively, were from one day to more than three months late.
Section 12461.2 of the California Government Code states that the SCO may withhold any or all
operating funds from agencies, departments, boards, or commissions, except state and local
retirement systems, that fail to furnish required financial reports or statements within 20 days of
the date prescribed.

In addition, audited information for three building authorities that are component units of the
State ‘was not available for the State’s financial statements. For two of the three building
authorities, the joint power agreements that created the building authorities established audit
deadlines that are too late for the audited information to be included in the State’s financial -
statements. Specifically, the audit deadline for the Los Angeles State Building Authority is
12 months after the end of the State’s fiscal year, and the deadline for the San Francisco State
Building Authority coincides with the recommended issue date for the State’s financial

~ statements. The completion date for the remaining building authonty, the East Bay State
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Building Authority, was September 30, 1994.

The SCO contracted to perform these audits for the authorities. However, as of April 1995, the
fiscal year 1992-93 audit for the East Bay State Building Authority had not been completed
although it was due by September 30, 1993. In addition, the fiscal year 1993-94 audits for the
East Bay State Building Authority and the San Francisco State Building Authority had not been
completed as of April 1995, even though the audit deadlines were September 30, 1994, and
December 31, 1994, respectively.



The Government Finance Officers Association established the time requirements for issuing
audited financial statements in 1980. 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 1993-94 was dated April 27, 1995, 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:

e Automated reconciliations of agency records with the SCO’s records;
e A proposed reduction in the number of reports required from agencies; and
e A preliminary plan for electronic reporting of year-end financial data to the SCO.

However, the committee has not completed the development of these items in the eight years
since the Price Waterhouse report. As a result, the shortcomings continue to exist throughout
the State’s financial reporting system.

Lack of Combining Statements
by Fund Type

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. Generally, the report should include, for
the primary government and its component units, general purpose financial statements by fund
type and account group, combining statements by fund type, and individual fund statements of
the primary government and its blended component units.

The SCO has not prepared combining statements by fund type in accordance with these
guidelines issued by the Governmental Accounting Standards Board. The SCO’s system
accounts for its funds in a manner that, in some cases, is not in full agreement with GAAP. For
example, the SCO 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 SCO has made progress toward preparing combining statements by fund type for
the primary government, including its blended component units. Specifically, the SCO has
organized the funds within each fund type into categories that have a similar purpose for
presentation in the Comprehensive Annual Financial Report. In addition, the SCO has modified
its automated system that produces the financial statements. The system summarizes the
budgetary basis statements into GAAP classifications for presentation in the Comprehensive
Annual Financial Report.

The Bureau of State Audits reported a similar issue during its audits for fiscal years 1991-92 and
1992-93, and the Office of the Auditor General reported a similar issue during its audits for fiscal
years 1985-86 through 1990-91.

State and Federal
Compliance Issues

The remaining statewide concerns are state or federal compliance problems. Generally, the
issues relate to the State’s lack of guidance in the State Administrative Manual and the State’s
failure to ensure that departments comply with existing state and federal requirements.

Confusion Over Requirements for
Approval for Some Contracts

The State Administrative Manual does not provide adequate guidance about which agreements
for services require 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 the 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 1980. The opinions distinguish grants from contracts, and they state that certain
grants are not contracts for services and are, therefore, not subject to the 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 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 Indian Health Program contracts as grants, even though the Legislative Counsel
concluded that an agreement for this program was a direct services contract and, therefore,
subject to DGS'’s review and approval. During fiscal year 1993-94, the Department of Health
Services entered into approximately $1.4 million in agreements for the Indian Health Program.
In contrast to the Department of Health Services’ response 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 the DGS'’s review and approval.

The DGCS 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 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 Ceneral’s Office that clearly
identifies the factors distinguishing grants from contracts and that clearly identifies when an
agreement is subject to the DGS's review and approval. The DGS should then ensure that the
State Administrative Manual accurately provides this information.

Deficiencies in Administering
State Nonconsultant Contracts

State departments and the California State University (CSU) do not consistently comply with the
California Public Contract Code and the California State University Administrative Manual
(SUAM), respectively, and other applicable state regulations in establishing and reviewing
contracts. We reviewed fiscal year 1993-94 nonconsultant contracts at 21 state departments
and calendar year 1994 nonconsultant contracts at the CSU. We found that work began on
some contracts before the contracts were approved and that some contracts that were not
competitively bid (sole-source) did not have sufficient documentation to justify the lack of
competitive bidding or the cost of such contracts. In addition to these deficiencies, the
Department of General Services (DGS) did not always conduct required audits of state agencies
to which purchasing authority has been delegated.

In our review of 231 nonconsultant contracts at 21 departments and the CSU, we found that
59 contracts (26 percent) were not approved before the beginning of contract work. When
departments 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 years 1991-92 and 1992-93, and the Office of the Auditor
General reported this same problem for fiscal years 1986-87 through 1990-91.
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In addition, for 129 contracts, excluding the CSU, that were not competitively bid, 15
(12 percent) did not have sufficient documentation to justify the cost of the contract. At the
CSU, 17 contracts we reviewed were not competitively bid. Of the 17 contracts, 11 did not
contain documentation justifying costs; however, as of January 1, 1994, CSU contracts were
exempt from requirements outlined in the Public Contracts Code. Further, the SUAM, which
outlines contracting requirements for the CSU campuses, does not require campuses to justify
costs for sole-source contracts. The CSU campuses let the remaining 6 contracts before
January 1, 1994, and these contracts did contain sufficient justification of the costs.

The State uses the competitive bidding process as a means of protecting the public from the
misuse of state funds, to stimulate competition in a manner conducive to sound state fiscal
practices, and to eliminate favoritism, fraud, and corruption in the awarding of state contracts.
When the competitive bidding process is circumvented, the State cannot ensure that these
objectives are being met without further explanation from the parties involved.

Table 2 identifies the two areas of noncompliance in handling contracts and lists the CSU and
the 21 departments at which we reviewed nonconsultant contracts, the number of
nonconsultant contracts reviewed at each department, and the number of instances of
noncompliance observed for each area.



Table 2
Deficiencies in Administering State Nonconsultant
Contracts at Various Departments and the CSU
Fiscal Year 1993-94 and Calendar Year 1994 (CSU)

Contracts
That
Number Contracts That Number of Lacked
of Lacked Approval  Contracts Not Sufficient
Contracts Before Start Competitively Cost
Department Name Tested of Work Bid Justification

Board of Governors 9 4 9 1
California State University 33 13 17
Department of Conservation 5 1 2 1
Department of Corrections - 10 2
Department of Developmental Services 5 1 1
Department of Education 10 2 7
Employment Development Department 10 2 4
Board of Equalization 10 8 1
Franchise Tax Board 10 6
Department of General Services 13 4 10 3
Department of Health Services 10 7 10
Health and Welfare Agency Data Center 10 9
Department of Justice 5 3 5 1
Department of Mental Health 10 5 6 4
Department of Motor Vehicles 10 4
Department of Rehabilitation 10 3 7
Department of Social Services 10 4 . 7
State Controller’s Office 10 1 5 1
State Treasurer’s Office 10 2 6
Stephen P. Teale Data Center 10 5 8 2
Department of Transportation 10 1 7
Department of Water Resources 10 1 6

Total 230 59 146 14

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 the DGS. In addition,
Section 10335 states that, unless specifically exempted, a service contract is not effective until
the date of the DGS’s approval. Moreover, the State Administrative Manual, Section 1209,
requires state agencies to submit each contract in sufficient time for the 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 the
DGS'’s approval, the issuing department should approve the contract before work begins.



The CSU contracts are exempt from the DGS’s review and approval. Furthermore, the CSU is
not required to comply with the Public Contract Code articles that relate to service contracts.
The Chancellor’s Office, therefore, provides service contract management guidance to its
campuses in Sections 2400 and 2500 of its SUAM. Generally, the SUAM mirrors the State
Administrative Manual for the requirements for establishing and reviewing contracts.
Specifically, the SUAM, Section 2510.03, states that, except in cases of emergency to protect
human life or state property, work must not commence on any contract until the contract has
been approved by the appropriate authority. This section of the manual also states that any
work the contractor performs before the approval date should be considered as the contractor’s
own risk and as voluntary. '

The California Public Contract Code, Section 10340(a), requires that, unless otherwise exempt,
state agencies must secure at least three competitive bids or proposals for each contract. The
State Administrative Manual, Section 1235, requires that in those instances where three bids or
proposals cannot be obtained, full explanation and justification must accompany the contract.
Specifically, the State Administrative Manual, Section 1236, requires that contracts awarded
without competitive bids include a justification of the appropriateness or reasonableness of the
cost. Similarly, the SUAM, Section 2530, requires that if the contract is a sole-source contract,
then information should be provided in sufficient detail to support and justify the approval of a
sole source for the service or why the State’s interests are better served by approving a sole
source for the service.

In another departure from control procedures over the State’s contracting process, the DGS did
not always conduct required audits of state departments to which the authority to purchase
materials, supplies, and equipment has been delegated. The Public Contract Code,
Section 10333(b), requires the DCS to audit each state agency to which the department has
delegated purchasing authority at least once every three years. As of April 1995, the DGS
delegated purchasing authority valued at more than $251 million to 156 departments.
However, it has not audited 58 of these departments within the required three years. As a
result, the DGS cannot ensure that almost $98 million in delegated purchasing authority is
properly managed and controlled.

State Agencies Did Not Properly
Account for Construction in Progress

State agencies do not properly account for construction in progress after a project is completed.
Initially, projects in the construction phase are accounted for as construction in progress in the
General Fixed Assets Account Group. When the construction phase ends, the costs should be
transferred from the construction in progress account to the building account. We found that
the Department of Corrections and the California State University Chancellor’s Office did not
transfer the costs from the construction in progress account to the building account when the
construction phase ended and the buildings were occupied. Further, the Department of
Corrections and the California State University Chancellor’'s Office did not notify the state
correctional institutions and the state university campuses, respectively, of the cost of the
completed projects so that they could account for the projects in their building accounts.



As of June 30, 1994, the Department of Corrections reported construction in progress totaling
approximately $626 million. Since December 1991, the Department of Corrections has not
notified the various correctional institutions of this information. In addition, at june 30, 1994,
the Chancellor’s Office still reported construction in progress that we previously identified as
completed projects as of June 30, 1993. These projects totaled approximately $169 million.

As a result, construction costs of completed projects are misclassified in the State’s financial
statements. Further, a delay in transferring the costs from the construction in progress account to
the building account delays the reporting of building additions to the DGS for inclusion in the
statewide real property inventory. ’

The State Administrative Manual, Section 8600 et seq., defines property, including buildings,
and outlines the requirements for property reporting. Also, Section 6501 et seq. provides
guidance for capital outlay. Further, Section 6561 states that the construction phase ends when
a Completion Notice is filed with the County Recorder. Moreover, Section 6750 states that the
completion date of any project should be construed as being the date of final inspection or date
of occupancy of the project, whichever is earliest. In addition, the State University
Administrative Manual, Section 9000, states that the California State University policies and
procedures for property generally parallel those of the State. Finally, in a memorandum dated
July 2, 1991, the Department of Corrections stated that information necessary for the proper
recording of fixed assets would be provided to the correctional institutions annually.

Incomplete Statewide
Real Property Inventory

The State has inadequate procedures to ensure that the Department of General Services’ (DGS)
Statewide Real Property Inventory incorporates all real property transactions as recorded in the
state agency accounting records. Specifically, state agencies do not consistently ensure that all
additions and deletions of buildings, as reported in their year-end Statements of Changes in
General Fixed Assets, are reported to the DGS’s Office of Real Estate and Design Services
(OREDS). Further, state agencies do not consistently provide the OREDS with cost information
related to their buildings. Unless state agencies report all changes to their building accounts,
provide cost data, and reconcile the amount reported in the statewide real property inventory to
their Statement of Changes in General Fixed Assets, the OREDS may not maintain a complete
and accurate statewide inventory of all real property held by the State. As a result, errors and
discrepancies could occur and remain undetected. We found the following:

e For fiscal year ended june 30, 1992, the Department of Parks and Recreation reported in its
Statement of Changes in General Fixed Assets approximately $25 million in costs for
improvements. However, the statewide real property inventory contained no additions to
improvements for the Department of Parks and Recreation for the past three fiscal years.

e For fiscal year ended June 30, 1994, the California State Prison—Sacramento County (CSP)

reported in its Statement of Changes in General Fixed Assets approximately $151 million in
net additions for buildings. Also, Folsom Prison reported a similar net amount as deletions

17



to its buildings. The prison construction was completed in fiscal year 1986-87 and was
accounted for as an addition to Folsom Prison. Subsequently, the State decided to operate
and account for the CSP separately from Folsom Prison. Therefore, it was necessary to
transfer the costs of the prison from the records of Folsom Prison to the CSP. Beginning with
fiscal year 1993-94, the two prisons have conducted their operations and accounting
separately. However, neither prison notified the OREDS of the transfer.

e The statewide real property inventory does not contain cost data for the buildings at several
prisons. For example, as of June 30, 1994, the ending balance for buildings at the
R.). Donovan Correctional Facility at Rock Mountain, as reported in the Statement of
Changes in General Fixed Assets, was approximately $321 million. According to the chief of
the Accounting Management Branch of the Department of Corrections (DOC), this data was
not provided to the OREDS because the DOC was not aware that this data was required by
the OREDS. However, even if the DOC had known the requirement, it could not have
provided the data for each building.” The DOC does not accumulate the costs by individual
building. Furthermore, the DOC currently does not have a methodology, nor has it been
asked to develop a methodology, to allocate the total costs to individual buildings.

The Government Code, Section 11011.15(a), requires the DGS to maintain a complete and
accurate inventory of real property held by the State. Section 11011.15(b) requires each agency
to furnish the DGS a record of each parcel of real property that it possesses and to update its
real property holdings, reflecting any changes, by July 1 each year.

In addition, the DGS’s Statewide Real Property Inventory Instruction Manual requires state
agencies to report all additions and improvements to real property that are funded from major
capital outlay appropriations,

Salary Warrants Are Not Always
Promptly Returned

State departments do not always return undelivered salary warrants to the State Controller’s
Office (SCO) within 90 calendar days of receipt. We performed tests at 44 locations and found
that, at 14 locations, department staff did not return a total of 175 salary warrants to the SCO
within 90 days of receipt. These warrants ranged in amount from $0.67 to $20,460.22. The
oldest warrant found was written nearly six years ago. Although failure to return the undelivered
warrants to the SCO does not cause any financial harm to the State, it increases the risk of the
warrants’ loss or misappropriation. The following table provides, by department, the number of
undelivered salary warrants that were more than 90 days old. '



Table 3 A 4

Salary Warrants Not Returned

Within 90 Days
Number of
Warrants
More Than : Amount of
Agency 90 Days Old Warrants
California Highway Patrol 4 $22,916.26
California State Lottery 19 5,645.11
California State University :
(two campuses) 6 1,052.17
Department of Corrections
(five institutions) 16 4,834.31
Department of Developmental Services 1 313.18
Employment Development Department 5 397.27
Department of Food and Agriculture 1 3.81
Department of Justice 1 18,279.96
Department of Motor Vehicles ’ 122 43,075.63
Total 175 $96,517.70

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

Errors Calculating the Cash
Management Interest Liability

The Cash Management Improvement Act (CMIA) of 1990 required the State and the Financial
Management Service, U.S. Department of the Treasury (federal government) to enter into an
‘agreement for fiscal year 1993-94 that established procedures for ensuring greater equity,
efficiency, and effectiveness in the exchange of funds between the State and the federal
government. The CMIA Agreement requires the State to track and calculate state and federal
programs. However, the State made errors tracking and reporting the transfer of funds between
the State and federal government and calculating the interest liabilities. The errors resulted in an
understatement of the amount of interest the State owes the federal government for CMIA
programs by approximately $316,000.

The CMIA Agreement assigned the Department of Finance (DOF) the responsibility for
implementing the procedures for tracking and calculating the state and federal interest liabilities
for 17 of the 18 programs the CMIA affected. The federal government was assigned the
responsibility for tracking and calculating the interest liability for the Supplemental Security
Income program. Of the 17 programs, the California Department of Transportation calculated
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the interest liability for the Highway Planning and Construction program, and because of the
funding technique and the interest calculation method used for the Social Services Block Grant
program, the California Department of Social Services was not required to report information to
the DOF. Departments that administered the remaining 15 programs submitted information to
the DOF on the transfer of funds between each department and the federal government.

We found errors in the information reported to the DOF and used in the interest calculations for
8 of the 15 programs. Specifically, departments did not correctly report the amount of funds
transferred and the number of days federal funds were in the state treasury. In addition, we
found errors in the DOF’s calculation of the state interest liability. Specifically, for one program,
the DOF did not use the.correct amount of funds transferred in its calculation and did not

“correctly calculate the weighted number of interest days. For another program, the. DOF did

not correctly compile the daily interest liability. We found no errors in the DOF'’s calculation of
the federal interest liability.

Further, as reported on page 63, the California Department of Transportation overstated the
state interest liability it calculated and reported for the Highway Planning and Construction
program by approximately $46,000.

The State’s interest liability reported by the DOF for the fiscal year was approximately
$5.7 million. The State incurred direct costs associated with implementing the CMIA Agreement
of approximately $300,000 and offset the state interest liability by this amount. As a result, the
State paid approximately $5.4 million for the CMIA interest liability for fiscal year 1993-94.

The overall effect of these errors is an underpayment of approximately $316,000 for the State’s
interest liability for CMIA programs. The instructions to the CMIA Annual Report issued by the
U.S. Department of the Treasury in October 1994 require the State to report liabilities resulting
from subsequent audit findings in fiscal year 1994-95.

Lack of Centralized Records
for Federal Receipts

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 annually prepare 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
annually.

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 would help
satisfy requirements under Circular A-128.

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 89049.1 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 1993-94,
these receipts totaled more than $137 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 that $2.1 billion for fiscal years 1988-89 through 1993-94.

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 1993-94
receipts, 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.

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

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 197, 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 audits for fiscal years 1991-92
and 1992-93, and the Office of the Auditor General reported a similar weakness during 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.
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Inadequate Monitoring of
Advances to Subrecipients

The State does not always limit cash advances made to subrecipients to their immediate needs.
We found that the State made cash advances that were in excess of the subrecipients’

immediate needs for nine federal programs at five departments. These deficiencies occurred
" because the State did not adequately monitor the cash balances of the subrecipients. The table
beginning on page 220 lists the federal programs for which we found such deficiencies. We
found the following examples of inadequate monitoring of advances:

The Department of Economic Opportunity made cash advances during the second quarter
of fiscal year 1993-94 to 12 of the 16 subrecipients we reviewed for the Community
Services Block Crant, even though these subrecipients maintained cash balances totaling
more than $247,000. During the third quarter, 9 of the 12 subrecipients we reviewed
maintained excess cash balances totaling almost $365,000. Finally, during the fourth
quarter, 10 of the 11 subrecipients we reviewed maintained excess cash balances totaling
more than $420,000.

The Department of Aging made advances that exceeded the immediate needs of the
subrecipient for 5 of the 14 advances we reviewed for the Special Programs for the Aging—

~ Title lll grant. For example, one of the advances resulted in a cash balance that was

approximately $400,000 more than the immediate needs of the subrecipient.

The California Postsecondary Education Commission did not always ensure that cash
advances to subrecipients participating in the Eisenhower Mathematics and Science
Education—State Grants program were limited to the subrecipients’ immediate needs. We
reviewed 18 payments the commission made to subrecipients and found that for five of the
subrecipients, the commission issued additional funds without determining whether the
federal funds were necessary to meet the immediate cash needs of its subrecipients.

The Department of Alcohol and Drug Programs did not have adequate procedures to
monitor the cash balances of subrecipients of the Substance Abuse Prevention and
Treatment block grant and the Drug-Free Schools and Communities—State Crants. We
reviewed quarterly federal cash transaction reports for 14 counties and found that 2 counties
reported cash balances that would last more than 30 days. Further, we determined that the
department did not withhold or adjust subsequent monthly advances for either of these
counties.

Without adequate monitoring of subrecipient cash balances, the State cannot ensure that
advances made to subrecipients are limited to their immediate needs.



Inadequate Monitoring of Recipients
of State and Federal Moneys

The State is often deficient in its monitoring of recipients of state and federal moneys. We found
the administration of more than 17 federal programs and 2 state programs in 12 departments
deficient in a wide variety of required monitoring practices. Specifically, we determined that
departments did not conduct audits or reviews of recipients’ operations or records, or they did
not ensure that subrecipients submitted audit reports completed by independent auditors. The
table beginning on page 220 lists the federal programs for which we found such deficiencies.
We found the following examples of deficient monitoring:

e The Department of Aging’s Community Services Branch did not conduct complete program
evaluations, assessments, or on-site visits of the supportive services for 31 of the 33 area
agencies on aging for the Special Programs for the Aging—Title Ill, Part B grant.
Additionally, the department did not conduct biennial on-site performance evaluations of
the nutrition services for 20 of the 33 area agencies for the Special Programs for the Aging—
Title 111, Part C grant, and the Food Distribution Program. Failure to conduct evaluations of
supportive services and nutrition services may prevent early detection and correction of
irregularities or deficiencies in the services that the agencies provide.

e As of February 1995, the Office of Local Assistance (OLA) had not completed close-out
audits on approximately 42 percent of the school construction projects that had been
completed for at least two years. Without these audits, the OLA can neither determine the
amount of the project’s allowable expenditures nor whether the State owes school districts
additional funds. Further, the OLA cannot determine whether any funds that may have
been apportioned for these projects in excess of actual costs are to be returned to the State
and made available for other projects. . .

o The Department of Health Services did not conduct required biennial site reviews for the
Special Supplemental Food Program for Women, Infants, and Children at 46 of the 80 local
agencies.  Additionally, the department did not perform annual nutrition education
evaluations at any of the 80 local agencies. Because the department did not perform all
required site reviews and nutrition education evaluations, it lacks assurance that the local
agencies are complying with program requirements.

e As of April 5, 1995, the Office of Criminal Justice Planning had identified 238 delinquent
audit reports from local governments and nonprofit subrecipients receiving funds from the
Drug-Free Schools and Communities—State Grants and the Drug Control and System
Improvement—Formula Grant. Without these audit reports, the department cannot ensure
that subrecipients are complying with all federal laws and regulations.

e The State Controller’s Office (SCO) does not have an adequate system for identifying all
~ special districts that are required to submit annual single audit reports to the SCO for review.
As part of its responsibility for coordinating the single audit activities of local governments,
the SCO reviews the special districts’ single audit reports for adequacy and for compliance
with federal regulations and standards. However, the SCO does not ensure that other state
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departments notify it of all special districts to which they distribute federal funds. Although it
has an adequate system for monitoring the audit reports that it is aware it should receive,
without a complete list of reports, the SCO cannot be assured that all special districts
receiving federal moneys are complying with federal requirements.



Recommendations

The State should revise its practices to improve the weaknesses in its accounting and
administrative controls. Specifically, the Department of Finance should do the following:

e Ensure that the State’s budget and accounting systems are able to efficiently record and
report its financial operations in a manner that is as consistent with generally accepted
accounting principles as possible;

e Provide leadership and direction to agencies to enable the State to produce audited
financial statements that comply with applicable standards, within the time requirements
established by the Government Finance Officers Association to receive the Certificate of
Achievement for Excellence in Financial Reporting;

e Revise the State Administrative Manual to provide clearer guidance to agencies relating to
their financial reporting, federal compliance, and contracting procedures;

e Ensure that agencies comply with existing State Administrative Manual requirements relating
to fixed assets, undelivered salary warrants, and contracting procedures; and

e Ensure that agencies fully comply with federal requirements related to federal grant moneys
received.
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Audit Information by
Area of Government

Summary

The State of California continues to incur unnecessary costs and faces a reduced efficiency and
effectiveness of its operations because of weaknesses in its internal controls. Although the State
has corrected some of the problems the Bureau of State Audits reported for its audits of fiscal
years 1991-92 and 1992-93 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 4 below summarizes state expenditures and the financial and compliance audit activity of
the Bureau of State Audits during fiscal year 1993-94. Other audits issued by the Bureau of
State Audits are also summarized in the final column of the table and cover the period from
July 1, 1993, through December 31, 1994. The table organizes this information according to
the areas of government recognized in the Governor’s Budget. The Bureau of State Audits
conducted financial and compliance audit work in nine areas of government. Two areas of
government, Health and Welfare and Education, have significant expenditures, totaling more
than 77 percent of the State’s expenditures, and receive moneys from 42 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 4 4
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 $6.8 billion $6.5 billion $1.967 billion 7
and Housing 6.0% 17 6 5 4
Education $42 .4 billion $31.3 billion $2.608 billion -5
37.5% 15 5 4 15 ’
Environmental Protection $7 million $4 billion 0 1
7% 6 1 1
General Government $8.0 billion $1 million $44 million 3
7.1% 57 2 2 1
Health and Welfare $45 billion $40.7 billion $19.780 billion 7
. . 39.7% 20 9 9 27
Legislative, Judicial and $2.8 billion $1.6 billion $821 million 10
Executive 2.5% 38 6 . 5 3
Resources $2.3 billion $1.2 billion $97 million 3
2.1% 23 3 0 1
State and Consumer $1.2 billion $8 million 0 6
Services 1.1% 111 2 2
Youth and Adult $3.7 billion $3.7 billion : 0. 4
Correctional 3.3% 6 3 1

* Amounts reported in these columns are total estimated expenditures for all state departments in the agency or for all departments
audited during fiscal year 1993-94. Estimated amounts are from the Governor’s Budget for fiscal year 1995-96. The estimates do not
reflect actual amounts audited. ’

Table 5, 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 1993-94. 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 5 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 220.
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CALIFORNIA STATE AUDITOR

KURT R. SJOBERG

STATE AUDITOR MARIANNE P. EVASHENK

CHIEF DEPUTY STATE AUDITOR

Independent Auditors’ Report on the Internal Control Structure

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, 1994, and have issued our report thereon dated December 15, 1994. We did
not audit the financial statements of the pension trust funds, which reflect total assets constituting
77 percent of the fiduciary funds. We also did not audit the financial statements of certain enterprise
funds, which reflect total assets and revenues, constituting 88 percent and 89 percent, respectively, of
the enterprise funds. In addition, we did not audit the University of California funds. Finally, we did
not audit the financial statements of certain component unit authorities, which reflect total assets and
revenues, constituting 94 percent and 98 percent, respectively, of the component unit authorities.
The financial statements of the pension trust funds, certain enterprise funds, the University of
California funds, and certain component unit authorities 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, the University of California funds, and
certain component unit authorities 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 17, 1995.

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, 1994, we considered the internal
control structure of the State of California in order to determine our auditing procedures for the
purpose of expressing our opinion 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.

v BUREAU OF STATE AUDITS 35
660 J Street, Suite 300, Sacramento, California 95814 Telephone: (916) 445-0255 Fax: (916) 327-0019
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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, the University of California funds, or certain
component unit authority 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, 1994, the State of California received 98 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.

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 185 of our report. Management’s comments regarding the recommendations appear on
page 249 of this report. Additionally, beginning on page 235, 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 1992-93
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 Bureau of State Audits performed other reviews related to federal programs. A
schedule of the pertinent reports issued from July 1, 1993, to December 31, 1994, begins on
page 225 of this report.

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

SALLC\(({I;?LLIMAN CPA

Deputy State Auditor

April 17, 1995
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Detailed Description of Weaknesses at State Agencies
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Business, Transportation and Housing
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Department of Housing and Community Development

Item 1.

Poor Controls Over
Housing Loans
Cause

$25 million
Discrepancy In
Records

We reviewed the financial operations and related internal controls of the
Department of Housing and Community Development (department), and
the department’s administration of the U.S. Department of Housing and
Urban Development grants, Federal Catalog Nos. 14.228 and 14.857.

Finding

The department is not adequately accounting for housing loans distributed
from the California Disaster Housing Rehabilitation fund (fund 689),
Housing Rehabilitation Loan fund (fund 929), and Rental Housing
Construction fund (fund 938). We found the following specific
deficiencies: :

e ' The department is not maintaining adequate control over its records for
the housing loans. Specifically, the department’s accounting records as
of June 30, 1994, included loans receivable for funds 689, 929, and
938 as approximately  $91.6 million, $154.9 million, and
$260.7 million, respectively. In contrast, the department’s program
records indicate loans receivable for the same funds as approximately
$100.5 million, $169.0 million, and $263.1 million, respectively. The
department is not able to reconcile the difference of approximately
$25.4 million between the accounting and - program records for the
three funds. In addition, the department is not able to provide
information to support the different loans receivable balances included
in the accounting and the program records. However, for fund 929,
the department did determine that a portion of the difference between
accounting and program records was the result of the department
erroneously removing outstanding loans totaling at least $9 million
from the accounting records. Without proper recording of housing
loans, the department cannot properly monitor loan repayments.

e The department is not adequately monitoring loans receivable.
Specifically, of the 120 loan records we surveyed, we found that the
department is not maintaining accurate information on 21 recipients of
housing loans. Based on our limited review, the department has not
properly identified correct names, addresses, and account numbers for
borrowers of loans in funds 689, 929, and 938 totaling approximately
$56,000, $9.5 million, and $18.5 million, respectively. ~ Without
adequate procedures to keep accounts current, the department
increases the risk that some receivables will become uncollectible.

As a result of these deficiencies, the department cannot provide effective
accounting control over housing loans, which in turn protect the public’s
resources from abuse.

a7
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Item 2.
Commingling of
Federal Grant Funds

Criteria .

The California Government Code, Sections 13401 and 13403, requires
agencies to maintain an effective system of internal control which includes
recordkeeping procedures to provide effective accounting control over
assets, liabilities, revenues, and expenditures. Moreover, the State
Administrative Manual, Section 7900, discusses the importance of
preparing regular reconciliations.  Properly prepared 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.

