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GLOSSARY
Terms and Acronyms

A&l Audits and Investigations Division

AE Adult Education

AICPA American Institute of Certified Public Accountants
AUD Audited Attendance and Fiscal Report

CACFP Child and Adult Care Food Program

CAFR Comprehensive Annual Financial Report

CBO Community Based Organization

CCFRF Child Care Facilities Revolving Fund

CCR California Code of Regulations

CD Child Development

CDD Child Development Division

CDE California Department of Education

CDFS Child Development Fiscal Services

CFDA Catalog of Federal Domestic Assistance

CFR Code of Federal Regulations

CPA Certified Public Accountant

CSAM California School Accounting Manual

EC California Education Code

EDGAR Education Department General Administration Regulations
ESEA Elementary and Secondary Education Act of 1965
FASD Fiscal Administrative Services Division

FT&C Funding Terms and Conditions for Child Development Programs
GAAP Generally Accepted Accounting Principles

GAS Government Auditing Standards

Greenbook Child Development Attendance and Fiscal Reporting
and Reimbursement Procedures

HHS United States Department of Health and Human Services
MOE Maintenance of Effort

NCLB No Child Left Behind

NSD Nutrition Services Division

OMB Office of Management and Budget

SCO State Controller’s Office

USDA United States Department of Agriculture
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PURPOSE OF AUDIT GUIDE 110

The California Department of Education (CDE), Audits and Investigations Division (A&l),
developed the CDE Audit Guide as a resource for audit requirements and guidance
applicable to certain state and federal programs operated by private and public
organizations under agreements with the CDE. Effective with audits of fiscal year 2009-
10, the CDE Audit Guide supersedes the CDE’s Guide for Auditing Child Development,
Nutrition, and Adult Basic Education Programs, dated August 2002, in its entirety. The
CDE Audit Guide should be used by independent auditors in conducting audits of state
and federal programs, including, but not limited to:

Child Care and Development

Nutrition

Adult Education

No Child Left Behind — William F. Goodling Even Start Family Literacy, and 21st
Century Community Learning Centers

The CDE Audit Guide also contains background information and audit procedures that
should be considered when auditing CDE programs. The CDE Audit Guide is designed
to supplement audit procedures and standards necessary to perform an examination in
accordance with (1) Auditing Standards Generally Accepted in the United States of
America, (2) Government Auditing Standards (GAS) issued by the Comptroller General
of the United States, and (3) applicable Office of Management and Budget Circulars.
The CDE Audit Guide does not supplant the auditor's professional judgment; it leaves to
the auditor’s discretion which procedures to utilize in conducting an individual audit.

AUTHORITY FOR AUDIT GUIDE 120

The CDE requires an independent audit of public and private agencies under contract
with CDE for the provision of educational services, including (but not limited to) child
nutrition and child development, as provided by the following laws and regulations:

A. The financial and compliance requirements to be reviewed during the audit shall
conform, to the maximum extent possible, with those developed by the California
State Controller’s Office (SCO), in consultation with the California Department of
Finance and CDE for use in auditing local educational agencies (LEA). The LEA
audit guide, entitled Standards and Procedures for Audits of California K-12 Local
Educational Agencies (SCO Audit Guide), is to be submitted to the Education Audits
Appeal Panel for review and adoption each fiscal year. See California Education
Code (EC), sections 33420, 41020.5, 14504, and 14502.1.

B. The Child Care and Development Services Act requires an independent financial
and compliance audit of organizations that contract with CDE under direct service
contracts. Such audits shall be audits of the contractor rather than audits of
individual contracts or programs. The financial and compliance requirements to be
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reviewed during the audit shall be those developed and published by the CDE in
consultation with the Department of Finance. See EC, Section 8448.

EC 8448 and Title 5, California Code of Regulations (CCR), sections 18071, 18072,
and 18073, require contractors to submit an acceptable annual financial and
compliance audit to A&I. Consistent with the language and intention of the laws and
regulations cited herein, the A&l has determined that an acceptable audit must meet
the audit requirements set forth in the CDE Audit Guide, as it applies to specific CDE
programs.

Both the CDE and SCO audit guides incorporate the authority of the Office of
Management and Budget (OMB) Circulars with regard to federal programs, including
the Single Audit requirements of OMB Circular A-133, Audits of States, Local
Governments, and Non-profit Organizations (Single Audit).

EC sections 84040 and 84040.5 require the governing board of each community
college district to provide for an annual audit of all funds, books, and accounts of the
district in accordance with the regulations of the board of governors, as approved by
the Department of Finance.

The U.S. Department of Agriculture (USDA) sets forth requirements for audits and
financial statements involving nutrition programs. Reference Title 7, Code of Federal
Regulations (CFR), Part 3052, Audits of States, Local Governments, and Non-Profit
Organizations.

GENERAL AUDIT OBJECTIVES 130

The general objectives for audits of CDE programs are to determine whether:

A.

The organization's financial statements are presented in conformity with generally
accepted accounting principles in the United States of America (GAAP).

. The agency establishes and maintains effective internal controls to discharge

management responsibilities and adequately safeguard state and federal interests.

State and federal funds are being expended in accordance with applicable
agreements and provisions of law or regulations that could materially affect the
financial statements or programs tested. See Section 708, which distinguishes
between the level of materiality for financial statements and program compliance.

. The direct and indirect costs incurred and claimed for reimbursement under the

contracts are reasonable, allowable, and allocable to the programs according to the
benefits received.
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E. The supplemental information required by the audit guide is fairly stated, in all
material respects, in relation to the combined financial statements taken as a whole.

AUDITOR QUALIFICATIONS 140

Independent annual audits of CDE Programs administered by private not-for-profit
organizations, private for-profit organizations, four-year universities, colleges, cities, and
counties shall be performed by one of the following (also applies to Single Audits,
except for item C):

A. Certified Public Accountant (CPA) licensed by the California Board of Accountancy.

B. Public accountant (PA) licensed on or before December 31, 1970 by the California
Board of Accountancy.

C. Internal audit unit of contractor that is not subject to the direction or authority of the
manager responsible for the programs subject to the CDE Audit Guide.

D. A&l, State Auditor, State Controller, and other comparable audit group that is
independent of the auditee.

AUDITING STANDARDS 150

Each audit shall be conducted in accordance with (1) auditing standards generally
accepted in the United States of America, which are set forth by the American Institute
of Certified Public Accountants; (2) the standards applicable to financial audits,
contained in GAS, as issued by the Comptroller General of the United States; and (3)
the Single Audit requirements set forth in the OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations, as applicable.

SELECTING AN AUDITOR 160
A. General

The California Board of Accountancy (Board) maintains a Web site at
http://www.dca.ca.gov/cba/consumers/slectcpa.shtml that