Recommendation

The department should review and strengthen its controls over its assets,
liabilities, revenues, and expenditures. The department should also
regularly reconcile its accounting records with its program data to ensure
the completeness and accuracy of its financial data. Finally, the
department should determine the actual value of its loans receivable.

Finding

According to the acting chief of the department’s accounting office, the
department has commingled approximately $258 million in cash from nine
federal programs in its Federal Trust Fund (fund) since at least fiscal year
1989-90 through 1993-94. Additionally, the acting chief stated that the
fund has been used as a “melting pot” of federal dollars, in that
expenditures for federal grants lacking available cash were paid for by
federal grants having available cash. Consequently, the department cannot
determine actual cash balances for specific federal grants during the time
period of the commingling.

During our review, we found the following specific deficiencies:

e The commingling of federal funds hinders the department’s ability to
ensure that the timing and amount of federal cash advances is as close
as administratively feasible to the actual disbursements. For example,
we noted four instances totaling approximately $743,500 for which the
department had to reprocess claims because it did not have sufficient
federal funds to make payments.

e The department used the Community Development Block Grant
(CDBG) as a pool for reverting unused funds to the federal
government. We found that the department reverted approximately
$249,000 through the CDBC. However, $12,000 of the reversion was
for another federal grant under another federal catalog number. The
department could not determine what part of the remaining amount it
reverted was actually for the CDBG grant or other grants.



Item 3.
Weaknesses in
Control Over the
Revolving Fund

Criteria .

The Code of Federal Regulations, Title 24, Section 85.20(b), states that
grantees and subgrantees must maintain records that adequately identify
the source and application of funds provided for financially-assisted
activities. The Section also states that effective control and accountability
must be maintained for all grant and subgrant cash, and that actual
expenditures or outlays must be compared with budgeted amounts for
each grant or subgrant. '

Recommendation

The department should maintain proper control and accountability of its
grant cash and should ensure -that funds are available when making
disbursements.

Finding
The department has weaknesses in control over its revolving fund. We
noted the following deficiencies:

. The department did not promptly request reimbursement for its
revolving fund. As of june 30, 1994, the department had
unreimbursed travel, expense, and salary advances totaling
approximately $444,000 that had been outstanding for more than
60 days. Approximately $364,000 of the outstanding balance is
the remaining portion of a $1.3 million payment which was
improperly made from the revolving fund in June 1990.

. In June 1990, the department improperly used the revolving fund
to pay the Department of Transportation approximately
$1.3 million under an agreement to provide services which
involved federal funds. The department cannot provide sufficient
documentation to support the original payment of approximately
-$1.3 million and consequently the remaining balance of
approximately  $364,000. In addition, the department
inappropriately applied an unrelated reimbursement of
approximately $170,000 to reduce the outstanding balance.
Despite numerous reports of this finding by the State Controller’s
Office, the Department of Finance, and the Office of the Auditor
Ceneral, the department has not taken action to write-off or
produce a plan to reimburse its revolving fund.

. The department improperly used its revolving fund to pay for items
that should be paid through the claims process. For 6 of the
28 revolving fund payments we reviewed, the department used its
revolving fund rather than following the normal claims processing
procedure through the State Controller’s Office. The 6 payments
totaled approximately $105,000.
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Item 4.

Lack of Control
Over Airline and
Rental Car
Expenditures

. The department paid 3 of the 28 payments without obtaining all of
the necessary approvals. For example, the department paid one
employee’s travel expenses even though the travel expense claim
was not approved. The 3 payments totaled approximately $5,000.

These weaknesses in the control over revolving fund disbursements could
result in the misuse of state funds. The Bureau of State Audits reported
similar weaknesses during its audit for fiscal year 1991-92, and the Office
of the Auditor General reported similar weaknesses during its audit for
fiscal year 1989-90.

Criteria

The State Administrative Manual, Section 8047, requires that state agencies
schedule claims for reimbursement of office revolving funds promptly, and
Section 8072.3 specifies the procedures for filing claims with the State
Board of Control for cash deficiencies. In addition, Section 8110 describes
permissible uses of revolving funds. Moreover, Section 8422.1 generally
discusses the determination of the propriety of revolving fund
disbursements before payment is made.

Recommendation ‘

As the Bureau of State Audits and the Office of the Auditor General
recommended in previous years, the department should immediately file a
claim with the State Board of Control seeking reimbursement to its
revolving fund for the outstanding balance of approximately $364,000 on
the advance it made in fiscal year 1989-90. The department should also
immediately schedule claims or seek reimbursement for other advances
made from the revolving fund that have been outstanding for more than
60 days. In addition, the department should restrict its use of the office
revolving fund to the permissible uses described in the State Administrative
Manual. Finally, the department should ensure that all the necessary
approvals are obtained before making revolving fund payments.

Finding :

The department lacks control over its airline and rental car expenditures.

Specifically, the department paid invoices for airline and rental car charges

without verifying that the charges were valid. For fiscal year 1993-94, the

department reported airline expenditures of approximately $91,800 and

rental car expenditures of approximately $58,500. We reviewed

approximately $88,600 of airline expenditures and approximately $22,200

of rental car expenditures and found that the payments had not been

approved. The department’s internal auditors reported a similar finding in .
March 1995. '



ltem 5.
Lack of Separation
of Duties

Criteria

The California Government Code, Sections 13401 and 13403, requires
agencies to maintain an effective system of internal control, including
authorization and recordkeeping procedures to provide accounting control
over assets, liabilities, revenues, and expenditures. In addition, the State
Administrative Manual, Sections 8422.114 and 8422.115, describes
procedures for processing airline and rental car invoices.

Recommendation
The department should ensure that it does not pay airline and rental car
invoices without prior approval.

Finding _

The department does not have adequate separation of duties in its loan
management and accounting units. Without the proper separation of
duties, an employee could conceal errors or irregularities which may not
be detected by management.

e The employee in the loan management unit who designed the system
for monitoring the State’s loans also originates billing information,
authorizes. adjustments, prepares invoices, maintains receivable
ledgers, and controls blank invoice stock.

e In addition, the department does not have adequate separation of
duties in its Rental Certificate Program (RCP) payment process.
Specifically, the accounting technician who -maintains the RCP
database also originates payment information, prepares claim
schedules for payment and updates the database for payments made.

Criteria

The State Administrative Manual, Section 8080.1, requires agencies to

establish and maintain an adequate system of internal controls. A key
element in a system of internal controls is separation of duties. These
duties include designing systems, inputting payment information, initiating
payment documents, and controlling blank check stock. In addition,
California Government Code, Sections 13401 and 13403, requires state
agencies to maintain a system of accounting and administrative controls.
Good internal controls require the separation of the following functions:
designing systems, initiating the billing document, approving the billing
document, controlling blank invoice stock, and recording receipts
information.
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Item 6.

Federal Financial
Reports Not
Reconciled With or
Supported By
Accounting Records

Recommendation

The department should ensure that its loan management duties are
separated and performed by different individuals. In addition, the
department should ensure that the RCP payment process duties are also
separated and performed by different individuals.

Finding

The department did not reconcile its federal financial reports prepared
during fiscal year 1993-94 with the departmental accounting records.
Moreover, according to an accounting administrator, the department has
not performed reconciliations of its individual grant revenues and
expenditures since at least fiscal year 1991-92. Failure to reconcile federal
financial reports with the accounting records can result in misstated claims
that are not supported by the department’s accounting records and may go
undetected. We noted the following instances when the department did
not reconcile its federal financial reports: :

e In its administration of the CDBG program, the department prepares
the quarterly Report of Federal Cash Transactions (SF-272), which
shows receipts and disbursements of federal funds during the period of
the report. According to an accounting administrator, the report is not
supported by or reconciled with any data from the CALSTARS system,
and does not accurately disclose balances for receipts, disbursements,
and cash on hand for the CDBG grant.

e We reviewed 55 federal financial reports for the RCP that were based
on actual costs and found that none were supported by or reconciled
with the department’s accounting records. According to an accounting
administrator, the cash of the Housing Assistance Program (HAP)
grants, of which the RCP is a part, are commingled. In addition, the
administrator stated that the department does not accurately record
individual HAP grant expenditures in its accounting system.

The Bureau of State Audits reported a similar weakness during its audit for
fiscal year 1992-93. In its response to the audit, the department stated that
it would ‘reconcile federal receipts with the expenditures posted to the
CALSTARS system and to the receipts posted to the State Controller’s
Office records. However, during our review, we did not observe nor did
department staff provide, reconciliations or CALSTARS adjustments for
fiscal year 1993-94.

Criteria

The Code of Federal Regulations, Title 24, Section 85.20, requires the
State to maintain accurate accounting records that permit preparation of
reports and tracing of funds, as well as the accurate, current, and complete
disclosure of its financial activities relating to the federal grant. In addition,



Item 7.

Annual Balance
Sheet Report for the
“RCP Not Submitted

Item 8.

Federal Financial
Reports Submitted
Late

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 reconcile its federal financial reports to the
accounting records at least every quarter. In addition, the department
should ensure that its financial activities relating to federal grants are
supported by its accounting records.

Finding

As of March 21, 1995, the department had not submitted its Annual
Balance Sheet Report for the RCP grant for fiscal year 1993-94. According
to an accounting administrator, previous reports through fiscal year
1992-93 could not be supported by the department’s official accounting
records. Furthermore, the Office of the Auditor General reported during
its audit for fiscal year 1991-92 that, although the department submitted a
Balance Sheet Report, it could not produce support for or demonstrate the
accuracy of the data in the report.

Criteria

The HUD requires the department to submit the Balance Sheet Report no
later than September 15th of each year. The Code of Federal Regulations,
Title 24, Section 85.20(b), states that grantees and subgrantees must
maintain records which adequately identify the source and application of
funds provided for financially-assisted activities. The Section also states
that effective control and accountability must be maintained for all grant
and subgrant cash, and that actual expenditures or outlays must be
compared with budgeted amounts for each grant or subgrant.

Recommendation
The department should submit an accurate Balance Sheet Report for fiscal
years 1993-94 and 1994-95 that is supported by its accounting records.

Finding
The department did not submit its federal financial reports in a timely
manner. We found the following specific deficiencies:

e The department did not always submit its financial and budget reports
for the RCP in a timely manner. We reviewed 65 federal financial and
budget reports the department submitted to HUD, and found that it
submitted 27 reports from 4 to 17 days late. For example, we
reviewed the financial and budget reports in which the department
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Item 9.

CDBG Quarterly
Grantee Reports
Submitted Late

estimates the annual costs of its housing programs and found that the

- department submitted 10 of the 11 reports late.  Similarly, we
reviewed 54 reports that the department submitted to HUD requesting
advances for its housing programs and noted that it submitted 17 of
these reports late.

When the department submits its estimates late, the department and
HUD may not be able to assure that project costs do not exceed
available funds. In addition, when the reports requesting advances are
submitted late, the department increases the risk that it will not have
funds to pay owners of contract housing on time.

e The department submitted the quarterly Report of Federal Cash
Transactions (SF-272) eight working days late for the third quarter of
fiscal year 1993-94. When the department fails to submit the report
within the specified time, the department may not be able to draw
funds for the continuation of ongoing CDBG projects.

Criteria

Section 7420.7 of the HUD Handbook requires the department to submit
its financial and budget reports, for which it estimates annual costs of its .
housing programs, at least 90 days before the beginning of the subsequent
fiscal year. The Section also requires the department to submit its reports,
for which it requests advances, at least 45 days prior to the start of the next
quarter. The Code of Federal Regulations, Title 24, Section 85.41(c)(ii)(4),
requires grantees to submit the Report of Federal Cash Transactions no
later than 15 working days following the end of each quarter.

Recommendation

The department should track federal financial report submittal
requirements more closely and ensure that the reports are sent to HUD in
a timely manner.

Finding

In our testing of 20 quarterly activity reports, we found that grantees
submitted 15 reports from 1 to 150 days late. Timely reports are essential
to ensure that grantees use funds appropriately, do not exceed their
budgets, and make appropriate progress with their projects. The Office of
the Auditor General reported a similar weakness during its audits for fiscal
years 1985-86 through 1987-88, and fiscal years 1989-90 and 1991-92.

Criteria
The California Code of Regulations, Title 25, Section 7108(e), requires
grantees to submit quarterly reports to the grantor agency within 30 days



Item 10.
Annual Cost
Allocation Plan Has
Not Been Updated
and Approved for
Three Years

Item 11.
Payments to
Landlords in the
RCP Not Properly

Approved

after the end of the reporting period. Further, the department’s Grant
Management Manual requires grantees to submit quarterly activity reports
within 30 days after the close of each quarter.

Recommendation
The department should ensure that grantees submit their quarterly activity
reports by the required due dates. '

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
year 1993-94. In addition, during the audit for fiscal year 1992-93, the
Bureau of State Audits reported that the department had not developed or
submitted its annual cost allocation plan to the Department of Finance and
to HUD for approval for fiscal years 1991-92 and 1992-93. The lack of a
cost allocation plan increases the risk that the department may use federal
funds beyond the limits allowed for administering the department’s federal
grant programs.

Criteria

The federal Office of Management and Budget, 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 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 the federal agency requests that
the cost allocation plan be submitted to it for negotiation and approval. In
addition, the State Administrative Manual, Section 8755.2, requires the
department to submit its cost allocation plan to the Department of Finance
for approval prior to submitting the plan to the cognizant federal agency for
approval.

Recommendation :
The department should finalize and submit its annual cost allocation plan
for fiscal year 1993-94.

Finding

The department made payments to landlords in the RCP without approved
requests for payment from RCP program staff. As a result, the department
cannot ensure that such payments are necessary and reasonable. We
tested six RCP payments to landlords, totaling $5,535. For each payment,

" RCP program staff did not review or approve the payment before the

payment was made. We found that the computer printouts used to
support the payments had not been reviewed or approved by supervisory
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Item 12.

Delays in
Disbursing Federal
Funds

staff in either the RCP program or accounting units prior to payment.
Consequently, the department made payments without verifying that the
payments were valid or accurate. Although we did not detect any
inappropriate or unallowed payments, without review or approval of
payment information by RCP program staff, the department cannot ensure
effective control over grant cash.

Criteria

The federal Office of Management and Budget Circular A-87,
Attachment A, Part C, requires that for costs to be allowable, they must be
necessary and reasonable for proper and efficient administration of the
grant programs. The Code of Federal Regulations, Title 24, Section 85.20
(b)(3), requires that effective control and accountability must be
maintained for all grant and subgrant cash, real and personal property, and
other assets. The Section also states that grantees and subgrantees must
adequately safeguard such cash and property and must assure that it is
used solely for authorized purposes.

Recommendation .

The department should ensure that RCP program staff determine the
amount of payments to landlords and submit a claim to the accounting unit
for payment. In addition, prior to making payments to landlords, the
accounting unit should verify that the claims for payment have been
properly approved by RCP program staff.

Finding

The department does not always minimize the time between receipt and
disbursement of federal funds. For example, for 6 of the 29 claims we
reviewed for the CDBG program, the State was 3 to 6 days late in
disbursing the funds, totaling more than $656,000. In addition, for 2 of
the 20 claims we reviewed in the RCP, the State was from 1 to 12 days late
in disbursing the funds, totaling more than $324,000. We consider a
disbursement late if it is delayed more than 5 days after the receipt of
federal funds. The Office of the Auditor General reported a similar
weakness during its audit for fiscal year 1991-92.

We also found that the department mistakenly made a duplicate draw of
federal funds of approximately $725,000 in the Home Investment
Partnerships Program (HOME) (Federal Catalog No. 14.239), with no-
immediate need for the funds. The department held the funds for
approximately 5 months before returning approximately $574,000 to the
federal government. The remaining funds were used for the HOME
program. The department may incur interest penalties by holding federal
funds.



Item 13.
Noncompliance
With Other Federal
Requirements

Criteria
The Code of Federal Regulations, Title 31, Section 205.20 (a), requires that

. cash advances to a State be limited to the minimum amounts needed and

are timed to be in accordance only with the actual immediate cash
requirements of the State. The timing and amount of cash advances shall
be as close as is administratively feasible to the actual cash outlay by the
State.

Recommendation :
The department should minimize the time between receipt and
disbursement of federal funds.

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

e The department approved disbursement of federal funds to one CDBG
recipient 6 days prior to the completion of the required 15-day waiting
period for environmental compliance. When the department approves
disbursement early, it may deprive the public of sufficient time to
comment on the possible environmental effects of the proposed
project. The Office of the Auditor General reported a similar weakness
during its audit for fiscal year 1989-90. The Code of Federal
Regulations, Title 24, Section 58.73, states that the State should not
approve the release of funds for any project before 15 calendar days
have elapsed from the time of receipt of the request for release of
funds and the environmental certification, or from the time specified in
the notice of intent to request release of funds, whichever is later.

e For 3 of 21 tenant contracts we tested in the RCP, the department did
not accurately calculate the amount of tenant rents and housing
assistance payments because it incorrectly determined the utility
expenses allowed under the contracts. In one contract that we
reviewed, the department owes the tenant $46 for overpayments
made by the tenant to the landlord. For the other two contracts that
we reviewed, the department paid $316 that it should not have paid to
the landlord on the tenant’s behalf. The Code of Federal Regulations,
Title 24, Sections 882.116(g) and (h), requires the department to
determine the tenant rent and the amount of the housing assistance
payment. '

Recommendation

The department should improve its compliance with these federal
requirements.
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Department of Motor Vehicles

Item 1.
Approximately

$9.2 million In Cash
Collections Remains

58

Unallocated to
Programs

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

Finding

As of June 30, 1994, approximately $9.2 million in cash collections
remains unallocated to programs supported by department revenue. This
amount represents the difference between the department’s account
balance for uncleared cash collections and the larger account balance for
uncleared collections maintained by the State Controller’s Office (SCO).
According to its fiscal officer, the department cannot identify the exact
cause of this discrepancy because its origin is prior to fiscal year 1985-86
and the supporting documentation is no longer available. However, it
appears that the department deposited cash in the SCO’s uncleared
collections account but then did not request the SCO to transfer those
deposits to the correct revenue accounts, or that the SCO did not process
the department’s request to transfer the deposits.

* The department did not identify the discrepancy when it occurred because

it has not established a separate general ledger account to record the
uncleared collections transactions it reports to the SCO. If it had
established this account and had reconciled it to the SCO’s account
balance, the department would have identified the discrepancy in the
month it occurred. As a result, approximately $9.2 million remains
unallocated to the programs supported by revenue collected by the
department.

Criteria

The State Administrative Manual, Section 7900, requires that agencies
reconcile their account balances to accounts maintained in the SCO within
30 days after the end of each month. In addition, the California
Government Code, Section 13403, 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 recordkeeping
procedures that effectively controls assets, liabilities, revenues, and
expenditures.

Recommendation

The department should record uncleared collections transactions in a
manner that allows it to reconcile its uncleared collections account balance
to that account balance maintained by the SCO. In addition, it should
pursue appropriate administrative remedies that will allow it to distribute
the $9.2 million in collections to programs supported by the department.



Item 2.
Inadequate Control

Over Dishonored
Checks

Item 3.

Insufficient Control
Over Access to EDP
Data Files

Finding

The department does not have sufficient control over dishonored checks.
As of June 30, 1994, the department had approximately 83,000 checks,
totaling approximately $23 million, that banks had not honored. The
department has transferred the responsibility and authority for collection of

delinquent vehicle registration fees, in excess of $250, to the Franchise Tax
Board (FTB).

However, according to the Revenue Sources Support Unit Manager, the
department does not reconcile the checks transferred to the FTB to the
checks collected or being pursued by the FTB. As a result, the department
cannot ensure that all of the dishonored checks for vehicle registration are
accounted for.

We reported a similar weakness during our audit for fiscal year 1992-93.
The department responded that it was developing a system to transfer
dishonored check information electronically between the department and
the FTB and had a goal of implementing the system by March 1995.
However, as of April 1995, the department had not implemented such a
system.  According to the Cash Management Unit Manager, the
department has completed the first phase of the system, with the final
phase scheduled for completion by February 1996.

Criteria

The California Government Code, Section 13403, 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 controls assets, liabilities,
revenues, and expenditures.

Recommendation .
The department should develop procedures to periodically confirm with

‘the FTB the number and dollar amounts of the checks located at the FTB

for collection and reconcile that information to the department’s records.

Finding

The department’s electronic data processing (EDP) programming personnel
have unrestricted read-only 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.

We reported a similar weakness during our audit for fiscal years 1991-92
and 1992-93. In response, the department stated that it planned to begin
a project to restrict programmer access to data, to be completed by
March 1995. As of March 1995, the department has not completed
implementation of any procedures to limit programmer access to data files.
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According to the Data Processing Manager responsible for EDP operations
and communications, the department has limited access to production
data for about one-half of the programming staff. According to the
information security officer, the project is not complete because of the
difficulty of limiting the remaining groups of programmers due to their
need to access a large number of data sets. 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.
Inaccurate
Financial
Reports

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

Finding
The data center did not accurately prepare its financial reports.
Specifically, we noted the following conditions:

e The data center did not accurately analyze and report its accounts
payable balance at june 30. Specifically, the data center accrued as
accounts payable amounts related to goods and services received after
June 30. In addition, the data center accrued a liability for a purchase
that was paid before June 30. As a result, the data center overstated its
accounts payable balance by approximately $271,000. The Bureau of
State Audits reported a similar weakness during its audit for fiscal year
1992-93.

o The data center did not record equipment acquired by installment
contracts in the proper fiscal year. During fiscal year 1993-94, the data
center acquired equipment totaling approximately $950,000 by
installment contracts, but did not record the equipment or the related
installment contracts payable in the accounting records until fiscal year
1994-95. As a result, the data center understated its fixed assets,
depreciation expense, and installment contracts payable accounts at
june 30. The Office of the Auditor General reported a similar
weakness during its financial audits for fiscal years 1988-89 through
1990-91. The Bureau of State Audits reported a similar weakness
during its financial audit of fiscal year 1991-92.

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.

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. Section 8632 requires state agencies
to record fixed assets acquired by installment contracts in the accounting
records as if the asset was purchased at the inception of the lease. In
addition, Section 8660 requires agencies to report fixed assets and- related
depreciation in the year-end financial statements.



Item 2.
Noncompliance
with State
Requirements

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

Finding and Criteria

In the following instances, the data center did not always comply with
administrative requirements of the State.

e The data center does not have adequate separation of duties in its
accounting section. Specifically, the fiscal manager maintains the
general ledger and prepares the bank reconciliation when the
accounting analyst is unable to do so. Further, both of these
individuals have access to and control over the blank check stock.
Failure to adequately separate accounting duties can result in errors,
irregularities, or illegal acts that may go undetected for extended
periods. The State Administrative Manual, Section 8080, requires state
agencies to separate functions so that the person who reconciles bank
accounts and maintains the general ledger, or any subsidiary ledger
affected by cash transactions, does not have access to the blank check
stock.

e The data center did not prepare property survey reports for 4 of the 20
equipment dispositions we tested. The State Administrative Manual,
Section 8640, requires state agencies to prepare property survey
reports when disposing of equipment. ’

e The data center did not prepare stock received reports for 5 of the 13
purchases of goods we reviewed. The State Administrative Manual,
Section 8422.20, requires state agencies to prepare stock received
reports and forward them directly to the accounting unit on the day the -
goods are received.

e The data center did not cancel five checks totaling approximately
$4,500 that were outstanding for more than two years. The State
Administrative Manual, Section 8042, requires state agencies to cancel
checks that have been outstanding for two years and remit the amount
of such checks to the Special Deposit Fund as unclaimed moneys.

Recommendation v
The data center should improve its compliance with state requirements.



Department of Transportation

Item 1.
Overstatement of
Liability to the
Federal
Government

We reviewed the financial operations and related internal controls of the
Department of Transportation (department) and the department’s
administration of U.S. Department of Transportation grant, Federal Catalog
No. 20.205.

Finding

The department did not correctly calculate the annual interest liability to
the federal government for the State’s administration of the federal
Highway Planning and Construction program (Federal Catalog No. 20.205)
as required. Specifically, the Cash Management Improvement Act (CMIA)
of 1990 required each state and the federal government to enter into an
agreement for fiscal year 1993-94. The United States Treasury/State of
California Agreement established procedures and requirements that are
intended to ensure greater equity, efficiency, and effectiveness in the
transfer of funds between the federal government and the State and the
exchange of interest resulting from the timing of funds transferred. The
Agreement and the Code of Federal Regulations, Title 31, Section 205.13,
require the State to calculate the interest liability on funds transferred
between the State and federal government for certain federal programs.
For fiscal year 1993-94, the department made errors in its calculation of its
interest liability.

The department used three incorrect redemption dates and included one
item twice when incorporating data to determine average clearance
patterns between disbursement of expenditures and receipt of funds for
federal reimbursable construction contracts and subvention reimbursement
contracts.  In addition, the department erroneously included five
nonconstruction contract billings in its average clearance pattern for its
construction contracts. As a result, we estimate that the department
overstated its interest liability to the federal government by approximately
$46,000. |

According to the Accounting Administrator | in the department’s Federal
Program Accounting Unit, the department has a verbal understanding with
the Department of Finance (DOF) to recalculate the average clearance
pattern and its resulting liability calculation. However, the department and
the DOF agreed that any necessary adjustment will be made by adjusting
the fiscal year 1994-95 liability to the federal government.
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Item 2.
Final Claims Not
Filed Promptly

Criteria
Section 8.1 of a fiscal year 1993-94 Agreement between the State of

. California and the United States Department of Treasury, requires the State

to develop a separate clearance pattern for the Highway Planning and
Construction program using the average clearance funding technique. The
Agreement and the Code of Federal Regulations, Title 31, Section 205.13,
require the State to calculate the interest liability on funds transferred
between the State and federal government. Further, Section 10.5 of the
Agreement details the method to calculate' and document the interest
liability for construction contracts.

Recommendation

The department should recalculate the average clearance pattern and
adjust, as necessary, its calculation of the State’s fiscal year 1993-94 liability
to the federal government for the federal Highway Planning and
Construction program.

Finding

The department did not promptly submit several final claims to the Federal
Highway Administration (FHWA) to close completed federal aid projects.
For 7 of the 24 federal aid projects final vouchered during fiscal year
1993-94 that we reviewed, the department did not submit the final
voucher to the FHWA within 24 months of project completion, as
required. These 7 final vouchers for construction projects were submitted
between 25 and 72 months after project completion. In addition to the
7 discussed above, we could not determine timeliness of one right of way
final claim because the department does not have adequate procedures to
ensure that districts notify headquarters upon completion of right of way
projects. Since the department could not document the specific date of
completion for the project, we could not determine if the department
completed the final voucher within the required 24-month timeframe.
Although the department generally receives reimbursement for eligible
project costs before it submits the final voucher, any unpaid balance of the
federal share will not be made until the FHWA approves a final voucher.

The Bureau of State Audits reported a similar weakness during the audit for
fiscal years 1991-92 and 1992-93, 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 121(b) and (c), states that after
completion of a project and approval of the final voucher, a state will be
entitled to payment of any unpaid balance of the federal share payable.
Further, in August 1987, the department and the FHWA agreed that the
department should submit the final voucher for projects within 24 months
of project completion.



Item 3.
Inaccurate Accrual
of Liabilities

Item 4.
Noncompliance
with State and
Federal
Requirements

Recommendation
The department should submit final vouchers for federal aid projects within
24 months of project completion.

Finding :

The department did not accurately analyze and accrue obligations in the
State Highway Account at June 30, 1994. During fiscal year 1993-94, we
reviewed accounts payable obligations totaling $169 million. We found
five obligations that were not properly accrued at year-end. For three of
the five obligations, the department understated its obligations by
approximately $2.6 million. Part of the understatement occurred when
the department did not follow its own procedures to properly apportion an
obligation between fiscal years.  The remaining portion of the
understatement was because the department did not review its subsidiary
ledgers to ensure that necessary manual adjustments were made to account
for a June fixed asset purchase and June unemployment benefit charges.
For the remaining two obligations, the department overstated its accounts
payable balance by approximately $3.9 million.  Specifically, the
department did not follow its own procedures to apportion certain
expenditures between fiscal years. As a result of the five incorrect
obligations, the department had a net overstatement of its accounts
payable balance of approximately $1.3 million.

Criteria

The State Administrative Manual, Section 10210, requires agencies to
account for and accrue expenditures in the fiscal year in which the
obligations to make the expenditure occur. In addition, the State
Administrative Manual, Section 10544, requires agencies to record all valid
obligations and expenditures at June 30 that had not been otherwise
recorded by that date.

‘Recommendation

The department should ensure that its accrued liabilities are complete and
accurate.

Finding

The department did not always comply with the administrative
requirements of the state and federal governments. Specifically, we noted
the following instances of noncompliance during our review:

o The department billed the FHWA for costs which were incurred prior
to authorization and failed to bill the FHWA for costs which were
incurred after receiving authorization under the federal Highway
Planning and Construction program. For 6 of the 22 projects we
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tested, the department overbilled one project and underbilled
5 projects, totaling a net underbilling of approximately $29,000. The
errors occurred because incorrect authorization dates were input in the
system. Costs incurred before the date of authorization are not eligible
for reimbursement. The department pro-rates the costs incurred in the
month of authorization based on the percentage of the month that is
prior to the date of authorization.

By using an incorrect authorization date, the department billed the
FHWA for some ineligible costs and failed to bill the FHWA for other
eligible costs. As of February 1995, the department has implemented
procedures to ensure that the correct authorization date will now be
entered into the system. In addition, as of April 1995, the department
has corrected the billings for 5 of the 6 projects discussed above. The
Code of Federal Regulations, Title 23, Section 1.9(a), states that federal
funds shall not be paid on any cost incurred prior to authorization by
the FHWA.

The department did not bill the FHWA for eligible costs incurred under
the federal Highway Planning and Construction program, totaling
$131,000, in a timely manner. Although the department received
federal approval in June 1994, the department did not bill the federal
government  until November 1994 because the  department
incorrectly limited billable construction engineering costs. The State
Administrative Manual, Section 911.4, requires state agencies to bill
the federal government promptly.

The department did not follow the required accounting procedures in
determining its fiscal year 1993-94 overhead rate for its electronic data
processing (EDP) service center. Through the application of the
overhead rate, the department charges costs of the EDP service center
to federal aid projects under the federal Highway Planning and
Construction program. In determining its fiscal year 1993-94 overhead
rate, the department used estimated future costs in its calculations to
adjust its EDP overhead rate. However, the Code of Federal
Regulations, Title 23, Section 140.715(b), states that the accounting
procedures and methods of distribution used-in cost accumulation
centers must be representative of average actual costs.

For 3 of the 15 federal Highway Planning and Construction program
projects tested, the department advertised the projects in the State’s
Contract Register prior to receiving authorization from the FHWA. The
Code of Federal Regulations, Title 23, Section 635.107(a), states that
no work shall be undertaken on any federal project, nor shall any
project be advertised for bids, prior to authorization by the FHWA
division administrator.



o For 4 of the 44 utility relocation agreements tested under the federal
Highway Planning and Construction program, the department did not
incorporate the Code of Federal Regulations, Title 23,
Section 645.113(a). This Section requires that when federal
participation is requested, the agreement shall incorporate
Section 645.113(a) by reference.

e The department did not perform its required monthly transfers of funds
from the Motor Vehicle Fuel Account (MVFA) to the Off-Highway
Vehicle Trust Fund (OHVF) and the Conservation and Enforcement
Services Account (CSEA) in a timely manner. Specifically, the monthly
transfers were between 2 and 59 days late for 11 of the 12 months
tested. The Revenue and Taxation Code, Sections 8352.6 through
8352.8, requires the department to transfer funds from the MVFA to
the OHVF and CSEA funds on the first day of each month.

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

Item 1.
Vocational
Education Funds
Improperly
Distributed

Item 2.
Improvements
Needed Over Cash
Management

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 No. 84.048.

Finding

The Chancellor’'s Office determined that it improperly distributed some
vocational education funds to community college districts through the
apportionment process. For example, the Chancellor’s Office overpaid ten
districts approximately $749,000 during fiscal year 1993-94. The
overpayments generally occurred because the Chancellor’s Office had
duplicate agreements for certain projects. To correct these overpayments,
the Chancellor’s Office either collected the funds from the districts or
adjusted future apportionment payments.

In addition, the Chancellor's Office paid approximately $391,000 to
14 districts prior to contract work being performed. The Chancellor’s
Office paid the districts prior to work being performed because it
distributed the vocational education funds through the apportionment

process. However, the Chancellor’s Office later determined that some of .

the agreements were structured as contracts and therefore were not suited
for payment through the apportionment process. To correct this condition,
the Chancellor's Office subsequently removed these contracts from the
apportionment process.

Criteria

The Code of Federal Regulations, Title 34, Section 74.61(c) requires the
State to maintain effective control and accountability for all grant cash. In
addition, the State Administrative Manual, Section 1258 indicates that
contract payments must not be made in advance of service rendered.

Recommendation

The Chancellor's Office should maintain effective control and
accountability over vocational education funds so that it properly
distributes the funds to community college districts.

Finding

The Chancellor's Office did not always properly manage its federal
vocational education funds. ~ The Chancellor's Office acts as an
intermediary in the allocation of these funds between the California
Department of Education (CDE) and subrecipients, including community
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college districts. Each fiscal year, the Chancellor’'s Office enters into
agreements with the CDE for its share of the federal vocational education
funds. During our audit, we noted the following conditions:

e The Chancellor’s Office both overbilled and underbilled the CDE for
reimbursement of expenditures for various vocational education
programs in fiscal year 1993-94. Specifically, during our review of
billings through July 1994 and various adjustments, we found that the
Chancellor’s Office overbilled the CDE approximately $759,000 and
underbilled the CDE approximately $645,000. The net effect of the
errors was that the Chancellor's Office overbilled the CDE
approximately $114,000.

e The Chancellor’s Office did not always minimize the amount of time
between expending funds for the administration of the vocational
education program and requesting reimbursement from the CDE. We
tested five invoices to determine the amount of time between the
monthly reports of expenditures and the invoices requesting
reimbursement. We found that four of the five invoices covered nine
months of expenditures for which the Chancellor’s Office was from
1to 128 days late in requesting reimbursement. We consider a
reimbursement request late if it is delayed more than five days after the
monthly expenditure information is available. As a result of the late
invoices, the State’s General Fund lost interest earnings of
approximately $12,000.

Criteria

The Code of Federal Regulations, Title 31, Section 205.20, requires that
federal funds transferred to the State be limited to the actual immediate
cash needed. This code Section also requires the State to minimize the
time between the transfer of federal funds and the disbursement of those
funds for program purposes.

Recommendation

The Chancellor’s Office should request reimbursement for actual program
expenditures and should minimize the time between the disbursement of
funds and the reimbursement request.



Item 3.
Inadequate
Accounting for
Instructional
Improvement
Loans and Lack of
Reconciliation
With the State
Controller’s Office

Finding ,
The Chancellor's Office has not maintained an adequate accounting

. system and repayment schedule for instructional improvement loans nor

has it reconciled its records for these loans with those of the State
Controller’s Office (SCO). The Chancellor’s Office issues these loans to
community college districts, and the SCO reduces districts’ future
apportionments to repay the loans. During our review, we identified
differences in repayment amounts for eight loans reflected on the loan
repayment schedule prepared by the Chancellor’s Office, and the SCO’s
records. In addition, we identified four loans on the repayment schedule
that did not appear on the SCO'’s records. For example, the Chancellor’s
Office was unaware that the SCO had incorrectly recorded as a grant a
$44,000 loan that the Chancellor’s Office issued in fiscal year 1990-91.
Moreover, because the SCO recorded the loan as a grant, it has not
reduced this district’s apportionments to repay the loan, which should have
been fully repaid by june 1994.

Without an adequate accounting system and repayment schedule for the
loans, the Chancellor’'s Office cannot ensure that loans are properly
recorded and repaid. Furthermore, failure to reconcile accounting records
with the SCO can result in errors that may go undetected for extended

- periods of time.

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
control include, but not be limited to, recordkeeping procedures to
provide effective accounting control over assets, liabilities, revenues, and
expenditures. Moreover, the California Code of Regulations, Title 5,
Section 56682, requires the Chancellor’s Office to develop an accounting
system and repayment schedule for instructional improvement loans, and
Section 56684 requires the SCO to deduct loan repayments from districts’
apportionments during each of the three fiscal years following the year in
which the loan was made. Finally, the State Administrative Manual,
Section 7900, discusses the importance of preparing regular reconciliations
and states that regular reconciliations between agencies and the SCO may
disclose errors both in the agency accounts and the SCO accounts as they
occur.

Recommendation

The Chancellor’'s Office should maintain an adequate accounting system
and repayment schedule for instructional improvement loans and should
periodically reconcile its records with the SCO.
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Item 4.
Incorrect
Calculations of
Apportionments

Finding -

The Chancellor’s Office incorrectly calculated the apportionments for the
Disabled Student Programs and Services (DSP&S) and the Extended
Opportunity Programs and Services (EOPS) programs. During our audit,
we noted the following conditions:

o The Chancellor’s Office incorrectly calculated the allocations to college
campuses for the DSP&S program. Specifically, the Chancellor’s
- Office excluded one disability group for a campus in determining the
weighted student count component of the allocation. The DSP&S
allocations for all campuses were affected because this component of
the allocation was based on each campus’ weighted student count
compared to the total weighted student count for all campuses.
Furthermore, the campus with the incorrect weighted student count
received approximately $42,000 less than it should have for its DSP&S
allocation. Finally, incorrect allocations in one year affect subsequent
years’ allocations because the allocations are based, in part, on the
prior year’s data.

e The Chancellor's Office did not calculate the EOPS allocation in
accordance with the allocation formula. Specifically, the Chancellor’s
Office used allocation data from the wrong fiscal years to determine
the college effort component of the allocation. In addition, the
Chancellor's Office used budgeted expenditures rather than final
expenditures for 15 of the campuses. The Chancellor’'s Office used

* budgeted information because it had not received final expenditure
reports from those campuses. According to the EOPS coordinator,
most of the 15 campuses had not provided final expenditure reports in

“time to run the allocations, because cutbacks in the Chancellor’s Office
caused delays in providing campuses with information necessary to
complete the reports. Because the Chancellor's Office did not
calculate the EOPS allocation in accordance with its formula, some
campuses may not have received all of the funds they were entitled to
receive.  Furthermore, incorrect allocations in one vyear affect
subsequent years’ allocations because the allocations are based, in part,
on the prior year’s data. '

Criteria

The California Education Code, Section 84850, requires the Board of
Governors of the California Community Colleges to adopt rules and
regulations for the administration and funding of educational programs and
support services to be provided to disabled students by community college
districts. As part of these rules and regulations, the Board of Governors
adopted a formula for allocating DSP&S funds which specifies that
a percentage of DSP&S funds be allocated on the basis of the numbers of
students served, weighted by disability group.



Item 5.
Matriculation
Apportionment Not
Adequately
Supported

The California Education Code, Section 69648, requires the Board of
Covernors of the California Community Colleges to adopt rules and
regulations to implement EOPS programs that encourage enrollment of
students with language, social, and economic disadvantages. To comply
with these rules and regulations, the Board of Governors adopted a
formula that allocates a portion of the EOPS funds based upon each
college’s level of effort. In its formula to determine the level of effort, the
Board of Governors includes the most recent final expenditure information
available and the allocation amounts that the campuses received for the
previous three fiscal years.

Recommendation
The Chancellor's Office should ensure that all applicable factors are
included in the calculation of apportionments. In addition, the

Chancellor’s Office should calculate apportionments in accordance with its
formulas.

Finding

- The Chancellor’s Office did not adequately support the determination of

the matriculation apportionments. During our audit, we noted that the
Chancellor’s Office did not retain the supporting documentation needed to
determine whether the matriculation allocation to individual college
campuses was correctly calculated. Specifically, we could not determine
whether adjustments made to student counts included in the allocation
formula were appropriate. Although we determined that the amount in
total distributed for matriculation was correct, we could not determine if
the individual apportionments to campuses were correct.

Criteria

The California Education Code, Section 78216, requires the Board of
Governors of the California Community Colleges to develop a formula for
funding student matriculation services at community colleges.  This
Section also states that the formula shall reflect several factors including:
the number of students to receive matriculation services at each college,
and the relative needs for matriculation services based on student
populations such as low-income students, students with language
differences, students with physical and learning disabilities, and students in
need of remedial instruction. In addition, the California Government
Code, Section 13401, requires agencies to maintain an effective system of
internal control.  Moreover, the Government Code, Section 13403,
requires that the system of internal control include recordkeeping
procedures to provide effective accounting control over assets, liabilities,
revenues, and expenditures. Finally, the State Administrative Manual,
Section 1667, requires agencies to consider audit requirements when
making decisions for document retention periods.
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Item 6.

Federal Financial
Reports Not
Reconciled With
Accounting Records

Item 7.

Travel Costs Not
Adequately
Monitored

Recommendation :

The Chancellor's Office should ensure that records supporting the
calculation of apportionments are maintained at least until an audit is
completed.

Finding :

The Chancellor’s Office did not reconcile federal financial reports it
prepared for the vocational education program during fiscal year 1993-94
with its accounting records. Failure to reconcile federal financial reports
with the accounting records can result in misstatements of claims that may
go undetected.

Criteria

The Code of Federal Regulations, Title 34, Section 74.61(a), requires the
grantees to provide accurate, current, and complete disclosure of the
Vocational Education grant program. In addition, 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 Chancellor’s Office should reconcile its federal financial reports with
its official accounting records. '

Finding .

The Chancellor’s Office did not monitor all travel costs reimbursed to
community college districts.  During our review of agreements for
administrative  services for certain programs distributed through
apportionments, we noted that the Chancellor's Office reimbursed three
districts approximately $7,200 for meals at various meetings. The average
costs per person for these meals were $12 for breakfast and $20 for lunch.
In total, the charges for the meals exceeded the State’s reimbursement
rates by approximately $3,800. -

Criteria

The agreements between the Chancellor's Office and the community
college districts specified that the district be reimbursed according to the
State’s reimbursement rates established by the Department of Personnel
Administration rules. These rules are described in the California Code of
Regulations, Title 2, Section 559.619, which states that the maximum
reimbursement rates for employees traveling on business are $5.50 for
breakfast.and $9.50 for lunch.



Item 8.
Noncompliance
with Certain State
Requirements

Recommendation
The Chancellor’'s Office should monitor travel costs to ensure that
payments do not exceed the State’s reimbursement rates.

Finding
We noted the following instances when the Chancellor’s Office did not
always comply with administrative requirements of the State:

e The Chancellor’s Office submitted its financial reports for the General
Fund to the State Controller's Office (SCO) in October 1994, more
than two months after the deadline of July 29, 1994. In addition, the
Chancellor’s Office submitted its financial reports for other funds to the
SCO more than one month after the deadline of August 22, 1994.
Failure to submit financial statements to the SCO by the deadlines
hinders the State’s ability to promptly produce and issue its financial
statements.

e 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 Bureau of State Audits reported
a similar weakness during the audit for fiscal year 1992-93, and the
Office of the Auditor General reported a similar weakness during its
audit for 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 longstanding travel,
expense, and salary advances made from the revolving fund. During
our review, we noted that several items totaling approximately
$22,000 had been outstanding for more than one year. The Bureau of
State Audits reported a similar weakness during the audit for fiscal year
1992-93, and 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 8047, requires agencies to
schedule claims for reimbursement of office revolving funds promptly.

Although individually these deviations may not appear to be significant,
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

Item 1.
Inadequate
Procedures for
Monitoring Cash
Advances to
Subgrantees

We reviewed the California Postsecondary Education Commission’s

(commission) administration of the U.S. Department of Education grant,

Federal Catalog No. 84.164.

Finding

The commission does not always ensure that cash advanced to subgrantees
participating in the Eisenhower Mathematics and Science Education—State
Crants program (program) is limited to the subgrantees’ immediate cash
requirements. We reviewed 18 payments the commission made to
subgrantees and found that for 5 of the subgrantees the commission issued
additional funds without determining whether the federal funds were
necessary to meet the immediate cash needs of its subgrantees, as required
by the federal government.

For example, the commission initially advanced $174,000 to one
subgrantee. When the subgrantee submitted a request for additional funds,
the commission paid the subgrantee $22,290, the full amount requested,
even though as part of its request, the subgrantee reported federal funds
available of $78,541. The commission did not ask the subgrantee whether
it had obligated all or a portion of the $78,541. Therefore, the commission
did not determine if the additional funds requested by the subgrantee were
necessary to meet the subgrantee’s immediate cash needs. Because the
commission does not determine the cash needs of its subgrantees, it cannot

~assure that it meets the standards of timing and amounts of advances

required by the federal government.

We reported a similar finding during our audit for fiscal year 1992-93. The
commission is in the process of implementing a new procedure.

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 commission be followed
whenever advance payment procedures are used.  Further, this
Section requires the commission to monitor cash drawdowns by the
subgrantees to assure 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
subgrantees.



Item 2.
Inadequate
Procedures for
Monitoring
Subgrantees

Finding

The commission did not ensure that subgrantees receiving $25,000 or
more during its fiscal year had met the audit requirements of the program.
Further, we noted that the commission’s contract with subgrantees did not
include provisions requiring the subgrantees to obtain the required audits
and submit them to the commiission.

Without these audits, the commission lacks assurance that subgrantees are
complying with federal laws and regulations and that the federal grant
moneys are being spent appropriately. For example, during our review we
noted that a subgrantee hired an independent auditor to conduct an
investigative audit of its grant’s disbursements for its own purposes. A
portion of the disbursements audited included grant funds provided by the
commission. The subgrantee decided to inform the commission of the
auditor’s findings regarding unallowable expenditures. After receiving this
information, the commission disallowed approximately $26,000 in
Eisenhower program costs to this subgrantee.

Criteria

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

Also, the Office of Management and Budget (OMB), Circular A-133, Audits
of Institutions of Higher Education and Other Nonprofit Institutions,
requires state or local governments that receive federal assistance and
provide $25,000 or more during its fiscal year to a subgrantee to:

e Ensure that the nonprofit institution subgrantees that receive $25,000
or more have met the audit requirements of the circular;

e Ensure that appropriate corrective action is taken within six months

after receipt of the audit report in instances of noncompliance with

federal laws and regulations;

e Consider whether subgrantee audits necessitate adjustment of the
grantee’s own records; and

e Require each subgrantee to permit independent auditors to have access

to the records and financial statements as necessary for the recipient to -

comply with this circular.

Recommendation

The commission should ensure that subgrantees receiving $25,000 or more
during a fiscal year have an independent audit in accordance with federal
regulations and that the audits are submitted to the commission for review.
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Item 3.
Weaknesses in
Separating
Accounting Duties

Item 4.

Deficiency in
Administering State
' Contracts

Finding ,

The commission has weaknesses in its separation of duties over its
accounting operations. Failure to maintain proper separation of duties can
result in errors and irregularities that may go undetected. We found the
following specific deficiencies:

* The employee responsible for recording cash receipts and
disbursements also prepares the monthly bank reconciliation and
performs the postings to the general ledger;

* Signed checks are returned to the requesters and/or the employee
responsible for recording disbursements, rather than delivered directly
to the payee; and

* Journal entries recorded into the general ledger are not reviewed and
approved by the supervisor.

We reported a similar finding during our audit for fiscal year 1992-93. The
commission has indicated that it will explore other possibilities to maintain
proper separation of duties.

Criteria

The State Administrative Manual, Section 8080, prescribes the appropriate
level of separation of duties for agencies with manual accounting systems.
In addition, the Section requires that, when necessary, employees of units
other than the accounting unit should be used to provide proper separation
of duties. The California Government Code, Section 13401, requires state
agencies to maintain a system of internal accounting and administrative
controls. Furthermore, the California Government Code, Section 13403,
states that the elements of a satisfactory system of internal accounting and
administrative control should include, but are not limited to, a plan of
organization that provides separation of duties for proper safeguarding of
state agency assets.

Recommendation

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

Finding

The commission did not always obtain approval of its contracts before the
contractors began work. Specifically, we reviewed 10 contracts that the
commission entered into with consultants who participated as panelists on
the Eisenhower Review Panel. These consultants reviewed and evaluated



proposals and interviewed potential grantees. The consultants participated
as members of the review panel in February 1994; however, the
commission did not obtain the proper approval for the contracts until
March 1994.

Criteria

The State Administrative Manual, Section 1284, states that performance
under a consulting services contract shall not be commenced prior to the
approval by the Department of General Services or, if the department’s
approval is not required, by an authorized officer of -the state agency
entering into the contract. '

Recommendation :
The commission should ensure that it obtains approval for its contracts
before the contractors begin work.
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California Student Aid Commission

Item 1.

Student Loans
Exceeded
Allowable Limits

We reviewed the California Student Aid Commission’s (commission)
administration of the U.S. Department of Education grant, Federal Catalog
No. 84.032. .

Finding

The commission is not fully complying with the terms of one of its
agreements with the federal government to participate in the Federal
Family Education Loan programs. Under the terms of this agreement, the
commission stated that it would ensure that its loan guarantee program
meets certain maximum allowable loan requirements. We tested
60 student loans selected from the commission’s database of students
participating in the Stafford Loan program and the Supplemental Loans to
Students program (SLS). Of these 60 loans, the commission guaranteed
four SLS loans that exceeded the allowable loan amounts.

In one instance, the commission guaranteed a loan to an undergraduate
student that exceeded the aggregate limit of $23,000 by $1,000. The
commission’s executive director indicated that this loan exceeded the
aggregate loan limit because, after a change in the maximum aggregate
loan limit, the commission mistakenly applied the later loan limit when the
loan actually was subject to the earlier loan limit.

For the three other loans, the commission guaranteed loan amounts that
exceeded the maximum annual amount by a total of $4,277. In each of
these three instances, the borrower was enrolled in a program that was less
than a full academic year in length and the commission guaranteed loan
amounts that exceeded the maximum prorated amount. The
commission’s executive director indicated that the ‘commission’s role is
limited to ensuring that the amount requested on a single loan application
does not exceed maximum allowable amounts for an applicable grade
level. He also stated that because the federal loan-application does not
require information concerning the length of a school’s academic year, nor
the length of an applicant’s academic program, the school is responsible
for ensuring that applicants do not exceed annual loan limits based on
these factors.

We believe that the commission shares responsibility with the schools to
ensure that borrowers do not exceed maximum allowable loan limits.
Noncompliance with federal loan limits could result in a loss of state funds
if the borrower defaults. When a borrower defaults, the State will pay the
lender for the defaulted loan. Following this, the federal government will
reimburse the State the amount it paid the lender. However, the federal
government may not reimburse the State for the portion of the loan that
exceeded the amount authorized by regulations.



Item 2.
Incorrect Amounts
Paid To Lenders

The Bureau of State Audits reported a similar weakness during the audits
for fiscal years 1991-92 and 1992-93, and the Office of the Auditor

. General reported a similar weakness during its audits for fiscal years

1989-90 and 1990-91.

Criteria

The Code of Federal Regulations, Title 34, Section 682.400, states that, in
order for the commission to participate in the Federal Family Education
Loan programs, it must enter into several agreements with the federal
government. As part of one of these agreements, the commission agreed
that it will ensure that its loan guarantee program meets the requirement
that the total amount of student loans made to a borrower would not
exceed specified limits. The commission also agreed that it would ensure
that its program met the requirement that the maximum amount of an
annual loan for a borrower would not exceed specified limits for an
academic year.

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

Recommendation A

The commission should develop adequate methods that enable it and the
schools to meet their responsibility for ensuring that borrowers do not
exceed maximum allowable loan limits.

Finding

The commission did not always calculate the correct amount to pay lenders
for defaulted student loans. For 7 of the 40 defaulted student loans that
we reviewed, the commission incorrectly calculated. the amounts to pay
lenders. Specifically, the commission underpaid one lender $2,154 on a
loan with an outstanding balance of $5,162 and overpaid lenders on six
occasions in amounts ranging from $2 to $111. According to the
commission’s executive director, two of the seven errors were caused by
the commission’s computer system not using the correct dates to calculate
interest payments.

For three of the seven errors, the commission’s executive director
disagreed with our conclusion that the commission did not correctly
calculate the amounts to pay the lenders. He stated that the 1992
amendments to the. federal regulations that we applied to the commission
were not in effect during the period covered by our audit nor were they
enforceable. The executive director believed this because of a letter from
the secretary of the United States Department of Education (USDE) in
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Item 3.

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

which the secretary stated that the USDE would not enforce the
amendments to the regulations. We believe, however, that the
amendments to the regulations were applicable to the commission because
the secretary also indicated in his letter that he expected program
participants “to take actions in good faith to begin implementation of the
(amendments to the] regulations.” The commission’s executive director
also stated that the commission could not determine the reasons why the
remaining two errors occurred and attributed the incorrect calculations to
human error.

If the commission does not properly calculate payments to lenders for
defaulted student loans, the federal government may not reimburse the
commission for these payments.

Criteria ,

The Code of Federal Regulation, Title 34, Section 682.406(a), authorizes
the commission to pay a lender the unpaid principal and interest for a
defaulted student loan.

Recommendation
The commission should ensure that it correctly calculates the amounts
payable to lenders for defaulted student loans.

Finding

The commission did not always ensure that it meets the federal 90-day
guidelines for paying lenders for defaulted student loans. Of the 40
defaulted student loans that we reviewed, the commission did not pay the
lenders of four student loans within the required 90 days from the date the
lenders submitted their claims to the commission. The number of days late
ranged from 18 to 294 days. The commission paid the four claims an
average of 131days late. Failure to ensure that loans meet federal
requirements could jeopardize federal reimbursement. The Bureau of
State Audits reported a similar weakness during the audits for fiscal years
1991-92 and 1992-93, 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 a lender within 90 days of the date the lender filed a

claim.



Item 4.
Noncompliance
With Additional

Federal

Requirements

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.

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

The commission did not report at least $22.4 million (30 percent) of
the collections due to the federal government for fiscal year 1993-94
within the required time period. Although almost $16 million of these
collections were no more than one month late, over $100,000 of the
collections were more than one year late. The Code of Federal
Regulations, Title 34, Section 682.404(g)(3), requires the commission
to submit the federal share of borrower payments within 45 days of
receipt. The Bureau of State Audits reported a similar weakness during
the audits for fiscal years 1991-92 and 1992-93, and the Office of the
Auditor General reported a similar weakness during its audit for fiscal
year 1990-91.

On six occasions during fiscal year 1993-94, the commission took
longer than the 45-day maximum allowed by federal regulations to file
claims for reimbursement from the federal government. The
commission filed these claims from one to 15 days late. For example,
for May 1994, $12.2 million (60.1 percent) of the $20.3 million in
claims filed by the commission for that month was 15 days late. The
Code of Federal Regulations, Title 34, Section 682.406(a)(9), requires
the commission to submit requests for reimbursement on defaulted
student loans within 45 days of payment to the lenders.

The commission paid lenders for 2 of the 11 disability claims that we
reviewed, even though the lenders did not include copies of the loan
applications in the claim packages they submitted to the commission.

The Code of Federal Regulations, Title 34, Section 682.402(e), requires -

that lenders provide specific documentation in their requests to the
commission for payment of disability claims. A copy of the loan
application is one of the required documents.

For one of the 40 defaulted student loans that we tested, the
commission did not promptly exercise the required due diligence in its
collection efforts. Specifically, the commission did not send written
notice to the borrower within 30 days from the date the commission
purchased the loan. For this same loan, the commission did not
attempt to contact the borrower during the period from the 31st to the
180th day after the commission purchased the loan. The commission,
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however, did attempt to contact the borrower on the 183rd day after it
purchased the loan. The Code of Federal Regulations, Title 34,
Section 682.410(b)(7), requires the commission to exercise due
diligence in its efforts to collect on loans that it purchased from lenders.
The code specifies due diligence to include one written notice to the
borrower within the first 30 days and one attempt to contact the
borrower between the 31st and the 180th day from the date the
 commission purchased the loan from the lender.

Recommendation
The commission should improve its compliance with federal regulations.



California Department of Education

Item 1.

The State Did Not
Maintain or
Correctly Calculate
Its Vocational

- Education Level
of Effort

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 Nos. 10.550, 10.553, 10.555, and 10.558, the U.S. Department
of Labor grant, Federal Catalog No. 17.250, the U.S. Department of
Education grants, Federal Catalog Nos. 84.002, 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 grants, Federal Catalog Nos. 93.565 and
93.575.

Finding

The State did not maintain its level of effort in administering the Vocational
Education—Basic Grants to States (program) for fiscal year 1992-93. We
reviewed the State’s fiscal year 1992-93 level of effort by comparing the
fiscal years 1991-92 and 1992-93 expenditures for administration of the
program from nonfederal sources. We found that the total expenditures
for the department and the California Community Colleges, Chancellor’s
Office totaled $3,121,673, which was less than the fiscal year 1991-92
expenditures of $3,127,990. Therefore, the State’s fiscal effort decreased
by $6,317 between the two periods. Federal regulations require that the
State’s expenditures for the administration of the program from nonfederal
sources be equal to or surpass the expenditures from the preceding fiscal
year. :

In addition, the department may not be correctly calculating its level of
effort because it includes contract amounts as obligations based on when
the contract work is begun rather than when the contract becomes an
obligation to the State. We reviewed the department’s contracting
procedures for this program for fiscal years 1991-92 and 1992-93. The
purpose of our review was to determine whether contract amounts were
obligated in the proper period. Contracts for personal services, or work
other than personal services, are not binding upon the State until they are
approved by the Department of General Services (DGS). Therefore, they
are not obligations until the department receives such approval. For
example, for the 1992-93 fiscal year level of effort, the department
included a contract with the California Learning Assessment System (CLAS)
to evaluate the effectiveness of a vocational program. The contract
contains a provision for final approval which states that the agreement is of
no force or effect until approved by the DGS. The contract was not
approved by the DGS until August 1993. Therefore, the contract amount
should not be included in expenditures for fiscal year 1992-93, because
the written binding commitment was not made until August 1993.
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Item 2.
Weaknesses in
Monitoring
Agencies
Participating in the
Food Distribution
Program

Failure to maintain fiscal effort may result in fiscal sanction by the federal
government.

Criteria

The United States Code, Title 20, Section 2463, states that for each fiscal
year for which a State receives assistance, the State shall provide from
nonfederal sources for costs the State incurs for administration of programs,

- an amount that is not less than the amount provided by the State from

nonfederal sources for such costs for the preceding fiscal year. Also, the
Code of Federal Regulations, Title 34, Section 76.707, states that contracts
for personal services or performance of work other than personal services,
shall become an obligation to the State on the date that the State makes a
binding written commitment to obtain the services. Furthermore, the
California Public Contract Code, Section 10295, states that 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.

Recommendation
The department should ensure that the State’s fiscal effort is in accordance
with federal requirements.

Finding
The department does not always perform 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.

In our review of the department'’s listing of food processors, we found that
the department conducted 18 reviews of the 37 food processors during
fiscal year 1993-94 or 48.7 percent, which is below the 50 percent
required by federal regulations. We also found that the department
conducted 146 reviews of the 728 charitable institutions during 1993-94 or
20 percent, which is below the 25 percent required by federal regulations.
Finally, we could verify that the department performed only 2 reviews of
the 40 summer camps that were scheduled to be reviewed in fiscal year
1993-94. This is also below the 25 percent required by federal regulations.

We reported a similar weakness during our audit for fiscal year 1992-93.
In its response to that finding, the department stated that it will designate a
staff person to ensure that all program reviews are conducted when
required. Because the department did not sufficiently perform its program
reviews, it cannot ensure that the participating agencies are complying with
federal regulations. Failure to conduct the required program reviews may
result in fiscal sanction by the federal government.



Item 3.
Inadequate
Procedures
To Resolve

Deficiencies
Identified in Audit
Reports of Local
Educational
Agencies

Criteria

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

Recommendation
The department should ensure that it conducts reviews of all institutions as
required by federal regulations.

Finding

The department’s procedures do not ensure that instances of
noncompliance with federal regulations identified in the audit reports of
Local Educational Agencies (LEAs) are resolved within six months. We
reviewed the audit reports of 11 LEAs and found that the 11 LEAs had
resolved all the findings that required corrective action. However, only 2
of the 11 LEAs that we reviewed had resolved their findings within six
months of the department’s receipt of their audit reports. The audit
findings for the 9 LEAs were resolved from one to four months after the
end of the six months deadline.

We reported a similar weakness during our audit for fiscal years 1991-92
and 1992-93. In response to our fiscal year 1992-93 report, the
department stated that it had developed an action plan with specific
activities and dates for timely follow-up on identified audit exceptions.
However, even with the action plan in place, the department still did- not
resolve the exceptions within the required time due to a departmental
reorganization.  Also, California Education Code, Section 41020, has
recently been revised and now requires each county superintendent of
schools to review audit exceptions contained in audits of school districts.
The new Section is effective for fiscal year 1993-94 audit reports, which
were due December 15, 1994. The participation of the county
superintendent of schools in reviewing audit exceptions will reduce the
department’s workload.

Criteria

The federal Office of Management and Budget, Circular A-128,°

Section 4(b), requires that states that allocate $25,000 or more of federal
financial assistance to LEAs must determine if the LEAs have met the audit
requirements to ensure that the LEAs obtain an independent audit that
determines whether federal financial assistance was spent in accordance
with applicable laws and regulations.  Also, for instances of
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Item 4.

Inadequate Review
of Audit Reports of
Private Nonprofit
Agencies

Item 5.

The Department
Should Continue
To Implement Its
Plan To Monitor
Local Educational
Agencies Program

noncompliance with federal laws and regulations, Section 14 of the
circular requires that states ensure that appropriate corrective action is

.taken within six months of receipt of the audit report.

Recommendation )
The department should ensure that the findings identified in the LEA audit
reports are resolved within six months of receipt of the audit report.

Finding

The department does not ensure that audit reports that private nonprofit
agencies submit to the department for the National School Lunch Program
and School Breakfast Program and the Child and Adult Care Food Program
include the value of food commodities. For example, in our review of
22 audit reports of private nonprofit agencies, we found 2 agencies that
did not report the value of commodities received on the Schedule of
Federal Awards in the audit report. When the department does not
adequately review the audit reports of private nonprofit agencies, it cannot
ensure that the value of commodities distributed by the Food Distribution
Center is being reported by the nonprofit agencies and audited by an
independent auditor.

Criteria

The federal Office of Management and Budget, Circular A-133, Paragraph
1574, requires that nonprofit institutions receiving at least $25,000 of
federal awards have an audit made in accordance with this circular or have
an audit made of each federal award, in accordance with federal laws and
regulations governing the programs in which they participate. The circular
requires that the audit report include a Schedule of Federal Awards
identifying major programs and showing total expenditures for each
program. Additionally, the circular states that the value of non-cash
assistance such as food commodities should be disclosed in the schedule.

Recommendation
The department should ensure that the value of commodities are properly
reported in the audit reports of independent auditors.

Finding

In June 1992, the United States Department of Education (USDOF)
reported that the department did not systematically monitor the Local
Educational Agencies (LEAs) participating in the Eisenhower Mathematics
and Science Education—State Grants program (program). The USDOE
recommended that-the department develop a program to monitor the
LEAs to ensure compliance with federal requirements such as equitable



Item 6.
Inaccurate Financial
Status Report

participation of children and teachers from private, nonprofit schools in the
program or that LEAs use funds to supplement and not supplant other
federal, state, or local funds.

Similarly, we reported this weakness during our audit for fiscal years
1991-92 and 1992-93. In its response to our fiscal year 1992-93 audit
report, the department stated that it was developing a plan to
systematically monitor LEAs. During fiscal year 1993-94, the department
continued to develop a monitoring plan. According to the department,
beginning in fiscal year 1994-95, the department will include the program
in its Coordinated Compliance Review (CCR) process. The department has
also developed a CCR program which will test to ensure that LEAs comply
with federal requirements in developing and implementing the program.
As part of the CCR process, monitors will verify LEA procedures to ensure
that children and teachers from private, nonprofit schools have equitable
participation in the program, and that LEAs use program funds to
supplement and not supplant other federal, state, or local programs.

Criteria

The Code of Federal Regulations, Title 34, Section 80.40(a), requires
grantees to monitor activities of LEAs to ensure that they comply with
applicable federal requirements and achieve performance goals. The
Code of Federal Regulations, Title 34, Subpart F, Sections 208.51(a) and
(b), requires LEAs to 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 subgrantees not to use federal funds to
supplant funds from nonfederal sources.

Recommendation

‘The department should continue to implement its plan to monitor LEAs to

ensure that LEAs comply with applicable federal regulations and achieve
performance goals.

Finding

The department did not accurately and completely report the financial
status of the Vocational Education—Basic Grants to States (program) as of
June 30, 1993, to the federal government. Specifically, the Financial Status
Report for the fiscal year ended june 30, 1993, did not include
approximately $933,000 of expenditures from the California Community
Colleges, Chancellor’'s Office which jointly administers the program. In
addition, the department included approximately $144,000 of
expenditures for the period July 1 through September 30, 1993, even
though the report was for the fiscal year ending June 30, 1993. As a result,
the department reported approximately $789,000 less than its actual



Item 7.
Inadequate
Procedures for
Reviewing Audit
Reports for the
Job Training
Partnership Act
State Education
Coordination and
Grants 8%

expenditures to the federal government for the program. Providing
accurate fiscal reports to the federal government is important because the
federal government relies on these reports to ensure that the State is
meeting the requirements to maintain level of effort and to match federal
funds with state funds. The department submitted a corrected Financial
Status Report for fiscal year 1992-93 in April 1995.

Criteria

The Code of Federal Regulations, Title 34, Section 74.61(a), requires the
grantee’s financial management system to provide accurate, current and
complete disclosure of the financial results of each grant program.

Recommendation
The department should ensure that its Financial Status Report contams
accurate and reliable information.

Finding

The department does not always ensure that it promptly reviews the audit
reports submitted by Community Based Organizations (CBOs) for the Job
Training Partnership Act State Education Coordination and Grants 8%. For
fiscal years 1992-93 and 1993-94, 13 and 10 CBOs, respectively, should
have sent audit reports to the department by November 15 of each fiscal
year. However, as of March 1995, the department has received only 8
and 2 audit reports, respectively, from CBOs.

The department is supposed to monitor the CBO audit reports to ensure
that CBOs are complying with federal regulations. The department’s
Management Planning and Development Unit (MPDU) receives the
reports and is supposed to send the reports to the department’s External
Audits Unit for review. The External Audits Unit determines if there are
financial or federal compliance deficiencies noted in the audit reports.
However, as of March 1995 for fiscal years 1992-93 and 1993-94, the

'~ MPDU has not sent any of the 10 audit reports it has received to the

External Audits Unit.

Within 30 days from the date the department receives the audit reports,
the department is supposed to send an Initial Determination that describes
each specific issue to those CBOs whose audit reports have identified
deficiencies. However, as of March 1995, for both fiscal years, the
department has not sent any Initial Determinations to the CBOs. If the
department does not follow its own due dates for the issuance of Initial
Determinations, the department cannot ensure that the CBOs will correct
the deficiencies noted in the audit reports nor can it ensure that it will be
able to recover any excess funds or take corrective actions in a timely
manner. :



Item 8.
Statewide Cost
Allocation Plan
Recoveries Are Not
Transferred
Promptly

We observed a similar weakness during our audit for fiscal year 1992-93.
In its response to that finding, the department stated that it notified all
CBOs that their fiscal years 1992-93 and 1993-94 audit reports were to be
submitted to the department. However, as noted above, most of the CBOs
did not comply with the department’s request.

Criteria ,

The Code of Federal Regulations, Title 34, Section 80.40(a), requires
grantees to monitor grant activities to ensure that subrecipients comply with
applicable federal regulations and that they achieve performance goals.
Also, the federal Office of Management and Budget, Circular A-133,
requires state governments that receive federal assistance and allocate
$25,000 or more of federal assistance to subrecipients to determine if the
subrecipients have met the requirement that the nonprofit institutions
obtain an independent audit that assesses whether federal financial
assistance was spent in accordance with applicable laws and regulations.
Furthermore, the department’s contract with the subrecipients requires the
submission of audit reports to the department by November 15. This same
contract requires the department to send Initial Determinations to the
subrecipients within 30 days of receipt of the audit reports.

Recommendation

The department should closely monitor its subrecipients to ensure that the
department and its subrecipients comply with applicable federal laws and
regulations.

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.  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
following periods:

e July through September 1993 on December 22, 1993—53 days late;

e October through December 1993 on October 31, 1994—274 days
late; and '

e January through March 1994 on October 31, 1994—184 days late.

The department, as of January 30, 1995, has not transferred the SWCAP
recoveries for the period of April through june 1994.
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We observed a similar weakness during our financial audit for fiscal years
1991-92 and 1992-93, and the Office of the Auditor General reported a
similar weakness during its audits for fiscal years 1989-90 and 1990-91. In
its response to this finding, the department stated that the 30-day
requirement is impractical within the CALSTARS accounting system since
monthly expenditure reports reflecting cost allocation transactions are not
available until at least 30 days following the month of service. In addition,
the department stated that supervisors and staff in the accounting office
have been requested to expedite their SWCAP recovery activities to ensure
that the transfer of SWCAP recoveries occurs as soon as possible.
However, based on the analysis above, the number of days it took the
department to do the transfers have increased during the year. The
SWCAP transfers for the second, third, and fourth quarter for fiscal year
1993-94 were more than 6 months late.

Criteria

The California Government Code, Section 13332.01, requures agencies to
recover SWCAP costs from the federal government. Section 13332.02 of
the Code requires agencies to transfer all funds recovered from the federal
government to the State’s General Fund in a manner prescribed by the
Department of Finance. The State Administrative Manual, Section 8755.2,
stipulates that a transfer of SWCAP recoveries to-the State’s General Fund
be accomplished within 30 days of the end of the quarter.

Recommendation
The department should transfer SWCAP recoveries in accordance with
state requirements.
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Office of Criminal Justice Planning

Item 1.

Late Requests for
Reimbursements of
Federal Funds

We reviewed the Office of Criminal Jjustice Planning’s (OCJP)
administration of the U.S. Department of Justice grant, Federal Catalog
No. 16.579, for fiscal year 1993-94. In addition, we reviewed the OC|P’s
administration of the U.S. Department of Education grant, Federal Catalog

No. 84.186 for fiscal years 1992-93 and 1993-94. Finally, we report for

the first time the results of our review of these two grants for fiscal year
1991-92.

Finding

The OCJP does not always promptly request federal relmbursements for
costs it has incurred for federal programs. As a result, the State loses
interest earnings on these late reimbursements. We identified the
following specific conditions:

e The OCJP receives funding from the federal Drug-Free Schools and
Communities—State Grants (DFSC) through an interagency agreement
with the Department of Alcohol and Drug Programs (DADP). - The
agreement requires the OCJP to administer the grant program, to
contract with eligible subrecipients to provide programs to combat drug
use among youth, and to use grant moneys to reimburse these
subrecipients for their costs. The OCJP initially uses state General Fund
moneys to reimburse these subrecipients. The OCJP, in turn, is
reimbursed by the DADP, which receives grant moneys directly from
the federal government. However, for the 10 reimbursements we
reviewed, the department took from 16 to 92 days to bill the DADP.
These delays resulted in lost interest to the State.

e The State also lost interest earnings because the OCJP entered into
agreements with certain subrecipients several months late, resulting in

delayed reimbursements from the federal government’s Drug Control

and System Improvement—Formula Grant (DCSI). For example, the
'OCJP was late in entering into two direct interagency agreements with
the Department of Justice. Although the Department of Justice began
rendering services and incurring costs in July 1993, the interagency
agreements were not approved until October and November 1993. As

a result, the Department of Justice did not submit its flrst billings until

December 1993.

In addition, in December 1993, the OCJP entered into a grant
agreement with the City of Hawthorne for services provided through
the Los Angeles County Police Chiefs’ Association (LACPCA). The
LACPCA then entered into a contract with the State’s Department of
Justice for that department to provide services under the DCSI.
Although the Department of Justice provided services from july 1993
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Item 2.
Incomplete and
Inaccurate Reports
Submitted to

the DADP

through December 1993, the city did not bill the OCJP, receive federal
reimbursements, and transmit those reimbursements to the State’s
Department of Justice until after December 1993, when the grant
agreement between the City of Hawthorne and OCJP was approved.

Criteria
The State Administrative Manual, Section 0911.4, requires state agencies to
bill the federal government promptly.

Recommendation

The OCJP should promptly request reimbursements from the DADP. In
addition, the OCJP should promptly enter into interagency agreements
with subrecipients of federal grant funds so that the OCJP is then able to
request reimbursements from the federal government promptly.
Moreover, to facilitate prompt reimbursements for costs incurred, the OCJP
should consider entering into an interagency agreement directly with the
Department of Justice for services the Department of justice currently
renders under the contract with the LACPCA.

Finding

The OCJP does not consistently provide complete and accurate progress
reports related to the Drug-Free Schools and Communities—State Grants
to the DADP. The progress reports are required by the interagency
agreements between the OCJP and the DADP. In our review of the
progress reports, we noted the following instances in which the OCJP did
not comply with reporting requirements:

e In fiscal years 1992-93 and 1993-94, the OCJP did not provide
complete information to the DADP about guarantees that 90 percent
of youths served in the program were categorized as high-risk youth.
The problem existed because some subrecipients did not provide this
information to the OCJP, as required. Specifically, in fiscal year
1992-93, 2 of the 12 subrecipients we reviewed did not provide the
required information. In fiscal year 1993-94, 9 of the 11 subrecipients
we reviewed did not submit the information. The OCJP uses the data
from these forms to prepare its progress reports to the DADP. If the
OCJP does not obtain this data from its subrecipients, it cannot provide
complete information to the DADP. We noted a similar problem
during our audit for fiscal year 1991-92, when the information
submitted by 13 of 15 subrecipients we reviewed did not clearly
identify the percentage of high-risk youth served.

In addition, the OCJP asserts in its fiscal year 1993-94 progress reports
to the DADP that it performs yearly site visits of subrecipients in which
it reviews documentation for the 90 percent participation of high-risk
youth. However; the OCJP does not consistently complete these site



visits. ‘For 3 of the 11 subrecipients that provided services to high-risk
youth that we reviewed, the OCJP did not complete a site visit in fiscal
year 1993-94. Moreover, seven of the eight site visit reports we
reviewed for fiscal year 1993-94 did not contain evidence of such
visits. - As a result, the OCJP is providing inaccurate assurances in its
reports to the DADP.

e In fiscal years 1991-92 through 1993-94, the OCJP did not ensure that
~ its subrecipients provided notice to private schools in their areas of the
availability of the federal grant moneys to these schools. Federal
© statutes require such notice, and the OCJP has established a procedure
requiring written certifications from subrecipients that they have
notified private schools in their area. However, the OCJP did not
receive these certifications from 5 of the 22 subrecipients we reviewed
for fiscal year 1991-92, from 3 of the 12 subrecipients we reviewed for
fiscal year 1992-93, and from 13 of the 18 subrecipients we reviewed
for fiscal year 1993-94. In addition, the OCJP asserts in its fiscal year
1993-94 progress reports to the DADP that it addresses and documents
information relating to any private school participation in the site visit
report. We did not find documentation of this review of private school
participation in any of the 11 site visit reports we reviewed for fiscal
year 1993-94. As a result, the OCJP may be provndmg inaccurate
assurances in its reports to the DADP.

e In fiscal years 1992-93 and 1993-94, the OCJP did not ensure that it
received all progress reports from each subrecipient of grant moneys.
Specifically, the OCJP did not have all progress reports on file for 6 of
the 20 subrecipients we reviewed for fiscal year 1992-93 and for one
of the 20 subrecipients we reviewed for fiscal year 1993-94. The OCJP
uses the data from these forms to prepare its progress reports to the
DADP.

Criteria

The United States Code, Title 20, Section 3192(b)(3), requires that not
more than 10 percent of participants in innovative community-based
high-risk programs may be individuals who are not high-risk youth.
Moreover, the United States Code, Title 20, Section 3223(a), requires that
the subrecipients of DFSC grant moneys shall, after consultation with
appropriate private school representatives, make provision for including
private school children and teachers and ensure equitable participation.

The fiscal year 1991-92 through 1993-94 interagency agreements between
the OCJP and the DADP require that the OCJP include the following in its
six-month written progress reports:



Item 3.
Audit Reports Not

Submitted and

Audit Findings Not
Resolved Within
Required Deadlines
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e A description of the OCJP’s methodology for ensuring that all
subrecipients provide documentation that 90 percent of students
served with these funds shall be high-risk;

e Statistical information to ensure that 90 percent of students served
under this agreement are high-risk; and

e A description of the OCJP’s methodology for ensuring that those
subrecipients that are using DFSC funds to implement school-based
programs are notifying private schools of the availability of these funds.

In addition, in its fiscal year 1993-94 progress reports to the DADP, the
OCJP states that it performs yearly site visits in which it reviews
documentation of the percentage of high-risk youths served.

Recommendation ~

The OCJP should ensure that all applicable subrecipients submit required
progress reports and that the progress reports provide complete
information to the DADP about guarantees that 90 percent of youths
served in the DFSC program were high-risk youths. In addition, the OCJP
should ensure that all applicable subrecipients submit an assurance that
they will-notify private schools of the availability of grant funds. Finally, the
OCJP should note on its site visit reports that it specifically reviewed and
verified documentation of the subrecipients’ data on high-risk youth and
notification to private schools.

Finding

As of April 5, 1995, the OCJP had identified 238 delinquent audit reports
from local government and nonprofit subrecipients. Also, from the audit
reports that it had received, the OCJP identified approximately 220 audit
reports with audit findings that remained unresolved after six months. The
review and follow-up on these audit reports are part of the OCJP’s system
of monitoring subrecipients of federal funds under the DFSC and DCSI
grants. Because of these backlogs, deficiencies in the subrecipients’
administration of these programs will not be identified and resolved
promptly, and the deficiencies may recur in subsequent grant periods. We
reported a similar finding in our audit for fiscal year 1992-93.

These backlogs exist despite the progress the OCJP has made in reducing
the number of delinquent audit reports and unresolved audit findings from
prior years. OCJP records show that, of the 465 delinquent audit reports
the OCJP identified as of December 31, 1992, only 63 had not been
submitted to the OCJP by April 5, 1995. To help reduce the backlog of
delinquencies, the OCJP has a policy of sending notices to remind
subrecipients of the need to submit audit reports. Also, for certain reports



that are delinquent because the audit has not been performed, the OCJP
contracts with an independent audit firm to perform the audits. Continued
implementation of these procedures should result in additional -reduction
of delinquent audit reports.

Criteria

The federal Office of Management and Budget (OMB), Circular A-128,
requires local governments receiving specified levels of federal moneys to
have an annual audit completed within 12 months of the fiscal year end.
For nonprofit organizations receiving specified levels of federal moneys, the
OMB Circular A-133 requires completion of audits within 13 months of the
end of the fiscal year being audited. The OCJP's grantee handbook
requires the submission of the audit reports within 6 months of the
subrecipient’s fiscal year end.

OMB Circulars A-128 and A-133 require the grant recipient to.monitor
findings documented in subrecipient audit reports and to take corrective
action within six months after receipt of the reports.

Recommendation

When subrecipients have not submitted audit reports within a specified
time of the report due date, the OCJP should withhold payment on any
subsequent requests for reimbursements. The OCJP should also refuse to
fund in the future any subrecipient that fails to file audit reports. Finally,
the OCJP should ensure prompt resolution of audit findings.

Item 4. Finding
Lack of Monitoring The OCJP could not document that it was fully complying with
of Grant Applicants’ = requirements for monitoring equal employment opportunity (EEO)
Equal Employment  programs for certain subrecipients of DCSI and DFSC grant moneys.. We
Opportunity found the following specific conditions:

Programs ) .
e For fiscal year 1991-92, the OCJP submitted for federal approval
incomplete EEO program documents for 15 subrecipients awarded
$500,000 or more of DCSI moneys. The grant award required federal
approval of these programs before the OCJP obligated or expended
funds for these subrecipients. In April 1992, the OCJP announced new
procedures to ensure compliance with this requirement for fiscal year
1992-93. We noted no noncompliance with the requirement for fiscal

years 1992-93 and 1993-94.

e For fiscal years 1992-93 and 1993-94, the OCJP was unable to provide
documentation that it had received and reviewed the EEO program
documents for four of six subrecipients we reviewed that were
awarded over $25,000 in DFSC grant moneys. Applicants requesting
$25,000 or more in federal funds are required to submit
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Item 5.
Inadequate

Documentation of
Allocation of Direct

102

and Indirect
Support Costs

documentation related to their EEO programs for review by the OCJP.
However, the OCJP does not always appropriately identify the level of
federal funding on the grant award document for each subrecipient. As
a result, the EEO unit, which is responsible for monitoring the
subrecipients’ submission of EEO documents, is not clearly informed
about the source of funding and does not monitor the EEO programs
for these subrecipients. Because of these problems with monitoring
subrecipients’ EEO programs, the OCJP lacks assurance that the
“subrecipients are in compliance with federal EEO requirements.

Criteria

The 1991-92 federal grant award for the DCSI grant required the OCJP to
submit to the federal government the EEO program documents for all
subrecipients of $500,000 or more in grant moneys. The grant award
further required federal approval of these programs before the OCJP
obligated or expended any of these funds.

The OCJP grantee handbook states that an applicant for federal grants with
award amounts between $25,000 and $500,000 must submit a copy of its
EEO program to the OCJP for review within 60 days of the date that the
subrecipient’s executive director signs the grant award face sheet.

Recommendation

The OCJP should ensure that it identifies the correct funding source for
grant applications for DFSC funds and review EEO program documents for
appropriate applicants.

Finding

The OCJP was unable to provide sufficient documentation to support the
amount of personal services costs it allocates to its federal grants. The
OCJP allocates direct personal services support costs based on information

‘provided by program branch managers. The managers’ information

consists of percentages that indicate the amount of time staff spend on the
administration of various federal grants. However, the OCJP does not have
a documented methodology for the managers to use for identifying these
utilization percentages. Instead, it relies on the managers’ estimates. In
addition, the OCJP uses these same estimates to calculate the
distribution percentages used for allocating indirect overhead costs to the
federal program cost categories. Although these allocated costs appear
reasonable and appropriate, the OCJP cannot ensure that it is charging
direct and indirect support costs equitably among the federal programs it
administers. We noted a similar problem in our audit for fiscal year
1992-93.



Criteria ‘ ~
The federal OMB Circular A-87 requires that costs charged to federal grants
be allocated to grant programs in accordance with the benefits received.

Recommendation

The OCJP should develop and implement a documented methodology
that would accurately and consistently identify the resources used to
administer its federal grants. In addition, the OCJP should retain all
supporting documentation used in preparing its cost allocation rates.
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Department of Economic Opportunity -

104

Item 1.

Excess Cash
Balances
Maintained By
Subrecipients

Table

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

Finding

Contractors that received cash advances from the Community Services -
Block Grant (CSBG) program maintained excessive cash balances
throughout fiscal year 1993-94. We examined the cash balances held by
20 contractors receiving funds from the CSBG program during fiscal year
1993-94. We defined as excessive those cash balances maintained by a
contractor that exceeded 25 percent of the contractor’s annual contract
amount.

The table below summarizes the results of our review.

Cash Balances Held by 20 Contractors

First Second Third Fourth
Quarter  Quarter Quarter Quarter

Number of contractors with
excessive cash balances 0 12 9 10

Number of contractors with

no excessive cash balances 16 4 3 1
Not applicable* 4 4 8 9

Total Contractors :
Tested 20 20 20 20

* Contractors in this category include those that we did not determine whether
they maintained excessive balances because of missing expenditure reports,
expenditure reports that were not yet due, or expenditure reports that were
not required.

As our table indicates, during the second quarter of their .contracts, 12 of
16 contractors maintained excess cash balances. These cash balances
totaled more than $247,000. During the third quarter, 9 of 12 contractors
maintained excess cash balances totaling almost $365,000. During the
fourth quarter, 10 of 11 contractors maintained excess cash balances



totaling more than $420,000. Allowing contractors to maintain excess cash
balances may cause the federal government to cease or limit the advancing
" of CSBG funds to the department.

According to the department’s director, contractors maintained cash
balances of CSBG funds that exceeded 25 percent because Section 12781
of the California Government Code requires the department to issue
quarterly advances to contractors in an amount equal to 25 percent of the
contractor’s annual allocation for the contract period. The director further
stated that state law does not allow the department to limit cash advances
based on the contractor’s immediate needs. Furthermore, although the
department has a system in place to reduce the cash advances to
subrecipients of the Low-Income Home Energy Assistance program grant
who have excess cash balances, it does not have a similar system in place
for subrecipients of the CSBG grant.

Criteria

The Code of Federal Regulations, Title 31, Section 205.20, requires that
cash advances to a state be limited to the minimum amounts required and
be timed to be in accord only with the actual, immediate cash
requirements of the State. Circular A-128, issued by the federal Office of
Management and Budget, requires that cash advances made by the State to
contractors, or other subrecipients, conform substantially to the same
standards of timing and amount as apply to cash advances by federal
agencies to primary recipients.

Recommendation

The department should comply with federal regulations and guidance
concerning limiting cash advances to contractors’ immediate needs. To
accomplish this, the department should seek to have state legislation
passed that would amend existing law that requires it to issue cash
advances of 25 percent each quarter. For example, the department could
seek legislation that would allow it to issue cash advances of up to
25 percent each quarter depending on the immediate cash needs of the
contractors.

Item 2. . Finding
No Procedures To  The department has not established procedures to assure that home energy
Assure That Energy  suppliers it pays directly on behalf of eligible households agree to not
Suppliers Do Not discriminate against these households either in the costs of goods supplied
Discriminate  ©OF services provided. In a letter sent to energy suppliers participating in the
direct payment program, the department provided information about
crediting direct payments to households’ accounts and confirming this
information to the department. However, the department did not require
the home energy suppliers to provide assurances that they will not
discriminate against eligible households. According to the department’s
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Item 3.

Failure To
Comply With
the Drug-Free
Workplace Act

director, aside from this letter, the department has no other agreement
with home energy suppliers. Department information indicates that,
through June 21, 1994, 12 utility companies received almost $4.8 million
from the department on behalf of more than 52,000 households. Failure
to establish and implement procedures to assure that home energy
suppliers do not discriminate against eligible households may jeopardize
federal funding to the department.

Criteria

The United States Code, Title 42, Section 8624(b)(7), requires that the
department, if it pays home energy suppliers directly, establish procedures
to assure that the home energy suppliers receiving direct payment agree
not to discriminate, either in the cost of goods supplied or the services
provided, against the eligible households on whose behalf the department
makes payments.

Recommendation

The department should establish procedures to assure that home energy
suppliers receiving direct payment agree not to discriminate against eligible
households on whose behalf the department makes payments.

Finding

The department is not complying with the Drug-Free Workplace Act (act).
The department does not have an ongoing drug-free awareness program.
Specifically, the department does not provide follow-up information to
employees regarding the hazards of drugs or information regarding the act.
Also, the department did not provide a copy of the drug-free workplace
policy statement to one of five employees we interviewed. Failure to
comply with the act could jeopardize future receipt of federal 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 violations of such prohibition. The act also requires that
the department maintain an ongoing drug-free awareness program. 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 comply with all requirements of the Drug-Free
Workplace Act. | ‘



Item 4.
Noncompliance
With Other
Requirements

Findings and Criteria

We noted the following instances when the department did not always
comply with federal requirements or prudent business practices, or enforce
contractual requirements:

e The department did not always limit cash advances to subrecipients
that received funds from the Low-Income Home Energy Assistance
program (LIHEAP). We examined the cash balances held by 15
subrecipients of LIHEAP funds. One of these 15 subrecipients
maintained an excessive balance during two months of fiscal year
1993-94. We defined an excessive balance as one that exceeded
25 percent of the amount of the contract for a subrecipient. The Code
of Federal Regulations, Title 31, Section 205.20, requires that cash
advances to a state be limited to the minimum amounts required and
be timed to be in accord with the actual, immediate cash requirements
of the State. Circular A-128, issued by the federal Office of
Management and Budget, requires that cash advances made by
primary recipients to subrecipients conform substantially to the same
standards of timing and amount as applied to cash advances by federal
agencies to primary recipients.

e The department did not always correctly or completely report financial
information regarding its use of federal funds to the State Department
of Finance. Specifically, the department (1) incorrectly reported the
date by one day that the State Controller’s Office issued warrants for 2
of the 64 transactions that we reviewed, (2) incorrectly reported the
date the State received federal funds for 2 of the 11 drawdown
requests that we reviewed, (3) incorrectly included a transfer from
another state department in one drawdown request, (4) did not
include two claim schedules in a drawdown request, (5) incorrectly
included a claim schedule in a drawdown request, and (6) did not
report one drawdown request and three claim schedules to the State
Department of Finance. Section 10.1 of the cash management
agreement between the State of California and the Secretary of the
U.S. Department of the Treasury requires that the department
document on worksheets the amounts of funds requested from the
federal government, the corresponding claim schedule amounts, the
date the federal funds were deposited in the State’s account, the date
the warrants were issued, and the number of days of interest accrued
on the federal funds.

e The department did not always approve contracts before contractors
provided services. Of the 20 contracts that we reviewed, the
department did not approve one contract until after the contractor
provided services. In this one instance, the department did not
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approve the 18-month contract until five days after it expired. Prudent
business practices dictate that the department approve all contracts
before the contractors begin work. :

e The department did not fully enforce the terms of its contracts. To
~ provide services under the CSBG program to California residents, the
department contracts with service providers. These contracts require
the service providers to periodically submit expenditure reports to the
department. Of the 64 instances we reviewed, providers submitted
only 11 (17.2 percent) expenditure reports within the required time.
Providers submitted 40 expenditure reports (62.5 percent) late and, as
of the conclusion of our audit, had not yet submitted 13 expenditure
reports (20.3 percent). According to the terms of a contract to provide
services to be paid with CSBGC funds, a contractor is required to
complete and submit an expenditure report to the department no later
than the thirtieth day of the month following each calendar quarter.

Recommendation

The department should improve its compliance with applicable federal
requirements, follow prudent business practices, and ensure that its
contractors comply with contractual requirements.



Department of Finance

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). '

Item 1.  Finding
Inaccurate  The department’s administrative services unit does not always submit

Workload Data  correct Statewide Cost Allocation Plan workload data to its Fiscal Systems
Used in the  and Consulting Unit (FSCU). In our review of budgeting services provided
SWCAP and o state agencies, we found that the 1991-92 actual data which is used to

Prorata ©stimate the workload data for budget year 1993-94 were inaccurate and
Allocations " fully supported. Specifically, we found the following deficiencies in the

SWCAP workload data:

e In our test of 15 agencies for which the department prepares budgets,
we found that the department’s supporting documentation for 9
agencies did not agree with the workload data, resulting in a net
understatement of 79 hours in the department’s workload. In
addition, for 4 of 9 agencies, the department was unable to provide
employee timesheets to support 340 hours used in the plan.’

e In our test of the 1991-92 summary of workload hours, we found that
the total January 1992 summary was overstated by approximately
291 hours.

e We analyzed the employee timesheets for July 1991 and found that
the department did not report 751 hours to the FSCU. In addition, we
were not able to analyze the workload hours reported for the months
of August 1991 through June 1992, because the employee timesheets
and/or the monthly recaps were not available.

When the department does not include all pertinent data or makes errors
in its workload calculations, the allocation of SWCAP and Prorata costs to
state agencies may be over or understated. Consequently, SWCAP
reimbursements charged to the federal government may be over or
understated. :

The Bureau of State Audits reported a similar weakness during the audit for

fiscal year 1992-93 and the Office of the Auditor General reported a
similar finding during its audits for fiscal years 1987-88 through 1990-91.
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Item 2.
Statewide Cost
Allocation Plan

Reimbursements
Not Transferred
Promptly

Criteria .

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 ensure that its workload data is accurate and fully
supported.

Finding ;
In our review of fiscal year 1993-94 SWCAP reimbursements at nine
departments, we found that six of these departments did not promptly
request the State Controller’s Office (SCO) to transfer reimbursements from
the Federal Trust Fund to the State’s General Fund. These reimbursements
represent the federal government’s share of service costs provided by the
State’s central service agencies. A state department that receives SWCAP
reimbursements must request the SCO to transfer the reimbursement to
the State’s General Fund. The transfer request must also be approved by a
budget analyst from the Department of Finance.

The following departments transferred SWCAP reimbursements more than
30 days after the end of a quarter. Eight of the ten transfers were more
than two months late. '

Fiscal Year
1993-94
Quarter of Number of
Department Transter Days Late
California Department First 35
of Education
Department of Fish First ' 186
and Game . ~ Second 94
Department of ‘ Second 88
Health Services :
Department of First 137
Industrial Relations Second 45
Department of First , 97
Toxic Substances Control Second 66
Office of Traffic Safety First 171
Second 79




Criteria _

The California Government Code, Section 13332.01, requires departments
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, stipulates that a transfer of SWCAP
recoveries to the State’s General Fund be accomplished within 30 days of
the end of the quarter.

Recommendation

The department should monitor state departments to ensure that they
transfer SWCAP recoveries in a timely manner.
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ATTACHMENT A

AGENCIES PERFORMING CENTRAL SERVICES
FISCAL YEAR 1993-94

Reviewed by
the Bureau of

Agency Name State Audits

Department of Finance
Department of justice
Department of Personnel Administration

Health Benefits for Retired Annuitants
(administered by the Public Employees’ Retirement System) X

Legislature

Office of Administrative Law

Bureau of State Audits

Business, Transportation and Housing Agency
Health and Welfare Agency

Resources Agency

State and Consumer Services

Youth and Adult Correctional Agency

State Board of Control

State Controller’s Office X
State Library

State Personnel Board

State Treasurer’s Office

Environmental Protection Agency
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ATTACHMENT B

ESTIMATED SWCAP AND PRORATA
EXPENDITURES AND RECOVERIES
FISCAL YEAR 1993-94
(In millions)

Estimated SWCAP expenditures $445.0
Estimated SWCAP recoveries from the federal government A $ 34.8
Percent of estimated recoveries 7.8%
Estimated prorata expenditures $502.9
Estimated prorata recoveries from the State’s special funds $187.2
Percent of estimated recoveries : 37.2%

Source: State of California, Department of Finance
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‘Department of Aging

We reviewed the Department of Aging’s (department) administration of
the U.S. Department of Agriculture grant, Federal Catalog No. 10.550, and
the U.S. Department of Health and Human Services grants, Federal
Catalog Nos. 93.044 and 93.045.

Item 1.  Finding

Failure To Monitor  The department did not conduct performance evaluations of all the Area
Area Agencies’  Agencies on Aging (agencies) as required. Specifically, the department’s
Programs To Community Services Branch did not conduct complete program
Provide Supportive evaluations, assessments, or on-site visits of the supportive services for 31 of
the 33 agencies during fiscal year 1993-94. The department has agreed to
perform site assessment visits of the agencies in order to determine the
quality of the services being provided by the agencies. The department’s
Community Services Branch did not perform on-site visits for 31 of the 33
agencies. The department’s Community Services Branch did perform desk
reviews of all 33 agencies. However, while these reviews included some
qualitative measures, they were primarily financial in nature and did not
fully satisfy the qualitative compliance requirements of the programs being
administered by the agencies. Also, the department’s Audits Branch
completed on-site reviews for 10 of the 33 agencies during fiscal year
1993-94. These audits included a review of whether the agencies were in
compliance with applicable laws and regulations. In addition, the
department did not conduct on-site performance evaluations of the
nutrition services for 20 of the 33 agencies during the past two fiscal years.
Failure to conduct evaluations of supportive services and nutrition services
may prevent early detection and correction of irregularities or deficiencies

in the services that the agencies provide.

and Nutrition
Services

The Bureau of State Audits reported a similar weakness during its audit for
fiscal year 1992-93. |In its response to that audit report, the department -
stated that its Community Services Branch had resumed supportive services
performance monitoring and that the department’s goal was to conduct
on-site assessments of each agency and nutrition service provider at least
once every two years.

Criteria

The United States Code, Title 42, Section 3027(a)(8), requires the
department to conduct periodic evaluations of activities and projects
carried out under Title Il of the Older Americans Act. The Code of
Federal Regulations, Title 45, Section 1321.3, defines periodic as, at a
minimum, once each fiscal year. The department’s Title Ill Program
Manual, Part D, Paragraph 43.1(g), also requires the department to
conduct periodic performance evaluations of the supportive services of the
agencies. Furthermore, the department, in its 1993-1997 State Plan on
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Item 2.

Improper Allocation

of Indirect Costs

Item 3.

Inaccurate Federal

Financial Reports

Aging, states that it will use contractor site assessment visits to ensure that
quality service is provided to eligible persons. In addition, the
department’s goal is to conduct on-site evaluations of the nutrition services
of the agencies at least every two years.

Recommendation

The department should conduct performance 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.

Finding ,
The department charged approximately $215,000 as direct costs to a
federal program that should have been allocated as indirect costs to all the
department’s federal programs. Because the department did not allocate
these costs as indirect costs, one of its federal programs was overcharged,
and all the department’s other federal programs that benefited from these
services were undercharged.

Criteria |

The Office of Management and Budget Circular A-87, Paragraph F(1),
states that indirect costs should be distributed to benefiting cost objectives
on bases that will produce an equitable result in consideration of relative
benefits received.

Recommendation
The department should ensure that indirect costs are allocated to programs
equitably in relation to the relative benefits received.

Finding

The department’s Federal Cash Transaction Reports for two of the four
quarters we reviewed did not agree with the department’s financial
records. Specifically, for the quarters ending December 31, 1993, and
March 31, 1994, the amount of federal cash on hand as indicated in the
department’s accounting records did not agree to the amount reported on
its Federal Cash Transaction Reports by approximately $11,000 and
$120,000, respectively. The department’s Federal Cash Transaction
Report for the quarter ended june 30, 1994, which included the
cumulative effects of the previous quarters, did agree to the department’s
financial records.

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.

Item 4. Finding

Inadequate  The department’s procedures do not ensure that cash advances to agencies
Procedures To for its Title lll programs are limited to the agencies’ immediate needs.
Ensure That Cash  Although the department uses a forecasting worksheet to determine the
Advances Are  advances, the department’s current policies do not specify how its
Limited to employees will determine whether an advance is appropriate or excessive.
To determine if the advances the department made to agencies during
fiscal year 1993-94 were limited to the agencies immediate needs, we
selected 14 advances made by the department. We tested the advances
against two different standards that we found were being used by the
department’s analysts to determine if a requested advance was
appropriate. The first standard was 150 percent of the agency’s average
monthly expenditures compared to the requested advance plus any cash
on hand. The second was one-twelfth of the agency’s grant award
compared to the requested advance plus any cash on hand. Additionally,
we compared the amount of the advance to the amount that each agency
actually expended. Five of the 14 advances we tested resulted in cash
balances that were in excess of the agency’s immediate needs. For
example, one of the advances resulted in a cash balance that was
approximately $400,000 more than the immediate needs of the agency.
As a result of the department’s excessive cash advances, the federal
government lost interest that it could have earned on the amounts that the

department advanced too soon to agencies.

Immediate Needs

Additionally, we found that for at least one subrecipient, a similar condition
exists in another program the department administers—the Senior
Community Services Employment Program (Federal Catalog No. 17.235).

We tested one advance and found that the subrecipient had an excess cash
balance of approximately $36,000.

Criteria

The Code of Federal Regulations, Title 31, Section 205.4(a), requires that
advances to a recipient organization be limited to minimum amounts
needed and shall be timed in accordance only with the actual, immediate
cash requirements of the recipient organization in carrying out the purpose
of the program.

Recommendation

The department should establish procedures to ensure that advances to
subrecipients are limited to the immediate needs of the recipient.

119



Department of Alcohol and Drug Programs

Were Incorrectly

120

Item 1.
Certain Costs

Classified and
May Not Be a
Prudent Use of
Federal Funds

We reviewed the Department of Alcohol and Drug Programs’ (department)
administration of the U.S. Department of Education grant, Federal Catalog
No. 84.186, and the U.S. Department of Health and Human Services
grant, Federal Catalog No. 93.959.

Finding

As part of the audit for fiscal year 1993-94, we reviewed the use of federal
funds to pay for the National Association of State Alcohol and Drug Abuse
Directors, Inc. (NASADAD) conference held in San Diego, California in
June 1994.  Specifically, we reviewed supporting documents and
determined that the department spent at least $195,900 in federal grant
funds to plan, promote, manage, and attend the conference. This includes
approximately $7,700 that the department paid for employee travel and
lodging related to planning the conference. While we believe the
conference as a whole was beneficial to the State, we question the
propriety of certain expenditures related to the conference.

Our review of conference expenditures indicated that the department paid
a disproportionate share of the expenses. Not only did the department
assign 6 of its own staff to attend periodic planning committee meetings,
the department also paid approximately $19,000 in travel and lodging
expenses for 13 representatives of other states who attended planning
committee meetings and 2 individuals who were presented special awards
at the conference. These payments were in addition to approximately
$153,000 paid to two subcontractors for professional conference
promotion and planning.

Furthermore, the conference did not attract as many patrticipants as the
planners envisioned, and the total number of hotel rooms used by
conference attendees was less than anticipated. As a result, the
department was required to pay a $50,000 fee to compensate the Hotel
del Coronado for last-minute cancellations by conference participants.
While it appears to be standard practice for groups that sponsor
conferences to agree to pay fees if hotel reservations are canceled at the
last minute, we believe the department could have minimized the impact
of such a costly penalty by reserving a smaller block of rooms.

The department also reduced conference revenues by waiving registration
fees for certain federal officials, NASADAD staff members, and members of
the press. It does not appear that the State always received a direct benefit
in exchange for waiving these fees.



Conference-related expenditures were funded with a combination of
registration fees paid by conference participants, miscellaneous conference
income, and the federal Block Grant for Prevention and Treatment of
Substance Abuse (SAPT). Registration fees and other miscellaneous
conference income did not cover the total cost of the conference. As
discussed above, $195,900 of conference expenses were funded by the
SAPT block grant. Therefore, the liability assumed by the department as a
result of the penalty assessed by the hotel and each registration fee waived
resulted in a direct increase in the amount paid by the SAPT block grant.
We question the propriety of these transactions and the resulting increased
expenditure of California’s SAPT block grant funds.

Criteria
The department is responsible for properly allocating expenses between
state operations and local assistance. In addition, as a recipient of the
SAPT block grant, the department is required to limit state administrative
costs to 5 percent of the grant. We found that a majority of expenses for
the conference were allocated to local assistance and were not reflected in
the calculation of administrative costs as reported in subsequent SAPT
block grant applications. Further, we believe the conference expenses are
- not properly allocated to local assistance since the Governor’s Budget
defines local assistance as expenditures made for the support of local
government activities.

Apparently, the department agreed that conference expenses should be
reported as administrative costs subject to the 5 percent cap because in his
May 27, 1994, letter to the director of the U.S. Department of Health and
Human Services’ Center for Substance Abuse Treatment, the department’s
director stated that conference expenses were “one time federal
administrative moneys from the Federal Fiscal Year (FFY) 1993 SAPT Block
Grant.” We noted similar inconsistencies in the accounting and reporting
of certain nonconference expenditures. As a result, the department has
not accurately calculated total administrative costs and cannot ensure that
it has not exceeded the 5 percent administrative cap imposed by the SAPT
block grant.

Recommendation

The department should recompute the amount of state administrative costs
that are to be charged to the 1993-94 SAPT block grant, including in its
recomputation the expenses associated with the NASADAD conference.

Item 2.  Finding
Improper Use of  The department improperly withheld $9,080 from an advance payable to
Federal Funds the County of Los Angeles under the federal Drug-Free Schools and
Communities grant to pay fees that the county owed to the department.



Item 3.

Inadequate
Monitoring of
Subrecipient Cost
Reports Resulted in
Lost Federal Funds
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Criteria »
The Code of Federal Regulations, Title 34, Subtitle A, Section 80.21(g)(1),
prohibits awarding agencies from withholding payments to grantees or
subgrantees unless the grantees or subgrantees have failed to comply with
the terms of the grant or are indebted to the United States. In addition, the
Code of Federal Regulations, Section 80.37(a)(4), requires states to
conform any advances of grant funds to subgrantees substantially to the
same standards of timing and amount that apply to cash advances by
federal agencies.

Recommendation

The department should ensure that it only withholds federal grant
payments from subgrantees for purposes authorized by the federal
government. .

Finding .

The department did not adequately review and settle subrecipient cost
reports timely to ensure that federal grant monies were appropriately spent
within the period designated by the grant. As a result, approximately
$271,000 returned to the department by subrecipients was subsequently
returned to the federal government because the funds were not expended
during the allowable period. If the department had reviewed subrecipient
cost reports timely, the funds could have been reallocated to other
subrecipients and spent before the grant period expired. In addition,
approximately $831,000 returned to the department by subrecipients was
transferred to subsequent grant years and expended. These funds should
have been returned to the federal government since they were not
obligated or expended during the period designated by the grant award.
Failure to comply with the terms of the grant and relevant regulations may
result in the future reduction of federal funding.

Criteria

The United States Code, Section 300x-62, requires federal funds
distributed to subrecipients to be expended prior to the end of the year
following the grant award or within one year of the date the funds were
paid to the state, whichever is later. Further, the Notice of Block Grant
Award requires funds awarded under the SAPT block grant to be obligated
by the end of the grant award year and expended by the end of the
subsequent year.

Recommendation

The department should adequately monitor subrecipient cost reports so
that it appropriately spends federal funds within the period designated by
the grant.



Item4. Finding

The Federal  The department’s federal financial status reports for the Critical Populations
Financial Status  and Criminal Justice (Non-Incarcerated) grants for the 1993 federal fiscal
Reports for Specific ~ year contain indirect expense information that does not reconcile with the -
Grants Do Not  department’s accounting records. Specifically, the department reported

the federal share of indirect expense for the Critical Populations grant as

Agree With the $54,052, while the accounting records indicated the federal share was only
$35,930. For the Criminal Justice (Non-Incarcerated) grant, the
department reported the federal share of indirect expense as $3,487, while
the federal share was only $1,860, according to the accounting records.
Because the department charged the federal grants for expenses reported
in their accounting records, instead of the amount reported on the federal
financial status reports, the department did not overcharge the federal
government. However, inaccurate federal financial reports impact the

federal government’s ability to properly monitor these federal grants.

Department’s
Accounting Records

Criteria

The Code of Federal Regulations, Title 45, Section 92.20(b)(1), requires
accurate, current, and complete disclosure of the financial results of each
project or program in accordance with the financial reporting requirements
of the grant or subgrant.

Recommendation
The department should ensure that financial status reports submitted to the
federal government are accurate.

Item 5. Finding

Administrative  For fiscal year 1993-94, the department spent approximately $494,000 in
Costs Charged to federal funds to administer the Drug-Free Schools and Communities
the Drug-Free (DFSC) grant. These costs exceeded administrative costs allowed by the
Schools and  &rant by approximately $238,000. We noted that the department does
Communities Grant "t compare budgeted administrative costs to actual year-end
Exceeded Allowable administrative costs. The department budgets administrative costs using
the 2.5 percent allowed by the United States Code, Title' 20,
Costs  ection 3191 (@). However, because it does not have procedures in place
to evaluate projected versus actual expenditures, the department cannot

ensure that it has complied with administrative cost limitations.

Criteria

The United States Code, Title 20, Section 3191(a), limits state-level
expenditures for administrative costs of the DFSC grant to 2.5 percent of
the total grant amount paid to the State. Further, the Code of Federal
Regulations, Title 34, Section 74.61(d), requires the State to compare the
actual and budgeted administrative costs for each grant.
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Adequately Monitor

Item 6.
Failure to

Subrecipient Cash
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Balances

Recommendation v

The department should periodically compare actual to budgeted
administrative costs and establish procedures to ensure that the cost of
administering federal grants does not exceed limitations imposed by the
federal government.

Finding

The department does not have adequate procedures to monitor the cash
balances of subrecipients of the Substance Abuse Prevention and
Treatment (SAPT) block grant and the Drug-Free Schools and
Communities—State Grants (DFSC). During our review of federal cash
transaction quarterly reports for 14 counties, we found that 2 counties -
reported cash balances that would last more than 30 days. We determined
that the department did not withhold or adjust subsequent monthly
disbursements for either of these counties. Further, we determined that 6
counties reported cash receipts from the department that did not agree

with the department’s records and 4 of the 14 counties tested submitted

their federal cash transaction quarterly reports between 8 days and
6 months late. Two counties had not yet submitted their reports as of the
end of our fieldwork.

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 cash needs, it could jeopardize future advances of federal grant
funds.

We reported similar weaknesses in our report for fiscal year 1992-93.
Further, the Office of the Auditor General reported similar weaknesses
during its audits for fiscal years 1989-90 through 1991-92. In its
june 9, 1994, response to the fiscal year 1992-93 report, the department
indicated that during fiscal year 1993-94, it would continue to 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 205.7(d), requires that
cash advances to a primary recipient be limited to the minimum amounts
required to meet the actual, immediate cash needs of the recipient. The
timing and amount of cash advances must be as close as administratively
feasible to the actual disbursements by the recipient for program costs.



Recommendation

The department should reconcile quarterly cash reports submitted by
subrecipients to department records so that the department is aware of the
cash needs of each subrecipient. Further, the department should analyze
quarterly cash reports to determine whether it needs to adjust cash
advances so that it limits cash on hand to amounts required for immediate
needs. Finally, the department should ensure that the subrecipients
promptly submit quarterly cash reports to the department.

Item 7.  Finding

The Department  The department’s cash management system does not minimize the amount
Was Late in  of time between receiving federal funds and disbursing them to
Disbursing Federal subrecipients. We found that for 8 of 10 Drug-Free Schools and
Grant Monies  Communities (DFSC) claims tested, the department was from one to
14 days late sending the claim schedules to the State Controllers Office
(SCO) for payment processing. The total length of time between fund
draw and disbursement for the 10 claims was from 4 to 21 days. For 2 of
21 Substance and Abuse Prevention and Treatment block grant claims
tested, the department was one and 15 days late sending the claim
schedules to the SCO. The total length of time between fund draw and

disbursement for the 2 claims was 10 and 31 days.

Criteria

The Code of Federal Regulations, Title 31, Section 205.7(b), requires the
State to minimize the time elapsing between the transfer of funds and the
pay out of funds for program purposes. Further, Title 31,
Section 205.7(c)(4), provides that a State shall request funds not more than
3 business days prior to the day on which it makes a disbursement .

 Recommendation
The department should improve its compliance with federal regulations by
minimizing the amount of time between the receipt of federal funds and
the actual disbursement of funds for program purposes.

Item 8. Finding and Criteria
Noncompliance ~ We noted the following instances where the department did not always
With Certain State  comply with administrative requirements of the State and federal
and Federal ~ government:

Requirements ) o
¢ The department did not adequately monitor its interagency agreement

and contracts for the Drug-Free Schools and Communities (DFSC)
grant. Specifically, reports submitted by the Office of Criminal Justice
Planning (OCJP) did not always contain statistical information or a
comprehensive description of overall program effectiveness as required
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by the terms of the interagency agreement. Also, the department was
unable to provide evidence that it consistently performed quarterly site
reviews as required under the terms of the interagency agreement. For
4 of the 10 project files reviewed, the subrecipients did not always
submit required reports in a timely manner. Because the department
did not adequately monitor its interagency agreement and contracts, it
cannot ensure that subrecipients of the DFSC grant have achieved their
performance goals, accurately reported program results, or complied
with relevant federal requirements. The Code of Federal Regulations,
Title 34, Subtitle A, Part 80, Section 80.40(a), assigns responsibility for
managing the day to day operations of grant and subgrant supported
activities to the State. Further, the State must monitor grant and
subgrant supported activities to ensure compliance with applicable
federal requirements and that the State and its subgrantees meet
performance goals.

The department did not ensure the accuracy of the documents it
prepared to request federal funds. Specifically, 8 of 12 federal fund
requests tested for the Substance Abuse Prevention and Treatment
(SAPT) block grant contained errors, corrections, or adjustments. To
correct the errors, the department completed numerous federal funds
transfer and offset letters. . Excessive errors require additional staff time
to correct and may result in inaccurate federal financial reports or
cause the department to request federal funds before they are needed.
As a result, the department may be subject to unnecessary interest
charges. 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.

The department did not conduct independent peer reviews of alcohol
and drug treatment providers receiving funds from the SAPT block
grant during the 1993-94 fiscal year. The United States Code, Title 42,
Section 300x-53(a)(1)(A), requires the department to provide periodic
independent peer reviews to assess the quality and appropriateness of
treatment services provided by entities receiving funds from the SAPT
block grant. Without independent peer reviews, the department
cannot ensure that treatment providers have met performance goals or
provided services consistent with the objectives of the SAPT block
grant. :

The State did not maintain its level of effort in administering the SAPT
block grant. The United States Code, Title. 42, Section 300x-30,
requires the State to maintain expenditures for authorized activities at a
level equal to or greater than the average expenditures maintained by
the State for the two-year period preceding the fiscal year of the block
grant award year. However, during the 1993-94 state fiscal year, the



‘State expended approximately $1.2 million less than the two-year
average calculated by the department. Failure to maintain fiscal effort
may result in the reduction of future federal grant monies.

Recommendation

The department should improve its compliance with applicable federal,
state, and departmental requirements.
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Employment Development Department

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 Nos. 17.207, 17.225, 17.245, 17.246, 17.250, and U.S.
Federal Emergency Management Agency grant, Federal Catalog
No. 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 determine when their audit reports were submitted. We
found that two audit reports were 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 in a timely manner of major instances of noncompliance with
federal laws and program regulations. Thus, the department may be
delayed in implementing corrective action.

The Bureau of State Audits reported a similar weakness during the audit for
fiscal years 1991-92 and 1992-93. In June 1994, the department
responded that it would document procedures for follow up on delinquent
Service Delivery Area reports in the Job Training Partnership Division’s
Standard Procedures and the Audit Division’s Procedures Manual. We
attempted to review the procedures; however, as of February 10, 1995,
the department had not documented the procedures. '

Criteria

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

Recommendation

The department should document the procedures for follow up of
delinquent reports and inform the Service Delivery Area’s of the
procedures. Also, the department should ensure that subrecipients submit
audit reports within the federally-required timeframe.



Item 2. Finding

Late Resolution of In fiscal year 1993-94, the department did not always issue final
Audit Reports determination letters regarding audit resolution within six months after the
' department’s audit division received the final audit report. We reviewed
15 of 65 Job Training Partnership Act subrecipients’ audit reports that had
final determination due dates during fiscal year 1993-94. For 8 of the 15
reports, the department did not issue final determination letters within six
months after receiving the reports. Furthermore, as of April 19, 1995, the
department still had not issued final determination letters for 3 of the
8 reports, even though it received the audit reports in August 1993, April
1994, and June 1994. 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 Bureau of State Audits reported a similar weakness during the audit for
fiscal years 1991-92 and 1992-93, and the Office of the Auditor General
reported a similar weakness during its audits for fiscal years 1984-85
through 1990-91. In fiscal years 1991-92 and 1992-93, we saw
improvement in the number of audit reports resolved late. The
department attributed this improvement to the increased emphasis on this
function by its Job Training Partnership Division (JTPD) and the
comprehensive logging of resolution activities. However, during our
current audit we found that the JTPD had not updated its resolution
activities database since November 1993. As a result, although the total
number of audit reports decreased from 72 in fiscal year 1992-93 to 65 in
fiscal year 1993-94, the number of reports with late resolutions increased
from 5 to 8.

Criteria : :

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

Recommendation :

~ The department should attempt to reduce delays in the resolution of audits
so that it can resolve questioned costs and administrative findings in all
subgrantees’ audit reports within the required timeframe. In addition, the
department should update its resolution activities database in order to
monitor the status of these resolutions.



Item 3.
Insufficient
Monitoring of

Subrecipients’ Cash

130

Balances

Finding

The department did not consistently monitor the cash balances of its Job
Training Partnership Act (JTPA) subrecipients. For fiscal year 1993-94, we
noted the following activity:

e The Job Training Partnership Division (JTPD) was responsible for
monitoring subrecipients’ cash balances during the period from
July 1993 through May 1994. During this period, the department
required its subrecipients to submit monthly status of cash reports. In
February 1994, the JTPD properly followed up with those subrecipients
whose monthly status of cash reports indicated that they had excess
cash from July 1993 through September 1993. However, the JTPD
did not follow up with subrecipients that had excess cash during the
period October 1993 through May 1994.

e In June 1994, the department transferred the monitoring responsibility
from the JTPD to the Evaluation Division. As of December 1994, the
Evaluation Division had not completed developing its procedures.
Further, the department no longer requires its subrecipients to submit
monthly status of cash reports. Accordingly, the department has no
assurance that subrecipients’ cash balances are reasonable to meet their .
needs.

The Bureau of State Audits reported a similar weakness during the audit for
fiscal years 1991-92 and 1992-93. The department responded that it
initiated a tracking system of the subrecipients’ monthly status of cash
reports and, in the future, would perform appropriate follow-up within
30 days. In addition, the department stated that the Evaluation Division
would conduct on-site monitoring of subrecipients’ cash management
systems.

Criteria

The Code of Federal Regulations, Title 31, Section 205.7 (d), requires that
the amount of funds transferred to a State shall be limited to the minimum
required to meet the State’s actual, immediate cash needs. Circular A-128,
issued by the federal Office of Management and Budget, requires that cash
advances made by primary recipients to subrecipients conform substantially
to the same standards of timing and amount as apply to cash advances by
federal agencies to primary recipients.

Recommendation

The department should improve its compliance with the federal
requirements. Also, the Evaluation Division should develop procedures for
on-site reviews and conduct on-site reviews of the subrecipients’ cash
management systems.



Item 4.

Relevant Sections of
Federal Expenditure
Report Do Not
Reconcile

Finding

Throughout fiscal year 1993-94, the department did not properly reconcile
or explain two sections of its quarterly reports showing the expenditures of
federal funds for unemployment compensation paid to federal employees
and ex-service members. For example, for the quarter ending
December 31, 1993, the difference between the two sections totaled more
than $1.4 million. Further, the department did not explain the difference
in the report as required.

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

In response to the audit for fiscal year 1992-93, the department stated that
it was working on a report that will validate the accuracy of the benefit
payment information. Further, it stated that the complete reconciliation of
Sections A and B of the quarterly report will not be achieved until pending
programming requirements are accomplished. The department anticipates
that the reconciliation of Sections A and B of the quarterly report will occur
in early 1996.

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
reports 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 on the report.
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, Item 5.
Noncompliance
With Prompt

Payment Standards
for Unemployment

132

Benefits.

Finding

For the 12 months ending March 31, 1994, the department did not
comply with federal prompt payment standards for first-time payments of
unemployment benefits for all interstate claims. On average, the

- department paid promptly only 58 percent of first-time unemployment

benefit payments for all interstate claims. This is an improvement over the
prior 12 months ending March 31, 1993, when the department paid only
47 percent of the first-time unemployment benefit requests for interstate
claims. The federal prompt payment standard is 70 percent.

The Bureau of State Audits reported a similar weakness during the audit for
fiscal years 1991-92 and 1992-93. The department responded that it has
taken several corrective measures to improve the timeliness of the first-time
unemployment payments and expects further improvements when its
system automatically generates claim forms for new interstate claims.

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.

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



Health and Welfare Agency Data Center

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

Item 1.  Finding
Weaknesses in  The data center did not record in its accounting records all fixed assets
Accounting for acquired during the fiscal year. Specifically, the data center did not record
Assets  equipment and software purchased on installment contract totaling
approximately $10.4 million and another software acquisition totaling
approximately $190,000 even though these items were received and
accepted or placed in service before june 30. The omission of the
installment contract purchase caused the data center’s financial statements
to be materially misstated. As a result, the data center had to revise its
financial statements.

Criteria

The State Administrative Manual, Section 8632, requires state agencies to
record assets acquired by installment contract in the accounting records as
if the asset was purchased at the inception of the contract. In addition,
Section 8621 provides the basic accounting rules for fixed assets, and
Section 8660 requires state agencies to report fixed assets in the year-end
financial statements.

Recommendation
The data center should record fixed assets in accordance with the State
Administrative Manual.

ltem2.  Finding

Weaknesses in The data center has weaknesses in its control over fixed assets. Specifically,
Control Over Fixed  the data center has not taken a complete inventory of its fixed assets and
Assets reconciled the physical count with the accounting records within the last
three fiscal years as required by the State Administrative Manual. The data
center performed its last complete inventory in July 1990. In addition, the
data center does not always promptly place property identification tags on
its fixed assets. Three of the eight pieces of equipment we tested had no
identification tags. The data center’s failure to maintain sufficient
accountability for its fixed assets prevents prompt detection of errors and

exposes state property to increased risk of loss.

Criteria

The State Administrative Manual, Section 8652, requires a physical count
of all property at least once every three years and requires a reconciliation
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of the physical count with the accounting records. In addition,
Section 8651 of the State Administrative Manual requires state agencies to
place property identification tags on all state property when practical.

Recommendation
The data center should comply with the requirements contained in the
State Administrative Manual to strengthen its control over state property.

Item 3.  Finding and Criteria -
Noncompliance In the following instance, the data center did not comply with
With State administrative requirements of the State.

Requirements .
e The data center did not prepare and forward to the accounting unit
stock received reports for the 11 purchases of goods we tested. Stock
received reports provide the accounting unit with information on the
identity, condition, and quantity of goods received. The State
Administrative Manual, Section 8422.20, requires that the original
stock received report or a signed copy of the order used as a stock
received report be forwarded directly to the accounting unit on the day

the goods are received.

Recommendation
The data center should improve its compliance with state requirements.
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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
No. 10.557, and the U.S. Department of Health and Human Services
grants, Federal Catalog Nos. 93.565, 93.566, 93.778, and 93.994.

Finding

The department did not accurately prepare its financial reports for fiscal
year 1993-94 for its Health Care Deposit Fund, General Fund, and
Cigarette and Tobacco Products Surtax Fund—Health Education Account.
During our audit, we noted the following conditions:

o The department accrued an accounts receivable in the Health Care
Deposit Fund and a related deferred receivable twice in its financial
statements at June 30, 1994. Because it posted the accrual twice, the
department overstated its accounts receivable and deferred accounts
receivable balances by $134 million. Additionally, the department did
not analyze its accounts receivable balance to identify the amounts it
expected to receive in the ensuing 12 months. Because it did not
analyze its receivables, the department understated its accounts
receivable balance by approximately $72 million. Also, because the
drug rebates the department receives reduce the amount it has to pay
to drug manufacturers, the department’s accounts payable balance was
understated by $72 million.

e The department did not accurately analyze and report its
encumbrances at June 30, 1994, in two departmental funds for which
we reviewed encumbrances. Encumbrances represent goods and
services ordered but not received by June 30.  Although the
department implemented new procedures to address a similar
weakness reported in our audit of fiscal year 1992-93, additional
efforts are needed to ensure that encumbrances are analyzed and
reported accurately. For its General Fund, the department understated
encumbrances by approximately $3.1 million. For its Cigarette and
Tobacco Products Surtax Fund—Health Education Account, the
department  understated = encumbrances by  approximately
$13.2 million.

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.
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Item 2.
Weaknesses In
Controls Over
Receivables

The Bureau of State Audits reported a similar weakness during its audits for
fiscal years 1991-92 and 1992-93.

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 receivables that were not previously billed
or accrued but which are expected to be collected within the ensuing year.
The State Administrative Manual, Section 7952, requires the department to
disclose in its Report of Accruals to Controller’s Accounts the portions of its
liability accruals that represent encumbrances.  Finally, the State
Administrative Manual, Section 10544, requires agencies to record as
liabilities only those amounts relating to valid obligations as of June 30.

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

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, 1994, these receivables totaled approximately $421 million. We
found the following specific deficiencies:

e The department did not maintain proper separation of duties. The
employee who maintained the receivable ledger also received and
deposited the invoiced remittances from the drug manufacturers.
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 risk that some receivables will become uncollectable.

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.

The Bureau of State Audits reported a similar weakness during its audits for
fiscal years 1991-92 and 1992-93.



In November 1993, in response to an audit report submitted by federal
auditors, the department agreed with similar findings and stated that it
expected to have a system in place by December 1993 which would
provide for the accurate reporting of drug rebates and timely collection of
accounts receivable. Although the department has improved some of the
internal control weaknesses previously reported, it has yet to implement a
system that provides for accurate reporting of drug rebates and timely
collection of accounts receivable.

Criteria :

The California Government Code, Sections 13402 and 13403, requires
agencies to ensure that a satisfactory system of internal accounting and
administrative  controls, 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 the
department to reconcile subsidiary ledgers 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.

Item 3.  Finding

Unamended  For fiscal year 1992-93, the Bureau of State Audits reportéd that although
Indirect Charges  the department’s proposed Cost Allocation Plan had not been approved by
the federal Department of Health and Human Services, the department
allocated its indirect costs of federal programs based on the Cost Allocation
Plan. Subsequently, the department submitted and received, in April
1994, approval of an Indirect Cost Rate Proposal (ICRP) for fiscal year
1992-93. The department informed us during our fiscal year 1992-93
audit that it planned to adjust the indirect costs charged for fiscal year
1992-93 at the closeout of each federal program to agree with rates in the
approved ICRP. However, as of April 1995, the department had not made
any adjustments to the accounting records or to its reports to the federal
government for the differences between the allocated costs and the
approved rates in the 1992-93 ICRP for the Medical Assistance program

and Maternal and Child Health Services Block Grant to the States.

Criteria

The federal Office of Management and Budget Circular A-87, requires the
department to prepare a plan for the allocation of costs required to support
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Item 4.

Food Vouchers
Issued to
Unauthorized
Vendors

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 cannot document that it adequately notifies local agencies
who receive federal Special Supplemental Food Program for Women,
Infants, and Children (WIC) moneys of unauthorized vendors and that
local agencies return any unauthorized vendor cards. For 5 of the
18 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 13 vendors, the
department did have evidence it notified the local agencies. |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.

The chief of the WIC Branch stated that the department is currently
implementing a new on-line eligibility system that will allow local agencies
to determine if a vendor is authorized to participate in the WIC program.
This new system would make the vendor cards obsolete.

The Bureau of State Audits reported a similar weakness during its audit for
fiscal year 1992-93.

Criteria

The Code of Federal Regulations, Title 7, Sections 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 not yet on the
new system of all unauthorized vendors and that local agencies return any
unauthorized vendor cards.



Item 5.  Finding

Food Vouchers  For the first nine months of fiscal year 1993-94, the department reconciled
Not Reconciled  less than 1 percent of the food vouchers it issued with the food vouchers
Promptly  participants redeemed through the WIC program by the required
timelines. In addition, the department was late in reconciling 30 percent
of the food vouchers for April 1994 and 36 percent of the food vouchers
for the remaining two months of the fiscal year. The department is
required to complete the reconciliation within 150 days of the first day of
authorized use. 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 its audits for
fiscal years 1991-92 and 1992-93, 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 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 partucnpants within the
required timelines.

Item 6. Finding

Lack of Site Reviews The department did not conduct all required biennial site reviews for the
and Nutrition  administration of its WIC program. Specifically, the department did  not
Education conduct biennial site reviews during the two vyears ending
Evaluations September 30,1994, for 46 of the 80 local agencies. 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. Additionally, the department did not perform annual nutrition
education evaluations of the 80 local agencies. Because the department
did not perform nutrition education evaluations at the local agencies, it
lacks assurance that the local agencies are providing adequate nutrition

education services to the WIC participants.

The Bureau of State Audits reported a similar weakness relating to the lack
of site reviews during its audits for fiscal years 1991-92 and 1992-93.
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Item 7.

Failure To Detect
Instances of Dual
Participation

Criteria

The Child Nutrition Act of 1966, Section 17(f)(21), requires the department
to conduct monitoring reviews of each local agency at least biennially.
Additionally, the California State Plan for the WIC program requires the
department to conduct a biennial site review at each local agency. The
Code of Federal Regulations, Title 7, Section 246.11(c)(5), requires the
department to perform annual nutrition education evaluations of the local
agencies.

Recommendation

The department should complete biennial site reviews and annual nutrition
education evaluations of the local agencies participating in the WIC
program.

Finding

The department did not implement procedures to prevent and detect
instances of dual participation in the WIC program. In july 1987, the
department suspended its existing procedures for detecting dual
enrollment because the procedures did not operate as intended and
produced inaccurate reports. In December 1993, the department decided
to implement an interim system of dual participation detection until a new
automated system being developed became operational. Under the
interim system, the department would produce a dual enrollment report
once a year that identifies possible instances of dual participation. This
report would be forwarded to the local agencies, which would investigate
the possible dual enrollment and report back to the department. Although
this interim system had not been implemented as of July 1994, the
department informed: us that it sent a dual participation report to the local
agencies for their review in December 1994.

The chief of the WIC Branch stated that the new automated system is
currently being implemented which will allow the local agencies to
immediately determine whether an applicant is already receiving benefits.

The Bureau of State Audits reported a similar weakness during its audits for
fiscal years 1991-92 and 1992-93, 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 7, Section 246.7(k), requires the

department, in conjunction with the local agency, to prevent and detect
instances of dual participation.



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

Item 8. Finding
Insufficient  The department did not sufficiently monitor the audit reports of nonprofit

Monitoring of subrecipients participating in the Maternal and Child Health (MCH)

Audit Reports Services Block Grant to the States program. We identified 40 audit reports

for Nonprofit that subrecipients should have submitted to the department and found the

Subrecipients following:

e The department was unable to provide us with 16 of the 40 MCH
nonprofit subrecipient audit reports that should have been submitted
to the department. Eight of these 16 nonprofit subrecipients were not
included on the department’s database that it uses to monitor the
receipt of required reports from subrecipients. For the remaining
8 subrecipients as of April 13, 1995, 5 were sent reminder notices and
3 were not sent reminder notices. Without the audit reports, and
without a comprehensive database to track subrecipients, the
department lacks assurance that the nonprofit subrecipients are
complying with federal laws and regulations.

e Of the 24 audit reports that the department did receive, 20 audit
reports were not received within the timeframe established in the
contracts. Also, 1 of the 20 reports was not received within the longer
timeframe established by federal regulations.

e Additionally, the department did not review within six months 9 of the
24 audit reports it did receive. Without prompt review of the reports,
the department cannot ensure that it resolves audit findings within the
required timeframe.

The Bureau of State Audits reported a similar weakness during the audits
for fiscal years 1991-92 and 1992-93, and the Office of the Auditor
General reported a similar weakness during its audits for fiscal years
1989-90 and 1990-91.

Criteria

The contracts 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. Office of
Management and Budget (OMB) Circular A-133, which describes audit
requirements for nonprofit agencies, requires the state to ensure that its
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Item 9.
Unnecessary
Administrative
Costs Incurred

Item 10.

Nutrition Education
Plans Not Received
From Local Agencies
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nonprofit subrecipients submit audit reports no later than 13 months after
the end of the subrecipient’s fiscal year. This circular also requires the state
to resolve audit findings within 6 months after receiving the report.

Recommendation .

The department should ensure that nonprofit subrecipients submit audit
reports within the timeframes established in their contracts. Additionally,
the department should ensure that it resolves the audit findings within six
months after receiving the report.

Finding

The WIC program is a federal program that falls under the Cash
Management Improvement Act of 1990 (CMIA). In an effort to readily
identify claim schedules requiring expedited processing, the State
Controller's Office and the Department of Finance developed a special
form to be used to flag schedules containing payments for federal programs
falling under the provisions of the CMIA. This form was sent out to the
departments in January 1994 and the State Controller's Office did not
charge the departments for using this form. It does charge departments
when they use the regular expedite form. In our testing, we found that the
department did not use this special form in all instances when it could
have. The department used this special form on the claim schedules it
submitted to the State Controller’s Office to pay WIC vouchers, but it did
not use the form on other claim schedules that paid WIC expenditures
directly from the Federal Trust Fund. As a result of using the regular
expedite form, the department incurred nearly $2,000 in unnecessary
administrative costs from February through June 1994.

Criteria

The Code of Federal Regulations, Title 7, Section 3015.61(f), requires
agencies to have established procedures to determine the reasonableness,
allowability, and allocability of costs.

Recommendation

The department should implement the use of the State Controller’s Office
special expedite form for all claim schedules for the WIC program that are
paid directly out of the Federal Trust Fund.

Finding
The department did not require the 80 local agencies that participate in

~ the WIC program to submit an annual Nutrition Education Plan. The

department, in its fiscal year 1993-94 WIC State Plan submitted to the
United States Department of Agriculture (USDA), included an objective of
obtaining a waiver from the federal government allowing local agencies to



submit nutrition education plans on a biennial basis rather than an annual
basis. However, the department never submitted a formal request to the
USDA for the waiver, and did not require the local agencies to submit the
annual nutrition education plans for fiscal year 1993-94. )

Criteria

The Code of Federal Regulations, Title 7, Section 246.11(d)(2), requires
the department to obtain annual nutrition education plans from the local
agencies.  Additionally, the WIC Program Manual, Section 410-10,
requires local agencies to submit annual Nutrition Education Plans.

Recommendation

The department should ensure that all local agencies submit annual
Nutrition Education Plans, or obtain a formal approval from the USDA to
deviate from federal requirements.

Item 11.  Finding ‘

Failure To  During fiscal year 1993-94, the department did not promptly obtain
Obtain Federal reimbursement from the federal government for the Refugee and Entrant
Reimbursements  Assistance—State Administered Programs and the Maternal and Child
Promptly Health Services Block Grant to the States. These delays in obtaining
reimbursement of program expenditures resulted in a loss of potential
_interest earnings to the State of approximately $116,000 and $96,000,

respectively.

Criteria
The State Administrative Manual, Section 911.4, requires agencies to
secure prompt reimbursement from grant funds for goods and services
provided.

Recommendation
The department should ensure that federal reimbursements are obtained
promptly.

Item 12.  Finding
Noncompliance In the following instances, the department did not always comply with
With Certain  administrative requirements of the federal government:
Federal and State

Requirements  * For one of the eight on-site vendor monitoring visits we reviewed for
the WIC program, the department was unable to provide

documentation of the visit. Because the department could not provide

documentation of the on-site monitoring visit, we were unable to

determine if any exceptions were noted, whether the department took

appropriate follow-up action, or whether the vendor was notified of
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any exceptions that rﬁay have been discovered. The Code of Federal
Regulations, Title 7, Section 246.12(i)(4), requires the department to
document the results of on-site monitoring visits of WIC vendors.

For one of the five WIC vendor audits we reviewed, the department
had not made any attempt to collect $1,695 in reimbursements that
were questioned until we brought it to the department’s attention. The
department contracts with the State Controller's Office (SCO) to
perform the WIC vendor audits. In February 1994, the SCO issued to
the department an audit report that identified questioned amounts that
had been reimbursed to a WIC vendor. However, the department did
not attempt to recover the amount until August 22, 1994. After the
department attempted to recover the amount, the vendor provided
additional documentation that resulted in the questioned amount
being reduced to $1,262. The Code of Federal Regulations, Title 7,
Section 246.12(i)(2), requires the department to take corrective action
when abuse and errors are detected in a vendor audit.

The department did not promptly destroy obsolete WIC vouchers. We
found that the department had in its inventory certain vouchers with a
maximum value of approximately $27.8 million that became obsolete
effective February 1994 because of a contractual change with a food
producer. These obsolete vouchers remained in inventory as of
March 21, 1995. Obsolete vouchers that are not promptly destroyed
occupy inventory space and increase the possibility of theft or misuse.

The chief of the WIC Branch stated that the department has had a
difficult time finding a contractor that could shred the vouchers in a
secure manner. The department prepared a request for proposal,
however, it received no responses. The department has recently been
able to procure a one-time sole source contract to have these vouchers
shredded. The Code of Federal Regulations, Title 7, Section 246.12(l),
requires the department ensure secure storage of unissued
supplemental foods and food instruments.

The federal financial status report for the Refugee and Entrant
Assistance—State Administered Programs grant for fiscal year 1993-94
did not reconcile with the department’s official accounting records.
Specifically, the department reported approximately $110,000 less in
expenditures on the federal financial status report than it recorded in

" its accounting records. In total, the department reported

approximately $37 million in expenditures for this federal program.
The Bureau of State Audits reported a similar weakness in its audit for
fiscal year 1992-93. The Code of Federal Regulations, Title 45,
Sections 74.73(a) and (b), requires the department to prepare financial
status reports that indicate the amount of grant funds received and



spent.  Further, the State Administrative Manual, Section 20014,
requires agencies receiving federal funds to reconcile federal financial
reports with the official accounting records.

e The department is responsible for ensuring that providers of services
furnished at nursing facilities are periodically surveyed and certified
based on health and safety standards. These surveys and certifications
are required by grant provisions of the Medical Assistance program. In
our review of this requirement, we found that while the surveys were
completed within the required time periods, the district offices did not
promptly update the computer database to reflect the most recent
survey completion dates. We compared survey information in
33 provider files to information on the database and found that
information about two providers had not been promptly updated on
the database. Specifically, we found that as of May 1994, the database
information for two providers had not been updated although the
surveys had been completed for five months in one instance and nine
months in the other. Without updated information on the database,
providers could receive Medi-Cal benefits when they were no longer
eligible. The Code of Federal Regulations, Title 42, Section 442.12(a),
states that an agency may not make Medicaid payments to a facility for
nursing facility services unless the state has certified the facility to
provide those services.

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 féderal and state
. requirements.
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Department of Rehabilitation

Item 1.

Inaccurate Federal

Financial Reports

ltem 2.
Noncompliance

With Other Federal

146

Requirements

We reviewed the Department of Rehabilitation’s (department)
administration of the U.S. Department of Education grant, Federal Catalog
No. 84.126.

Finding

The department overstated the federal share of expenditures for indirect
costs included in the financial status reports for September 30, 1993,
December 31, 1993, and March 31, 1994. Specifically, the department
erroneously included approximately $17.3 million of state and local
program costs in its federal programs’ pool. In addition, these reports
contained several minor clerical errors totaling approximately $72,000.
The cumulative effect of all of the errors resulted in a net overstatement of
the federal share of indirect costs of approximately $1.4 million at
March 31, 1994. However, these errors did not result in an overcollection
of federal funds. After we raised the issue, the department appropriately
corrected these errors in the financial status report for June 30, 1994.

The Bureau of State Audits reported a similar weakness during the audit for
fiscal year 1991-92, and the Office of the Auditor Ceneral reported a
similar weakness during its audits for fiscal years 1987-88 through 1989-90.

Criteria

The federal Office of Management and Budget, Circular A-102 revised,
Subpart C, Paragraph 883A(b)(1), requires that financial reports contain
accurate and reliable information. In addition, the federal Office of
Management and Budget, Circular A-87, Attachment A, Paragraph F.1,
states that indirect cost pools should be distributed to benefiting cost
objectives on bases which will produce an equitable result in consideration
of relative benefits derived.

Recommendation
The department should ensure that its financial reports contain accurate
and reliable information.

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

e Two of the 25 open client files we reviewed were not reviewed within
90 days while the clients were in extended evaluation. Specifically, at
the time of our review, one case had not been reviewed in over a year
and the other had not been reviewed in almost two years. in addition,



the department provided rehabilitation services to one of these clients
during the extended evaluation period. The Code of Federal
Regulations, Title 34, Section 361.34, requires a thorough assessment
of the individual’s progress at least once every 90 days during the
extended evaluation period. This Section also limits the scope of
rehabilitation services during the extended evaluation period to a
determination of rehabilitation potential.

e For 2 of the 25 open client files we reviewed, the individualized
written rehabilitation programs were not reviewed annually while the
clients were receiving rehabilitation services. Specifically, at the time of
our review, neither client's program had been reviewed in
approximately two years. The Code of Federal Regulations, Title 34,
Section 361.40(c), requires the State to assure that the individualized
written program will be reviewed at least on an annual basis.

e In one of the 25 open client files we reviewed, the department
provided services to the client before determining whether the client
was eligible for or received similar benefits under another program.
Specifically, the department reimbursed this client for tuition, books,
and transportation costs while the client attended college. The Code of
Federal Regulations, Title 34, Section 361.47(b), requires the State to
determine whether comparable services and benefits are available
under any other program before services are provided at institutions of
higher education.

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 each of the federal
requirements.
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Department of Social Services

Item 1.

Federal Financial
Reports Not
Reconciled With
Accounting Records

148

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 Nos. 10.551 and 10.561, the U.S. Federal Emergency
Management Agency grant, Catalog No. 83.516, and the U.S. Department
of Health and Human Services grants, Federal Catalog Nos. 93.560,
93.561, 93.563, 93.565, 93.566, 93.645, 93.658, 93.659, 93.667, and
93.802.

Finding

The department did not reconcile its federal financial reports prepared
during fiscal year 1993-94 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 its audits for
fiscal years 1991-92 and 1992-93, 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 has
implemented a common data base for the reporting and payment of
county assistance and administrative costs. Additionally, the department is
developing automated federal ledgers to make transaction posting uniform.
The department plans to use the automated ledgers to develop
reconciliations that will ensure that data contained in federal reports are
consistent with the accounting records maintained in the California State
Accounting and Reporting System.

Criteria ,

The Code of Federal Regulations, Title 45, Sections 74.61(a) and
92.20(b)(1), require 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 continue its attempts to implement a reconciliation
system that will reconcile its federal financial reports with departmental
accounting records.



Item 2.  Finding
Insufficient  The department did not adequately monitor counties participating in the
Monitoring of  Foster Care—Title IV-E program and the State Legalization Impact

Federal Programs Assistance Grants program:

e The department conducted monitoring reviews of only four counties
participating in the eligibility activities of the Foster Care—Title IV-E
program. In addition, of the four counties that it reviewed, only one
was among the ten counties with the largest caseloads. Furthermore,
the department did not conduct three of the four reviews in
accordance with the department’s plan for monitoring the counties.

The department’s goal is to perform an annual review of each county’s
eligibility procedures and practices; however, when staffing levels
drop, the department’s goal is to conduct reviews of the ten counties
with the largest caseloads. According to the supervisor of the Foster
Care unit, during fiscal year 1992-93 the number of staff conducting
monitoring reviews was cut from eight to one, and had only increased
to four by the end of fiscal year 1993-94.

e The department did not monitor counties participating in the State
Legalization Impact Assistance Crants program during fiscal years
1992-93 and 1993-94. The Bureau of State Audits reported a similar
weakness during its audit for fiscal year 1991-92.

Without monitoring, the State cannot ensure that the counties properly
administer federal programs.

Criteria

The United States Code, Title 42, Section 671(a)(7), states that the Foster
Care state plan will include a plan for the state agency to monitor and
conduct periodic evaluations of the activities at the local level. To comply
with this law, the department’s Foster Care Policy Bureau has policies that
outline the procedures for conducting reviews of eligibility activities at the
county level. The Code of Federal Regulations, Title 45, Section 92.40,
requires the department to monitor activities of the State Legalization
Impact Assistance Grants program to ensure compliance with applicable
federal requirements.

Recommendation

The department should adhere to its review procedures to improve its
monitoring and evaluation of the Foster Care—Title IV-E eligibility activities
and the department should conduct the required monitoring of the State
Legalization*impact Assistance Grants program.
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Item 3.
Inaccurate
Reporting of Cash

on Hand for Federal

Programs

Item 4.

Deficiencies in Cash

150

Management

Finding -

The department overstated the cash on hand balance for various federal
programs for the quarter ending June 30, 1994, by approximately
$612,000. The overstatement occurred because department staff were
unable to reconcile cash on hand prior to submitting its report to the
federal government. The Bureau of State Audits reported a similar
weakness during its audit for fiscal year 1992-93.

Criteria

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. ' ’

Recommendation
The department should ensure that it maintains accurate records of cash on
hand for the federal programs that it reports to the federal government.

Finding

The department did not promptly request federal funds to reimburse the
State for expenditures incurred and maintained balances of federal funds
that exceeded its immediate cash needs. Federal funds are used to pay for
the federal government’s share of the department’s expenditures.
Maintaining excess cash may result in the termination of advance financing
by the federal government. During our audit, we noted the following:

¢ The department did not promptly request federal funds to reimburse
the State for support expenditures incurred during fiscal year 1993-94.
The department pays all support expenditures from its general fund
and subsequently requests reimbursement for the federal portion of
those expenditures. Allowing the department 12 working days to
request and receive federal funds, the department was 3 to 11 days
late in receiving reimbursement for three of the five transactions tested.
As a result, the State lost approximately $14,800 in interest income.

e The department did not properly analyze its cash on hand when
requesting federal funds for the Job Opportunities and Basic Skills
(JOBS) Training program and the Social Security—Disability Insurance
(SSDI) program. As a result, for the JOBS Training program, the
department maintained a balance ranging from approximately $79,000
to $108,700, between September 30, 1993, and October 31, 1993,
and maintained a balance ranging from approximately $5,800 to
$91,600 between December 31, 1993, and January 31, 1994. For the
SSDI program, the department maintained a balance ranging from



Item 5.

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

approximately $391,800 to $2,036,600, between July 31, 1993, and
September 30, 1993. The Bureau of State Audits reported a similar
weakness during its audit for fiscal year 1992-93.

Criteria

The Code of Federal Regulations, Title 31, Section 205.7(b), requires that
the time elapsing between the transfer of funds from the United States
Treasury and the payment of funds for program purposes shall be
minimized. Additionally, the Code of Federal Regulations, Title 31,
Section 205.7(d), requires that the amount of funds transferred to a state
be limited to the minimum required to meet the state’s actual, immediate
cash needs. Finally, the Code of Federal Regulations, Title 31,
Section 205.20(a), stipulates that the timing and amount of federal cash
advances be as close as administratively feasible to the actual cash outlay
by the state.

Recommendation

The department should promptly request federal funds to reimburse its
general fund for federally eligible expenditures and should ensure that its
requests for federal funds are limited to its immediate cash needs.

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, 1994, we noted the following:

e The department understated the employee time charges for the
- program reported on the quarterly federal report by approximately
1,100 hours.

e For 1 of the 15 employee time reports that we reviewed, the
department was unable to substantiate three hours of leave reported
on the attendance report.

The Bureau of State Audits reported a similar weakness during its audit for
fiscal year 1992-93.

Criteria

The Code of Federal Regulations, Title 20, Section 404.1625 and
Section 416.1025, require 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.
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Item 6.

System for
Confirming Audit
Adjustments is
Flawed

Item 7.
Noncompliance
with Additional

Federal

Requirements

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.

Finding

The department’s system for ensuring that county welfare offices made all
adjustments resulting from its audits of Aid to Families with Dependent
Children (AFDC) administrative expense claims is flawed. Specifically, we
reviewed AFDC administrative expense claims for four counties that had a
total of 22 required audit adjustments. The counties completed 7 of the
audit adjustments; however, we could not determine whether the counties
made another 10 of the required adjustments and we could only partially
confirm that the counties made the remaining 5 adjustments.

The department’s instructions to counties for making audit adjustments do
not require the counties to separately identify adjustments made as a result
of the department’s audits from other adjustments that counties make to
the administrative expense claims. As a result, the department cannot
ensure that all required audit adjustments have been made.

Criteria

The Code of Federal Regulations, Title 45, Section 205.120(a)(3), in part
requires the department to conduct regularly planned examinations and
evaluations of local county offices’ operations, including developing
methods for informing local county staff of state policies, standards,
procedures, and instructions.

Recommendation

The department should amend its instructions to the counties to require
the counties to separately identify adjustments made as a result of audits
from other adjustments made to their administrative expense claims.

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

e The department incorrectly reported a portion of automated data plan
development costs for the Food Stamps program for the quarter ending
September 30, 1993. Specifically, the department reported the costs
in the wrong funding category on the Financial Status Report (FSR) for
the quarter ending September 1993. After we brought it to the
department’s attention, the department corrected the error in its FSR
for the quarter ending June 30, 1994. The Code of Federal



Regulations, Title 7, Section 277.6(b)(1), requires that financial
management systems for program funds shall provide accurate,
current, and complete disclosure of the financial results of program
activities in accordance with federal reporting requirements.

e The department does not always ensure that invoices are properly
authorized for payment and maintained for disability expenditures.
Specifically, 3 of the 20 invoices we selected did not contain a
signature that authorized payment of the invoice. Additionally, the
department could not locate 2 of the 20 invoices. The Code of Federal
Regulations, Title 45, Section 92.20(b)(6), states that accounting
records must be supported by source documentation. In addition, the
department’s Disability Evaluation Division = Procedure Manual,
Section 300, states that invoices must be authorized prior to issuing
payments.

e 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. The Bureau of State Audits reported a similar
weakness during its audit for fiscal year 1992-93.

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.
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State Controller’s Office

Item 1.
Inadequate System
for Identifying All
Special Districts
Requiring Review

We reviewed the financial operations and related internal controls of the

State Controller’s Office (SCO) and the SCO’s administration of the U.S.
Department of Agriculture grant, Federal Catalog No. 10.665, and the U.S.
Department of the Interior grant, Federal Catalog No. 15.999.

Finding

The SCO does not have an adequate system for identifying all special
districts that are required to submit their annual single audit reports to the
SCO for review. These special districts are local governments that receive
federal grant moneys from various state departments administering the
federal grants. As part of its responsibility for coordinating the single audit
activities of local governments, the SCO reviews their single audit reports
for adequacy and for compliance with federal regulations and standards.
However, the SCO does not ensure that other state departments notify it of
all special districts to which they distribute federal funds. Although it has a
thorough system for monitoring the audit reports that it is aware it should

‘receive, without a complete list of reports, the SCO cannot be assured that

all special districts receiving federal moneys are complying with federal
requirements.

Criteria

The federal Office of Management and Budget, Circular A-128, establishes
the audit requirements for state and local governments under the Single
Audit Act of 1984. The circular requires states that receive federal financial
assistance and that provide $25,000 or more of this federal assistance to
subrecipients, such as special districts, to determine whether the
subrecipients have complied with all audit requirements of the circular. In
addition, the states are required to determine whether the subrecipients
spent these federal moneys in accordance with applicable laws and
regulations and to ensure that appropriate corrective action is taken in
instances of noncompliance with laws and regulations.

The State Administrative Manual, Section 20005, indicates that the SCO is
the State’s designated agency for coordinating the single audit activities in
local governments.

Recommendation

The SCO should work with the Department of Finance to ensure that state
agencies notify the SCO of all special districts to which they disburse
federal funds and how much each of these special districts receive. The
SCO should then compile the list of all special districts receiving more than
$25,000 from the State and monitor their audit activities.
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Item 2.

Contractual Audits

158

Not Completed
On Time

Finding

The SCO does not always complete its audits of three building authorities
within contractual deadlines. The building authorities are included as
component units in the State’s financial statements. These building
authorities include the Los Angeles State Building Authority and the East
Bay State Building Authority, for which the SCO performed the audits for
fiscal year 1992-93. For fiscal year 1993-94, it plans to perform audits of
these same two authorities and to add a third, the San Francisco State
Building Authority.

The SCO did not meet contractual deadlines for audits for both fiscal years
1992-93 and 1993-94. Specifically, as of April 1995, the fiscal year
1992-93 audit for the East Bay State Building Authority had not been
completed although it was due by September 30, 1993. In addition, the
fiscal year 1993-94 audits for the East Bay State Building Authority and the
San Francisco State Building Authority had not been completed as of
April 1995, even though the audit deadlines were September 30, 1994,
and December 31, 1994, respectively.

The joint power agreements that create the building authorities establish
the audit deadlines. Although the SCO is not responsible for establishing
these deadlines, it is responsible for preparing the State’s financial
statements. These statements have a recommended issue  date of six
months after the State’s fiscal year end, or December 31. However, the
deadlines for the audits of the Los Angeles State Building Authority and the
San Francisco State Building Authority are too late for the audited
information to be included in the State’s financial statements. The
deadline for the Los Angeles State Building Authority is 12 months after the
State’s fiscal year end, six months late. The deadline for the San Francisco
State Building Authority coincides with the recommended issue date for
the State’s financial statements, a deadline too late to ensure the availability
of the information for the State’s reports.

Criteria :

The joint power agreements that established the building authorities
require the completion of audits within 3 months after the end of the fiscal
year for the East Bay State Building Authority, 6 months for the San
Francisco State Building Authority, and 12 months for the Los Angeles State
Building Authority. Each of the building authorities has a fiscal year end of
June 30.

For the State to be awarded a Certificate of Achievement for Excellence in
Financial Reporting for its financial statements, the Government Finance
Officers’ Association requires the completion of the audit within six months
of the end of the audited entity’s fiscal year.



Recommendation

Although it is -not one of the contracting parties for the joint power
agreements, the SCO should recommend that the contracting parties for
the Los Angeles State Building Authority and the San Francisco State
Building Authority change the audit deadlines to November 1 following
the fiscal year end. This completion date ensures the availability of the
audited financial information for the State’s general purpose financial
statements. If the SCO continues to perform these audits, it should
- complete them by the November 1 following the fiscal year end. The SCO
should also complete the audit of the East Bay State Building Authority by
the current contractual deadline.

15¢



Office of Emergency Services

Item 1.

Delay in Appealing

Denied Costs

Item 2.

The Office Failed

160

To Collect
Overpayments
From Applicants

We reviewed the Governor's Office of Emergency Services (office)
administration of the U.S. Federal Emergency Management Agency grant,
Federal Catalog No. 83.516.

Finding

The office has not appealed all of the approximately $7.7 million of
claimed costs related to the Loma Prieta earthquake that was denied by the
Federal Emergency Management Agency (FEMA). Since we reported this
issue in last year’s audit, the office has resolved approximately $7.1 million
of its claim, but as of April 1995, it has not appealed approximately
$564,000. According to the director, rather than appeal, the office sent a
new claim to FEMA for approximately $2 million that includes the
previously denied costs. The new claim was submitted to FEMA 38 months
after the denial of the original claim. The new claim, which the office
submitted on April 27, 1994, has gone unpaid for 12 months. According
to the director, the only follow-up actions the office has taken on this latest
claim are telephone calls to FEMA. We reported the same issue during our
audit for fiscal years 1991-92 and 1992-93 and the Office of the Auditor
General reported the issue in its audit for fiscal year 1990-91.

Criteria

The State Administrative Manual, Section 0911.4, requires state agencies to
secure prompt reimbursement from grant funds for goods and services
provided. The Code of Federal Regulations, Title 44, Section 206.206,
describes the process for appealing the denied costs. These procedures
include appealing to higher FEMA authorities when appeals are denied at
lower levels.

Recommendation

‘The office should pursue the pending claim until the claim is settled. In the

future, if the office believes that FEMA’s denial of claims is inappropriate, it
should promptly appeal to higher FEMA authorities.

Finding

During fiscal year 1993-94, the office failed to collect $27,000 in
overpayments made to two applicants (recipients of disaster assistance
funds are referred to as “applicants”) for disaster- grants. Although the
office has billed the applicants for the overpayments, the office has not
collected the amounts owed because, according to the director, the office
has not adopted procedures for following up on applicants that do not pay.
We reported a similar weakness during our audit for fiscal year 1992-93.



Item 3.

The Office Did Not
Promptly Transfer
Statewide Cost
Allocation Plan
Recoveries

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 the bill for collection and should return the
overpayment to the FEMA within 60 days of a bill for collection.

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 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 office transferred the SWCAP
recoveries for the periods Jjuly through September 1993 on
January 4, 1994—66 days late; October through December 1993 on
April 25, 1994—85 days late; January through March 1994 on
july 25, 1994—86 days late. As of April 27, 1995, the office had not
transferred the SWCAP recoveries for April through June 1994.

Criteria

The California Government Code, Section 1332.01, 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 office should transfer SWCAP recoveries within 30 days.
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Department of Insurance

Item 1.
Inadequate

Documentation for
Waivers Granted

Lack of Evidence of
Timely Payments of
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Item 2.

Gross Premium
Taxes

~ We reviewed the financial operations and related internal controls of the

Department of Insurance (department).

Finding

We reviewed the tax payments of 31 insurance companies. Of those 31,
21 were required to pay by electronic funds transfer. We found that 16 of
the 21 paid by electronic funds transfer. Any insurance company that is
required but unable to file via electronic funds transfer due to a valid
reason is required to request relief by submitting a statement stating the
basis of the request. The department had evidence that some insurance
companies had technical difficulties during the initial implementation of
the electronic funds transfer program that started in January 1994.
However, the department lacked evidence that the remaining insurance
companies requested relief from paying by electronic funds transfer as
required by the Insurance Code. Also, the department did not assess a
penalty on any of the 5 insurance companies, as required.

Criteria

The California Insurance Code, Section 1531(c), provides that any person
required to remit taxes by electronic funds transfer who remits those taxes
by means other than an appropriate electronic funds transfer, shall be
assessed a penalty in an amount equal to 10 percent of the taxes due at the
time of the payment. If the department finds that a person’s failure to
make a timely payment is due to reasonable cause, the person shall be
relieved of the penalty. However, any person seeking to be relieved of the
penalty must file a statement under penalty of perjury setting forth the
facts upon which the person bases his or her claim for relief.

Recommendation

The department should comply with the provisions of the Insurance Code
and not relieve taxpayers of the 10 percent penalty without cause.
Further, the department should require taxpayers seeking relief of the
penalty for cause to do so by filing a statement under penalty of perjury
setting forth the facts upon which the taxpayer bases his or her claim for
relief.

Finding

The department did not have evidence of the timely receipt of checks
received from insurance companies for their gross premium taxes. For
example, while the department has documentation that it processed five
checks after the due date of April 1, the department did not have adequate



documentation to establish date of receipt for these checks. Two of the
payments were processed on April 5, two on April 7, and one on April 12.
Furthermore, the department did not penalize any of these insurance
companies for paying late or charge them interest on their late payments.
If these payments were received by the due date, but not processed by the
department until later dates, the department’s delay in depositing the
checks caused the State to lose interest earnings.

Criteria

The Revenue and Taxation Code, Section 12631, provides that any insurer
who fails to pay any gross premiums tax within the time required shall pay
a penalty of 10 percent of the amount of the tax in addition to the tax, plus
interest from the due date of the tax until the date of payment. The
Revenue and Taxation Code, Section 12306, provides that the
commissioner may, based on a request filed with the commissioner
showing good cause, grant an extension of up to 30 days for the payment
of tax. However, the Revenue and Taxation Code, Section 12307,
requires insurers who receive extensions to pay interest from the due date
until the date of payment.

Recommendation 4

The department should assess the appropriate penalties and interest on late
payments of the gross premiums tax. In addition, the department should
establish procedures that will document the date that gross premiums taxes
are received by the department. Finally, the department should timely
process payments of gross premiums taxes to ensure that the State
maximizes its interest earnings.
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Department of Justice
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Item 1.
Reimbursements
Not Promptly
Received

We reviewed the Department of Justice’s (department) administration of
the U.S. Department of Justice grant, Federal Catalog No. 16.579, and the
U.S. Department of Health and Human Services grant, Federal Catalog
No. 93.563. ‘

Finding

The State lost interest earnings because the department was not prompt in
seeking reimbursement for its costs associated with the federal
government’s Child Support Enforcement program and the Drug Control
and System Improvement—Formula Grant. For fiscal year 1993-94, we
found the following specific conditions:

The State lost interest earnings of approximately $13,808 because of
the department’s late billings to the Department of Social Services,
with which it entered into two contracts to provide services under the
Child Support Enforcement program. For example, although the
department began rendering services under this program in July 1993,
it did not bill the Department of Social Services until January 1994.
The Department of Social Services in turn billed the federal
government for reimbursement of these costs. The billings to the
Department of Social Services were late because the department did
not have approved contracts with the Department of Social Services
until late August 1993 for one of the contracts and November 1993 for
the other contract. In addition, according to the manager of the
department’s reimbursement management unit, the billings were late
because new billing instructions for fiscal year 1993-94 were being
developed.

The department also was not promptly reimbursed for services
rendered under the Drug Control and System Improvement—Formula
Grant. The department receives funds from this grant from two
sources: a letter of agreement with the Los Angeles County Police
Chiefs’ Association (LACPCA) and interagency agreements with the
Office of Criminal Justice Planning. The LACPCA receives its funds
from the Office of Criminal Justice Planning, with the City of
Hawthorne acting as an administrative intermediary. The following
diagram depicts the flow of funds to the department from the contract
with the LACPCA: '



Federal California City of Hawthorne  LACPCA California

grant Office of (Administrative (Drug control Department
Criminal services) activities) of Justice
Justice (Drug control
— Planning__,, — —p activities)

When the department bills for the services it renders under the
contract with the LACPCA, each of these entities processes the invoice.
The department received payments under this contract as much as five
months after it billed for services rendered. To avoid delays that result
from this cumbersome reimbursement process, the department could
contract directly with the Office of Criminal Justice Planning.

The department also was late in billing for reimbursement under two
direct interagency agreements with the Office of Criminal Justice
Planning. Although the department began rendering services under
these agreements in july 1993, it did not submit its first billing until
December 1993. Late approval of the interagency agreements, in
October and November 1993, contributed to the delayed billing.

Criteria

The State Administrative Manual, Section 0911.4, requires state agencies to
bill the federal government promptly. In addition, the Government Code,
Section 13401(b)(1), states that each state agency must maintain effective
systems of internal accounting and administrative control as an integral part
of its management practices.

Recommendation

The department should promptly bill the Department of Social Services
and the Office of Criminal Justice Planning, thus ensuring that those
agencies have the information needed to request prompt reimbursement
from the federal government.

In addition, the department should consider contracting directly with the
Office of Criminal Justice Planning for services it currently renders under
the contract with the LACPCA. This arrangement should allow prompt
reimbursement for costs incurred.
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Item

Insufficient
Collateral for a
Demand Deposit

We reviewed the financial operations and related internal controls of the
State Treasurer’s Office (STO).

Finding

The State Treasurer's Office did not ensure that all state demand deposits
were collateralized as required by the Government Code. The State
Treasurer’s Office is responsible for ensuring that the State’s demand
deposits with banks are adequately collateralized at all times. We
reviewed the collateral on deposit for the State’s demand deposits of
$551.3 million at June 30, 1994, and noted an instance in which collateral
was less than required.  Specifically, a bank with a deposit of
$523.2 million that required collateral of $575.4 million had collateral on
deposit of $572.8 million, or $2.6 million less collateral than required.
While the collateral on deposit was sufficient to secure the demand
account balance, the law requires more collateral on deposit to ensure the
safety of the State’s deposits.

Criteria
The Government Code, Sections 16521 and 16522, requires that banks
deposit with the State Treasurer specified amounts of collateral as security

for state demand deposits.

Recommendation
The State Treasurer’s Office should ensure that it complies with the state
requirements for collateral.
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Franchise Tax Board

We reviewed the financial operations and related internal controls of the
Franchise Tax Board (board).

Item 1. Finding and Criteria
Incorrect Penalty ~ The board did not always correctly calculate penalties and interest assessed
and Interest  taxpayers in fiscal year 1993-94. Of 40 penalty and interest transactions
we reviewed, we found 4 cases where the board did not comply with the
requirements of the Revenue and Taxation Code. As a result, the board
overcharged or undercharged taxpayers for penalties and interest.
Specifically, we found the following:

Assessments

* In cases of fraud related to certain tax years, the Revenue and Taxation
Code, Section 18684, requires the board to assess a taxpayer a penalty
amounting to 75 percent of the underpayment of tax attributable to
fraud. The board incorrectly charged a taxpayer the required penalty
plus a penalty of 50 percent of the interest on the underpayment of
tax. As a result, the board overassessed the taxpayer approximately
$164,400.

* The board undercalculated interest charged to two taxpayers for
personal income tax underpayment by a total of approximately
$24,000. The board calculated the interest on the tax underpayment
using incorrect effective dates for additional tax.

* The board incorrectly forgave a $318,700 penalty originally charged a
corporate taxpayer for the underpayment of tax year 1992 estimated
tax. The board forgave the penalty after the taxpayer asserted that its
overpayment from tax year 1991 should have been applied as 1992
estimated tax payments. However, the taxpayer was delinquent when
it submitted its return for tax year 1991. Since the overpayment on a
delinquent return is effective as of the date the return is received by the
board, the board should not have forgiven the $318,700 penalty for
underpayment of the tax year 1992 estimated tax. ‘

Recommendation

The board should ensure it assesses penalties and interest to taxpayers in
accordance with the Revenue and Taxation Code.

Item 2.  Finding
Supporting  The board could not locate documentation to support why it forgave a

Documentation  $158,000 penalty assessed against a bank and corporation taxpayer for
Missing noncompliance with the State’s requirement to remit tax payments using
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electronic funds transfer. As a result, the board could not document that a
penalty abatement was properly supported and in compliance with the
Revenue and Taxation Code.

Criteria

The California Covernment Code, Section 13401, requires agencies to
maintain an effective system of internal accounting and administrative
control to reduce errors in state programs.

Recommendation
The board should improve its procedures to locate documents submitted
by taxpayers.



Department of General Services

We reviewed the financial operations and related internal controls of the
Department of General Services (department).

Item 1.  Finding
Inaccurate Financial The department’s Office of Local Assistance (OLA) did not accurately
Reports for the  prepare its financial reports for fiscal year 1993-94 for the School Building
Office of Local  Lease-Purchase Fund (fund 344), the State School Building Lease-Purchase
Assistance Fund, June 1992 (fund 745), and the School Facilities November 1988
Bond Account, State School Building Lease-Purchase Fund (fund 776).
Specifically, during our audit we noted the following:

e The OLA prepares financial statements for various subfunds which it
then uses to prepare the consolidated financial statements for the funds
as a whole. These financial statements are ultimately submitted to the
State Controller's Office (SCO). During our audit, we noted two
instances where the OLA did not ensure that amounts included in the
consolidated financial statements agreed with the sum of the individual
subfunds. Specifically, the OLA’s consolidated financial statement for
fund 776 included a fund deficit of $68.5 million. However, the total
fund deficit included in the financial statements for the individual
subfunds was only $35.1 million. As a result, the fund deficit in the
consolidated financial statement was understated by $33.4 million.
Also, the OLA’s consolidated financial statement for fund 344 included
$34,000 as due to other funds; however, this amount was not included
in financial statements for the individual subfunds. As a result, due to
other funds in the consolidated financial statement was overstated by
$34,000.

e We also found instances where the OLA’s financial statements did not
agree with the SCO records. Specifically, the OLA did not report
$66.8 million in operating transfers in and transfers out for fund 745.
However, these amounts were included in the SCO’s records. The
OLA also did not report $10,700 of operating transfers out for
fund 776.

Failure to accurately report financial information submitted to the SCO
reduces the SCO’s ability to prepare the State’s financial statements
accurately and in accordance with generally accepted accounting
principles.
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Inadequate Control
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Over Accounting
Records

Criteria

The California Government Code, Section 13401, requires agencies to
maintain an effective system of internal control. In addition, the
GCovernment Code, Section 13403, requires that the system of internal
controls include recordkeeping procedures sufficient to provide effective
accounting control over assets, liabilities, revenues, and expenditures. The
State Administrative Manual, Section 7976, requires departments to
include a reconciliation of their annual revenue and expenditure accounts
with the transactions per the State Controller in its financial reporting.
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 ensure that its consolidated financial statements agree
with the financial statements of the individual subfunds. Additionally, the
OLA should reconcile its financial reports with the SCO’s records.

Finding

The department’s OLA maintained inadequate controls over its accounting
records for the State School Building Lease-Purchase Fund (fund 344) and
the School Facilities November 1988 Bond Account, State School Building
Lease-Purchase Fund (fund 776). We identified the following deficiencies:

e For 7 of the 37 projects we reviewed, the OLA did not ensure that its
subsidiary project records, which document the detailed funding
history of each project, agreed with the amounts reflected on the
budget report. The budget report supports the general ledger. In five
instances, the budget report was in error; in one instance, the project
record was in error; and in one instance, both the budget report and
the project record were incorrect. In addition, three of these
differences had been previously identified in our fiscal year 1992-93
audit; however, as of November 1994, no action has been taken by
the OLA to correct errors in the budget report or the project records.
When project records are in error, the OLA does not have accurate
information readily available about the remaining funds for projects
before distributing funds to the school districts. When the budget
reports are in error, the account balances that the department reports
to the SCO are incorrect. For example, the account balances reported
to the SCO as of June 30, 1994, for due to local governments in funds
344 and 776 were overstated by approximately $799,000 and
$727,000, respectively.

e The OLA could not provide documentation to support the
June 30, 1994, due to local governments account balance of
$91.2 million in fund 776. Based on our analysis, we determined that



the correct due to local governments account balance was
$89.9 million. As a result, due to local governments for fund 776 was
overstated by approximately $1.3 million.

The OLA did not properly analyze the negative amounts included in
the budget report for fund 344 to identify valid amounts due from
school districts at June 30, 1994. The budget report shows the
remaining amounts owed to school districts for approved projects.
Because the OLA did not properly analyze these negative amounts, the
department cannot be sure the amounts reported as expenditures and
due from school districts in the financial statements for fund 344 are
accurate. Specifically, for 9 of the 26 items we reviewed, the amount
per the OLA’s due from school districts listing (due from listing) differed
from the amounts reflected on the budget report and the subsidiary
project records. The due from listing supports the general ledger. In
five instances, the due from listing was in error; in three instances, the
due from listing and the budget report were in error; and in one
instance, the due from listing and the subsidiary project records were
incorrect. . In addition, for eight of the nine projects identified above,
we determined that the OLA had received payment from the school
district during fiscal year 1993-94. However, the OLA did not reduce
the amount due from the school district by the amount of the payment.
As a result of these errors, the amount reported as due from school
districts at June 30, 1994, was overstated by approximately $321,000.
~Upon being notified of these errors, the OLA revised its financial
statements.

The OLA erroneously posted a transaction to an invalid project
number. During our testing of negative amounts included in the
budget report for fund 344, we found that one negative amount
existed for an invalid project number. As a result, the amount reported
as due to school districts at June 30, 1994, was understated by
approximately $352,000. Upon being notified of these discrepancies,
the OLA revised its financial statements and the supporting budget
report.

The OLA did not always ensure that all amounts due from school
districts had been reported in its financial statements. Specifically,
during our testing of due to other governments for fund 776, we found
that the June 30, 1994, budget report included due from school district
project balances that had not been reported in the financial statements.
Instead, ‘these amounts had been netted against the due to local
governments account balance. As a result, the OLA understated the
due from school districts and due to local governments account
balances at June 30, 1994, by approximately $263,000.
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Lack of Controls
Over Interest
Earned On School
Districts’ Deposits
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The Bureau of State Audits reported similar weaknesses during the financial
audit for fiscal years 1991-92 and 1992-93, 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
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. In addition, the OLA should ensure that all amounts
due from school districts are included in its financial statements. Finally,
the OLA should maintain complete and accurate accounting records.

Finding _

The OLA administers grants to school districts for construction projects
under the lease-purchase program. Frequently, the OLA disburses grant
funds to school districts before the school districts begin the construction
projects. In these instances, the school districts deposit the funds into
interest bearing accounts at their county treasuries. The county offices of
education (counties) are required to report the interest earned on school
district deposits to the OLA. The OLA subsequently reduces the amount of
grant funds owed to the school districts by the amount of interest earned.

~ During our testing, we found that the OLA lacked control over the

recording of interest reported by the school districts. Specifically, we noted
the following: :

e The OLA did not properly record interest earned by the counties. For
example, for 2 of the 42 items tested, the OLA incorrectly recorded the
interest in the subsidiary project records. For one of the two items, the
OLA recorded the interest for one reporting period three times. In the
second instance, the OLA recorded the remaining project balance as
the amount of interest earned rather than the amount of interest



reported by the county. As a result of these errors, the amount
reported as due to local governments at june 30, 1994, is understated
by approximately $1.5 million.

e The OLA did not ensure that counties promptly reported interest
earned by the school districts during fiscal year 1993-94. Specifically,
as of August 1994, all 5 of the counties we tested were delinquent in
reporting interest earned for at least one quarter of fiscal year 1993-94.
We found that the OLA made no effort to notify these 5 counties
regarding their failure to report interest earnings. Moreover, as of
September 15, 1994, we noted that 15 of the 56 counties that
participate in the lease-purchase program had not reported the amount
of interest earned for at least one quarter of fiscal year 1993-94.

Criteria

The California Code of Regulations, Title 2, Article 5, Section 1865.52,
states that interest earnings on school districts’ deposits are due and
payable on September 15 following the date of the execution of the lease-
purchase agreement and on each successive September 15 thereafter
during the life of the agreement. 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 control include recordkeeping procedures sufficient
to provide effective accounting control over assets, liabilities, revenues and
expenditures.

Recommendation

The OLA should ensure that the county offices of education promptly
report the amount of interest earned on deposits of school districts and that
these amounts are accurately posted in the accounting records.

Item 4. Finding

Completed School  The department’s OLA did not complete close-out audits of completed
Construction  school construction projects promptly. As of February 1995,
Projects Not approximately 42 percent of the projects that have been completed for at
Audited Promptly least two years have not received a close-out audit. Without these audits,
the OLA can neither determine the amount of the project’s allowable
expenditures nor whether the State owes school districts additional funds.
Further, the OLA cannot determine whether any funds that may have been
apportioned for 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, as of February 1995,
approximately 1,304 school construction projects were complete. Of
those projects, 376 close-out audits were completed between January
1992 and February 1995. These audits determined that certain school
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Fund

districts owed the State approximately $11.4 million and the State owed
other school districts approximately $14.9 million of the districts’ remaining
apportioned amounts. Further, an additional 191 projects have had an
audit report that the OLA submitted to the school districts for their review.
This review is one of the final steps in the audit process, and provides
assurance that the school district is in agreement with the OLA’s final
determination of project costs. However, there remains 737 completed
projects for which close-out audits have not been prepared by the OLA.

The Bureau of State Audits reported a similar weakness during the audit for
fiscal years 1991-92 and 1992-93. Also, the Office of the Auditor General
reported this similar weakness in a January 1991 report titled “Some
School Construction Funds Are Improperly Used and Not Maximized.”

Criteria

The California Government Code, Section 13401, requires agencies to
maintain an effective system of internal control. The Government Code,
Section 13403, requires the system of internal control to include
recordkeeping procedures sufficient to provide effective accounting control
over assets, liabilities, revenues, and expenditures. The State
Administrative Manual, Section 8776.6, requires each department to
develop procedures that will ensure prompt follow-up on receivables.
Prompt close-out audits would enable the department to determine
whether the school districts owe the State money for amounts distributed
in excess of allowable construction costs.

Recommendation
The OLA should ensure the prompt close-out audits of completed
construction projects.

Finding
The department did not adequately analyze its due from other funds
balance at June 30 to identify any uncollectible amounts. Amounts

identified as uncollectible should be included in an allowance account

which is subtracted from the due from other funds account for financial
statement purposes. Based on our testing, we determined that amounts
due from other funds totaling approximately $1.4 million were
uncollectible and, therefore, should have been included in the allowance
account. Further, although the department had identified $412,000 of this
amount, it did not include this amount in the allowance account at
June 30, 1994. Because it did not properly analyze its due froms and
include amounts considered uncollectible in an allowance account, the
department overstated its due from other funds and revenues by
approximately $1.4 million.



Criteria

The State Administrative Manual, Section 7620, provides for the use of an
allowance account which shows the provision for those receivables which
are estimated to be uncollectible. It further states that the allowance
account is subtracted from receivables for financial statement purposes.

Recommendation

The department should properly analyze its due from other funds account
balance at year end and include amounts which it estimates to be
uncollectible in the appropriate allowance account.

Item 6.  Finding :

Inappropriate  The department’s Office of State Printing (OSP) inappropriately recorded
Recognition of Sales sales revenue for goods which had not been shipped at year end.
Revenue Specifically, we identified 17 instances in which the OSP recorded sales
revenue even though the related goods had not been shipped as of
June 30, 1994. Accounting standards stipulate that revenue should not be
recognized until the earnings process is substantially complete. The
shipment of goods culminates this process. Because it recorded sales
before goods were shipped, the OSP overstated revenues by

approximately $79,000.

Criteria :

The State Administrative Manual, Section 10466, states that the year-end
revenue balance includes earned revenue applicable to the current fiscal
year.

Recommendation
The OSP should implement procedures to ensure that only revenue earned
during the current fiscal year is included in its financial statements.

Item 7.  Finding
Inefficient Use of The department’s OSP does not always ensure that purchases of
State Funds equipment are necessary. Specifically, in June 1992, the OSP purchased
equipment costing approximately $42,000. However, the new equipment
was never placed in service because, before it was installed, the OSP
modified existing equipment to operate more efficiently than the new
equipment. According to the OSP’s industrial engineer, the OSP is
attempting to sell the new equipment; however, as of March 1995, the
OSP had not been able to locate a buyer. As a result, although it has had
the new equipment since June 1992, the OSP has not benefited from the
purchase. Further, because the OSP’s rates for services provided to other -
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Equipment

state agencies are based on the amount of expenses incurred, any loss
realized on the sale of the new equipment may ultimately be passed on to
the other state agencies.

Finally, the OSP did not assign a property number or affix a state property
tag to the new equipment until March 1995. Tagging equipment with a
property number designates that the asset belongs to the State and protects
the asset from theft or misuse.

Criteria

The California Government Code, Sections 13401 and 13403, requires
that internal accounting and administrative controls include methods that
minimize waste of government funds, promote operational efficiency,
assure that state assets are adequately safeguarded, and produce accurate
and reliable financial data. The State Administrative Manual,
Section 8651, requires that all state property be tagged upon acquisition.

Recommendation

The OSP should ensure that all equipment purchases are appropriate and
meet its needs before incurring any expenses. The OSP should also ensure
that equipment is immediately assigned a property number and tagged
upon acquisition.

Finding and Criteria

The department’s OSP has weaknesses in its accounting for equipment.
We noted the following instances of noncompliance with administrative
requirements of the State:

e The OSP incorrectly accounted for the disposition of equipment.
Specifically, in February 1994, the OSP sold five pieces of equipment
for approximately $300. At the time of the sale, the equipment had a
remaining book value of approximately $10,400. Rather than record a
loss of $10,100 on the sale, as discussed below, the OSP allocated the
remaining book value of the equipment to ten items that were donated
from another state agency. The State Administrative Manual,
Section 8641, requires that losses on the sale of equipment are to be
recognized to the extent that sales proceeds are less than the adjusted
basis of the asset.

e The OSP incorrectly assigned values to equipment acquired through a
transfer from another state agency. Specifically, in April and November
1993, the OSP acquired equipment, free of charge, from another state
agency. The State Administrative Manual, Section 8633, requires
departments that acquire property free of charge from other state
agencies to record the asset at the same cost as that recorded on the
books of the transferor department. However, as discussed above, the



OSP assigned to these assets the remaining book value of five assets
that it was selling, rather than the cost recorded on the books of the"
transferor department.

e The OSP did not immediately assign a property number and attach a
property identification tag to equipment upon acquisition. In testing
11 equipment acquisitions, we found one item, costing approximately
$18,000, that was received in April 1994 but was not tagged until
November 1994. Tagging equipment with a property number
designates that the asset belongs to the State and protects the asset
from theft or misuse. The Bureau of State Audits reported a similar
weakness during the audit for fiscal year 1991-92. The State
Administrative Manual, Section 8651, requires that all state property be
identified as such with adhesive or metal property tags. '

e The OSP did not contact the State Police immediately upon
discovering the loss of one piece of computer equipment.
Additionally, the OSP did not immediately prepare a property survey
report to remove the property from'the accounting records. This item,
which the OSP purchased in fiscal year 1990-91 at a cost of $650, was
discovered missing in November 1993; however, the OSP did not
notify the State Police of the loss until April 1994. Additionally, the
OSP did not prepare until November 1994, a property survey report,
which is needed to remove the item from the accounting records.
Furthermore, the OSP had never assigned a property number or tagged
the missing item, even though the Bureau of State Audits, in its fiscal
year 1991-92 audit, had informed the OSP that this item was not
tagged. The State Administrative Manual, Section 2625, requires that
state agencies notify the State Police immediately when a crime or
property damage on state-owned property occurs. Section 8643
requires that a Property Survey Report be prepared and that property
accounting records be adjusted whenever property is lost or stolen.
Finally, Section 8651 requires that all state property be tagged after
acquisition.

Recommendation

The department’s OSP should improve its compliance with each of the
state requirements indicated.
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Finding
in the following instances, the department did not always comply with
state requirements related to the Architecture Revolving Fund (ARF):

e The department did not always return unencumbered funds to
depositing agencies within three months after completion of the
projects, as required by the California Government Code,
Section 14959. Specifically, for six of nine projects we reviewed, the
department took from approximately 4 to 33 months to return the
unencumbered funds totaling approximately $76,000. In two of the
six instances, the department requested the return of the funds from
the ARF within the required 3 months. However, the Department of
Finance and the State Controller’s Office took up to 4.5 months to
process these requests totaling $30,000.

e 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 $4,000
promptly for 3 of the 20 projects we reviewed for which funds were
transferred to the ARF before june 30, 1991.

e The department did not always bill for services promptly. Specifically,
in November 1994, we reviewed 10 construction projects that had a
receivable balance at June 30, 1994. For 6 of the 10 construction
projects, the department failed to bill promptly or had not yet billed for
receivables totaling approximately $431,000. 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 audits for
fiscal years 1991-92 and 1992-93.

Recommendation
The department should ensure that it returns unencumbered funds

promptly. In addition, the department should promptly bill for amounts
receivable.

Finding

For the fiscal years ended June 30, 1993, and 1994, the department’s
Office of Real Estate and Design Services (OREDS) did not have state
agencies verify the completeness and accuracy of the statewide real
property inventory.



During the year, the OREDS continuously updates the statewide real
property inventory based on information received from state agencies. At
the end of each fiscal year, the OREDS’ procedure is to send each state
agency its detailed statewide real property inventory. The agencies are
required to verify the completeness and accuracy of this information.
However, the last time the OREDS sent a detailed statewide real property
inventory to state agencies for verification was during the fiscal year ended
June 30, 1992. ’

According to the OREDS' associate real estate officer, OREDS did not send
a detailed statewide real property inventory to the state agencies for their
verification for the fiscal years ended June 30, 1993, and 1994, due to a
shortage of personnel and a computer conversion. State agencies verifying
the information contained in the statewide real property inventory would
help ensure that the inventory is complete and accurate.

In August 1990, the Office of the Auditor Ceneral issued a report (P-660)
regarding the department’s initial implementation of the statewide
inventory of real property. In the department’s response to this report, it
acknowledged that state agencies’ verification of the information contained
in the statewide real property inventory is part of the ongoing process to
maintain the statewide inventory. ’

Criteria

The California Government Code, Section 11011.15, requires the
department to maintain a complete and accurate statewide inventory of all
real property held by the State and to categorize that inventory by agency
and geographical location. The initial inventory was to be completed by
January 1, 1989, and updated annually.

Recommendation

At the end of each fiscal year, the department should send each state
agency its detailed statewide real property inventory with instructions to
verify the completeness and accuracy of the information. The department

should update the statewide real property inventory based on the agencies’
~ responses.
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Board of Corrections

Item
Inaccurate
Estimate of
Payables

We reviewed the financial operations and related internal controls of the
Board of Corrections (board).

Finding ,

The board did not accurately estimate its payables in its financial reports
for fiscal year 1993-94 for two of its capital expenditure funds.
Specifically, when the board analyzed its long-term agreements at
June 30, 1994, it included in its estimate of payables amounts represented
by invoices that had already been received and paid for or already
included in the claims filed account by June 30. Because of these errors,
the board overstated its payables in its 1986 County Correctional Facility
Capital Expenditure Fund by approximately $2 million and in its 1988
County Correctional Facility Capital Expenditure Fund and Youth Facility
Bond Fund by approximately $3 million. This condition was caused, in
part, because of the extent of communication needed between the board
who accumulates financial data and the Department of Youth Authority
who prepares the board’s financial statements.

Criteria

The State Administrative Manual, Section 10544, requires agencies to
accrue the accounts payable that were not previously recorded on or
before June 30.

Recommendation

The board should ensure that it only accrues as payables amounts that have
not been previously scheduled for payment with the State Controller’s
Office. ' '
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CALIFORNIA STATE AUDITOR

KURT R. SJOBERG

STATE AUDITOR MARIANNE P. EVASHENK

CHIEF DEPUTY STATE AUDITOR

Independent Auditors’ Report on Compliance With Federal Grant Requirements

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, 1994, and have issued our report thereon dated December 15, 1994. The
scope of our audit did not extend to financial aid programs administered by the University of
California because the University of California contracts with other independent certified public
accountants for Office of Management and Budget (OMB) Circular A-133 audits. The scope of our
audit also did not extend to the financial aid programs administered by the California State University
because the California State University contracts with independent certified public accountants for
audits in accordance with the March 1990 Audit Guide, Audits of Student Financial Assistance
Programs, and the Non-Federal Technical Bulletin 92-1, issued by the U.S. Department of Education,
Office of Inspector General. 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 unallowed; 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, 1994, are identified in the schedule of federal
assistance beginning on page 197. 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 of
the United States, and OMB Circular A-128, Audits of State and Local Governments. Those
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standards and OMB Circular A-128 require that we plan and perform the audit to obtain
reasonable assurance about whether material noncompliance 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; 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, 1994.

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 financial assistance beginning on
page 197, for the year ended June 30, 1994: political activity, Davis-Bacon Act, civil rights,
cash management, relocation assistance and real property acquisition, federal financial
reports, allowable costs/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 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, 1994. As required by OMB 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 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 1992-93 that have not been corrected are also included in
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that section. Additionally, beginning on page 235, 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 17, 1995
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CALIFORNIA STATE AUDITOR

KURT R. SJOBERG MARIANNE P. EVASHENK
STATE AUDITOR CHIEF DEPUTY STATE AUDITOR

Independent Auditors’ Report on the Schedule of Federal Assistance

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, 1994, and have issued our report thereon dated December 15, 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 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, the State prepares 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,
1994. 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. The revenues of the University of California 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. The
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revenues of the California State University are audited by other independent auditors in accordance
with the March 1990 Audit Guide, Audits of Student Financial Assistance Programs, and the
Non-Federal Technical Bulletin 92-1, issued by the U.S. Department of Education, Office of Inspector
General.

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 17, 1995



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

Federal Grant Amounts
Federal Agency/Program Title Catalog Number Received
Department of Agriculture:

Farm Labor Housing Loans and Grants 10.405 $ 632,000
Food Distribution 10.550 93,040,321 A *
Food Stamps 10.551 2,459,128,688 A  *
School Breakfast Program | 10.553 128,593,489 A
National School Lunch Program 10.555 540,955,628 A
Special Milk Program for Children 10.556 905,103
Special Supplemental Food Program .

for Women, Infants, and Children 10.557 352,130,340 A
Child and Adult Care Food Program 10.558 152,159,286 A
Summer Food Service Program

for Children 10.559 71,398  **
State Administrative Expenses for :

Child Nutrition 10.560 11,610,759
State Administrative Matching Grants

for Food Stamp Program 10.561 248,176,281 A
Nutrition Education and Training Program 10.564 1,318,711
Commodity Supplemental Food Program 10.565 ' 3,401,033 **
Emergency Food Assistance Program

(Administrative Costs) - 10.568 2,840,938
Food Commodities for Soup Kitchens 10.571 4,703,210 **
Forestry Research 10.652 81,534
Cooperative Forestry Assistance ‘ -~ 10.664 834,191

Footnotes are presented on page 219.
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' ) Federal Grant Amounts
Federal Agency/Program Title Catalog Number Received

Schools and Roads—Grants to States 10.665 47,060,153 A
Resource Conversion and Development 10.901 8,820
Other—Department of Agriculture 10.999 4,640,837

Department of Commerce:

Trade Development 11.110 ' 322,463

Economic Development—Support for
Planning Organizations 11.302 112,000
Economic Development—Technical Assistance 11.303 5,346

Anadromous Fish Conservation Act
Program 11.405 343,217

Interjurisdictional Fisheries Act of 1986 11.407 104,680

Coastal Zone Management
Program Administration Awards 11.419 2,833,543

Coastal Zone Management Estuarine
Research Reserves 11.420 ' 120,495

Financial Assistance for Ocean Resources

Conservation and Assessment Program 11.426 190,115
Marine Sanctuary Program ‘ 11.429 15,526
Public Telecommunications Facilities—

Planning and Construction 11.550 2,221
Manufacturing Extension Partnership 11.611 599,556
Other—Department of Commerce 11.999 217,508

Department of Defense:

Flood Control Projects 12.106 12,000

Footnotes are presented on page 219.
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Federal Agency/Program Title

Navigation Projects

Planning Assistance to States

State Memorandum of Agreement
Program for the Reimbursement

of Technical Services

Selected Reserve Educational Assistance
Program

Language Grant Program
Mathematical Sciences Grants Program
Other—Department of Defense
Department of Housing and Urban
Development:

Community Development Block Grants—
State’s Program

Rental Housing Rehabilitation

Emergency Shelter Grants Program

Supportive Housing Demonstration Program

HOME Investment Partnerships Programs

Housing Opportunities for Persons with AIDS

Section 8 Rental Voucher Program

Lower Income Housing Assistance
Program—Section 8 Moderate
Rehabilitation

Section 8 Rental Certificate Program

Lead-Based Paint Hazard Control Program

Footnotes are presented on page 219.

Federal
Catalog Number

GCrant Amounts
Received

12.107

12.110

12.113

12.609
12.900
12.901

12.999

14.228
14.230
14.231
14.235
14.239
14.241

14.855

14.856
14.857

14.900

99,287

827,381

9,283,831

21,181
14,287
81,090

11,639,003

24,067,091
1,156

2,277,738

1,234,947

14,358,198
1,482,521

1,616,505

360,342
22,086,161

145,067



Federal Grant Amounts
Federal Agency/Program Title Catalog Number Received

Department of the Interior:

Endangered Honeycreeper on Maui 15.162 6,661
Small Reclamation Projects 15.503 295,589
Fishery Research—Information 15.604 1,169,581
Sport Fish Restoration ’ 15.605 11,642,009
Wildlife Restoration 15.611 6,377,338
Endangered Species Conservation 15.612 593,084

Geological Survey—Research and Data
Acquisition 15.808 145,389

Historic Preservation Fund . A
Grants-In-Aid 15.904 813,990

Outdoor Recreation—Acquisition,

Development and Planning 15.916 2,365,756
Shared Revenues—Potash/Sodium ,

Lease 15.999 21,418,018
Other—Department of the Interior 15.999 . 5,987,009

Department of Justice:

Juvenile Justice and Delinquency
Prevention—Allocation to States 16.540 5,550,996

Criminal Justice Statistics Development 16.550 A 213,156

Justice Research, Development and
Evaluation Project Grants 16.560 117,577

Criminal Justice Discretionary Grant
Program 16.574 8,071,581

Crime Victim Assistance 16.575 6,544,601

Footnotes are presented on page 219.
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Federal Agency/Program Title

Crime Victim Compensation

Emergency Federal Law Enforcement
Assistance

Drug Control and System Improvement—
Formula Grant

Other—Department of Justice

Depa.rtment of Labor:
Labor Force Statistics
Employment Service |
Unemployment Insurance

Senior Community Service Employment
Program

Trade Adjustment Assistance—Workers

Employment and Training Assistance—
Dislocated Workers

Employment Services and Job Training—
Pilot and Demonstration Programs

Job Training Partnership Act
Occupational Safety and Health
Mine Health and Safety Grants

Disabled Veterans Outreach Program
(DVOP)

Veterans Employment Program

Local Veterans Employment
Representative Program

Footnotes are presented on page 219.

Federal
Catalog Number

Grant Amounts

16.576

16.577

16.579

16.999

17.002

17.207

17.225

17.235

17.245

17.246

17.249

17.250

17.500

17.600

17.801

17.802

17.804

Received

15,352,000
1,000,000

44,351,969

960,833

5,469,617
104,089,677

2,055,681,077

6,573,921

21,322,116
80,328,332

182,683
314,958,399
19,579,627

260,272

11,112,693

652,442

6,892,037

A O
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Federal Agency/Program Title

Department of Transportation:

Boating Safety Financial Assistance
Airport Improvement Program

Highway Planning and Construction
Motor Carrier Safety

Motor Carrier Safety Assistance Program

Federal Transit Capital Improvement
Grants

Federal Transit Technical Studies Grants
Public Transportation for Nonurbanized Areas
State and Community HighWay Safety
Pipeline Safety

State Marine Schools

Other—Department of Transportation

Department of the Treasury:

Other—Department of the Treasury

Equal Employment Opportunity

Commission:

Employment Discrimination—State and
Local Fair Employment Practices
Agency Contracts

Footnotes are presented on page 219.
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Federal
Catalog Number

GCrant Amounts
Received

20.005

20.106

120.205

20.217

20.218

20.500

20.505

20.509

20.600

20.700

20.806

20.999

21.999

30.002

1,820,160
340,536
1,899,752,028
2,947,225

60,386

12,841,412
4,758,299
11,101,347
20,654,231
739,736
200,000

34,038

114,455

2,655,640



Federal Agency/Program Title

General Services Administration
Donation of Federal Surplus
Personal Property
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

Promotion of the Arts—Theater

Promotion of the Arts—Local Arts
Agencies Program

Promotion of the Humanities—Summer
Seminars for College Teachers

Promotion of the Humanities—
NEH/ Teacher-Scholar Program
National Science Foundation:
Engineering Grants

Mathematical and Physical Sciences

Footnotes are presented on page 219.

Federal
Catalog Number

Grant Amounts
Received

39.003

43.001

45.001

45.003

45.006

45.007

45.008

45.023

45.116

45.154

47.041

47.049

8,897,610

418,810

16,846

98,800 -

25,730

1,019,300

57,924

240,000

163,144

16,573

24,167

1,842,487

%* %k
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Federal Grant Amounts

Federal Agency/Program Title Catalog Number Received
Ceosciences 47.050 ' 273,029
Science and Technology Centers 47.073 262,087
Social, Behavioral, and Economic Sciences 47.075 180,653
Education and Human Resources 47.076 1,183,676

Small Business Administration:

Business Development Assistance to
Small Business 59.005 11,000

Procurement Assistance to Small
Businesses 59.009 1,093,158

Small Business Development Center 59.037 3,708,407

Department of Veterans Affairs:

Grants to States for Construction of

State Home Facilities 64.005 5,671,510
Veterans State Domiciliary Care 64.014 2,766,628
Veterans State Nursing Home Care | 64.015 4,701,382
Veterans State Hospital Care 64.016 100,193
All-Volunteer Force Educational Assistance 6;1.1 24 39,137

Other—Department of Veterans
Affairs 64.999 843,367
Environmental Protection Agency:
Air Pollution Control Program Support 66.001 4,581,024

Air Pollution Control—Technical
Training 66.006 73,200

Footnotes are presented on page 219.
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Federal Grant Amounts
Federal Agency/Program Title Catalog Number Received

Air Pollution Control—National Ambient
Air and Source Emission Data 66.007 122,113

State Indoor Radon Grants 66.032 93,643

Construction Grants for Wastewater :
Treatment Works o 66.418 456,457

Water Pollution Control—State and
Interstate Program Support 66.419 4,996,540

State Underground Water Source
Protection 1 66.433 462,849

Water Pollution Control—Lake -

Restoration Cooperative Agreements 66.435 © 291,750
Construction Management Assistance 66.438 | 406,673
Water Quality Management Planning 66.454 1,334,622
National Estuary Program 66.456 1,346,314
Capitalization Grants for State

Revolving Funds 66.458 . 97,210,072 A

Nonpoint Source Reservation 66.459 1,215

Nonpoint Source Implementation
Grants ~ 66.460 6,640,156

Wetlands Protection—State

Development Crants v 66.461 166,184
EPA New Coastal Waters Program 66.462 95,831
National Pollutant Discharge Elimination

System Related State Program Grants 66.463 162,509
Near Coastal Waters 66.464 16,427
Air Pollution Control Research ‘ 66.501 8,625

Footnotes are presented on page 219.
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Federal Grant Amounts
Federal Agency/Program Title Catalog Number Received

Safe Drinking Water Research and
Demonstration 66.506 1,759,851

Toxic Substances Compliance

Monitoring Program ’ 66.701 277,062
Pollution Prevention Grants Program 66.708*** 109,364
(66.900)

Hazardous Waste Management State

Program Support 66.801 3,048,636
Hazardous Substance Response
Trust Fund 66.802 5,446,577
State Underground Storage Tanks Program 66.804 676,321
Underground Storage Tank Trust -
Fund Program 66.805 6,544,071
State/EPA Data Management
Financial Assistance Program 66.925 92,000
Other—U.S. Environmental Protection
Agency 66.999 1,328,356
Action:
Foster Grandparent Program : 72.001 1,341,156
Senior Companion Program 72.008 15,295
Department of Energy:
State Energy Conservation 81.041 1,159,369

Weatherization Assistance for
Low-Income Persons 81.042 4,683,990

Basic Energy Sciences—University and
Science Education 81.049 38,875

Footnotes are presented on page 219.
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Federal Agency/Program Title

Energy Extension Service

Energy Conservation for
Institutional Buildings

Regional Biomass Energy Programs

Policy, Planning and Program Development

Conservation Research and Devélopment

Environmental Restoration

Science and Engineering Research
Semester

Federal Emergency Management Agency:

Acquisition of Flood-Damaged Structures

Civil Defense—State and Local
Emergency Management Assistance

State Disaster Preparedness Grants
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

Footnotes are presented on page 219.

Federal
Catalog Number

81.050

81.052
81.079
81.080
81.086

81.092

81.097

83.502

83.503
83.505
83.516

83.521

83.526

83.528

83.531

83.532

83.999

Grant Amounts
Received

287,671

677,954
25,000
30,325
88,000

1,656,780

12,166

231,335

6,302,567
10,011
746,015,360

1,531,124
320,802
416,049

924,074

14,703

30,000
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Federal Agency/Program Title

D

epartment 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 Children With Disabilities in
State Operated or Supported Schools

Chapter 1 Programs—Local
Educational Agencies

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—Personnel
Development and Parent Training .

Federal Family Education Loans
Federal Work-Study Program

Public Library Services

Footnotes are presented on page 219.
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Federal
Catalog Number

Grant Amounts
Received

84.002

84.003
84.004
84.007
84.009
84.010
84.011
84.01 2
84.013
84.023

84.025

84.027

84.029
84.032
84.033

84.034

20,142,318

183,061

667,388

87,723

1,519,410

633,966,350

95,606,227

7,050,769

3,469,093

227,399

1,122,946

163,566,099

891,263
429,079,386
22,293

9,816,732

A

A

A



Federal Agency/Program Title

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

Higher Education—Cooperative
Education

Federal Pell Grant Program

Higher Education—Veterans Education
Outreach Program

Grants to States for State Student
Incentives

Special Education—Severely Disabled
Program

Rehabilitation Services—Vocational
Rehabilitation of State Grants

Rehabilitation Services—Service Projects

Rehabilitation Long-Term
Training

Centers for Independent Living

National Institute on Disability and
Rehabilitation Research

Migrant Education—Coordination
Program

Footnotes are presented on page 219.

Federal
Catalog Number

Grant Amounts
Received

84.035

84.038

84.048

84.049

84.053

84.055

84.063

84.064

84.069

84.086

84.126

84.128

84.129

84.132

84.133

84.144

1,658,840

27,270

108,101,169

3,919,704

393,195

79,414

215,595

1,775

11,195,924

184,673

174,746,346

1,127,485

283,571

253,277

65,712

14,388
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Federal Agency/Program Title

Federal, State, and Local Partnerships
for Educational Improvement

Public Library Construction and
Technology Enhancement

Secondary Education and Transitional
Services for Youth With Disabilities

Special Studies for Persons With
Disabilities Program

Emergency Immigrant Education

Eisenhower Mathematics and Science
Education—State Grants

Dwight D. Eisenhower National Program
for Mathematics and Science Education

Independent Living State Grants
Special Education—Preschool Grants

Vocational Education—Community
Based Organizations

Douglas Teacher Scholarships

Grants for |hfants and Families With
Disabilities

Drug-Free Schools and Communities—
National Programs

Byrd Honors Scholarships

Drug-Free Schools and Communities—
State Grants

Supported Employment Services for
Individuals With Severe Disabilities

Christa McAulliffe Fellowships

Footnotes are presented on page 219.
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Federal
Catalog Number

84.151
84.154
84.158

84.159

84.162
84.164

84.168
84.169

84.173

84.174

84.176
84.181

84.184

84.185
84.186

84.187

84.190

Grant Amounts

Received

50,367,301
837,010
646,261

3,320

18,879,252
25,095,901

1,255
774,334

26,850,735

1,651,522

1,532,331
13,471,238

55,320

1,164,102
45,734,123

2,979,385

2,692

A



Federal Grant Amounts

Federal Agency/Program Title - Catalog Number Received
Adult Education for the Homeless 84.192 711,131
Bilingual Education Support Services 84.194 ' 1,421,882

Education for Homeless Children and
Youth—Grants for State and Local
Actiyities 84.196 1,984,994

College Library Technology and

Cooperation Grants 84.197 64,057
Jacob K. Javits Gifted and Talented

Students Education Grant Program 84.206 91,935
Even Start—State Education

Agencies 84.213 8,686,508
Even Start—M igrant Education 84.214 204,028
The Secretary’s Fund for Innovation

in Education ‘ 84.215 149,862
State Program Improvement Grants 84.218 1,089,599
Student Literacy Corps and Student

Mentoring Corps 84.219 1,008,035
Tech-Prep Education 84.243 10,053,134
Rehabilitation Short-Term Training 84.246 46,766
Foreign Languages Assistance 84.249 741,954
Supplementary State Grants for

Facilities, Equipment, and Other

Program Improvement Activities 84.253 308,565
State Literacy Resource Centers 84.254 124,656
Rehabilitation Training—State

Vocational Rehabilitation Unit

In-Service Training 84.265 162,297
State Postsecondary Review 84.267 315,439

Footnotes are presented on page 219.
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Federal Agency/Program Title

Consumer Product Safety Commission:

Other—Consumer Product Safety
Commission

Department of Health and Human Services:

State Comprehensive Mental Health
Service Planning Development Grants

Special Programs for the Aging—Title VI,
Chapter 3—Programs for Prevention of
Elder Abuse, Neglect and Exploitation

Special Programs for the Aging—Title VI,
Chapter 2—Long-Term Care Ombudsman
Services for Older Individuals

Special Programs for the Aging—Title lll,
Part F—Disease Prevention and
Health Promotion Services

Special Programs for the Aging—Title 11,
Part B—Grants for Supportive Services
and Senior Centers

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

Special Programs for the Aging—Title 111,
Part D—In-Home Services for Frail
Older Individuals

Special Programs for the Aging—Title IV—

* Training, Research and Discretionary

Projects and Programs

Grants for Residential Treatment Programs
for Pregnant and Postpartum Women

Demonstration Grants for Residential Treatment
Women and Their Children

Footnotes are presented on page 219.
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Federal
Catalog Number

Grant Amounts
Received

87.999

13.158

93.041

93.042

93.043

93.044

93.045

93.046

93.048

93.101

93.102

32,830

1,782
424,1 50
486,840

1,985,061

29,347,356

42,746,700
685,492

105,044
878,312

357,583



Federal Agency/Program Title

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

Emergency Medical Services for
Children

Grants for Technical Assistance Activities
. Related to the Block Grant for Community
Mental Health Services—Mental Health

Statistics Improvement Program

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 Program
Demonstration Grants -

Footnotes are presented on page 219.

Federal
Catalog Number

93.103
93.110

93.113

93.116
93.118
1 93.125

93.127

93.128
93.136
93.137
93.150

93.161

93.165

93.170

GCrant Amounts
Received

298,643
57,400

44,351

1,515,908
5,996,065
168,183

154,252

4,258
204,000
141,010
3,760,941

518,015

687,764

306,396

213



Federal Agency/Program Title

Community Youth Activity Program
Block Grants

Conference Grant (Substance Abuse)

Drug Abuse Treatment Waiting List
Reduction Grants

State Data Collection—Uniform
Alcohol and Drug Abuse Data

Disabilities Prevention
Cooperative Agreements for Drug
Abuse Treatment Improvement

Projects in Target Cities

Health Services Research and
Development Grant

Mental Health Research Grants

Childhood Immunization Grants

. Centers for Disease Control and

Prevention—Investigations and
Technical Assistance

General Clinical Research Centers
Biomedical Research Support

Professional Nurse Traineeships

Cancer Detection and Diagnosis Research

Emergency Protection Grants—
Substance Abuse

Family Support Payments to States—
Assistance Payments

Footnotes are presented on page 219.

214

Federal
Catalog Number

Grant Amounts
Received

93.171

93.174
93.175

93.179

93.184

93.196

93.226
93.242

93.268

93.283
93.333
93.337
93.358

93.394
93.554

93.560

41,310

46,600
85,513

323,225

126,319

1,199,856

50,152
462,707

5,748,513

1,290,549 |
35,414
262,707
313,052

44,349

137,790

3,210,225,609 A



Federal Agency/Program Title

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

Community Services Block Grant
Discretionary Awards—Community

Food and Nutrition-

Emergency Community Services for
the Homeless

Child Care for Families At-Risk
of Welfare Dependency

Payments to States for Child Care
Assistance

Refugee and Entrant Assistance—
Discretionary Grants

U.S. Repatriate Program
Head Start

Developmental Disabilities Basic
Support and Advocacy Crants

Child Welfare Services—State Grants

Social Services Research and Demonstration

Footnotes are presented on page 219.

Federal

Catalog Number

Grant Amounts

Received

93.561

93.562

93.563

93.565

93.566

93.568

93.569

93.571

93.572

93.574

93.575

93.576

93.579

93.600

93.630

93.645

93.647

102,175,275
262

218,127,893
688,683,839

92,715,867
67,790,000
43,833,022
493,875
1,155,953
241,827

86,230,863

889,545
5,904

83,955

6,325,558
31,769,890

166,435
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Federal Grant Amounts

Federal Agency/Program Title Catalog Number Receiyed
Adoption Opportunities . 93.652 26,720
Temporary Child Care and Crisis

Nurseries 93.656 499,302
Foster Care—Title IV-E 93.658 551,399,438
Adoption Assistance 93.659 43,123,991
Social Services Block Grant 93.667 296,442,007
Child Abuge and Neglect State Grants 93.669 461,645
Child Abuse and Neglect Discretionary

Activities 93.670 318,884
Family Violence Prevention and Services 93.671 2,260,245

Grants to States for Planning and
Development of Dependent Care

Programs 93.673 1,737,415
Independent Living 93.674 9,831,146
Medicare—Hospital Insurance 93.773 | 1,494,053
Medicare—Supplementary Medical :

Insurance 93.774 11,876,525
State Medicaid Fraud Control Units 93.775 7,204,338

State Survey and Certification of

Health Care Providers and Suppliers 93.777 19,476,966
Medical Assistance Program 93.778 8,189,978,687
Health Care Financing Research,

Demonst_ration and Evaluations 93.779 619,785
Social Security—Disability Insurance 93.802 ‘ 139,386,338
Biophysics and Physiological Sciences 93.821 12,036

Footnotes are presented on page 219.



Federal Agency/Program Title

Federal

Catalog Number

Crant Amounts
Received

Digestive Diseases and Nutrition
Research

Cellular and Molecular Basis of
Disease Research

Model Comprehensive Drug Abuse
Treatment Programs for Critical
Populations

Model Criminal Justice Drug Abuse
Treatment for Incarcerated Populations,
Nonincarcerated Populations and
Juvenile Justice Populations

Grants to States for Operations of
Offices of Rural Health

HIV Care Formula Grants

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

Demonstration Grants to -States for
- Community Scholarships

Cooperative Agreements to Support Comprehensive
School Health Programs to Prevent the Spread
of HIV and Other Important Health Problems

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 Community Mental
Health Services

Block Grants for Prevention and Treatment
of Substance Abuse

Footnotes are presented on page 219.

93.848

93.863

93.902

93.903
93.913
93.917
93.919

93.931

93.938

93.949
93.951
93.958

93.959

8,555

217,592

7,898,056

1,811,832

510,150

15,877,193

4,096,045

47,962

428,538

1,935,205

316,120

35,021,551

A

160,686,056 A O
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Federal Agency/Program Title

Commission on National and Community

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

National Health Promotion

Preventive Health and Health Services
Block Grant (PHHS Block Grants)

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

Service:

Service America/Higher Education

Miscellaneous Grants and Contracts:

Shared Revenue—Flood Control Lands
Shared Revenue—Grazing Land
College Housing Debt Service Grant

U.S. Department of the Interior—Fire
Prevention/Suppression Agr<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>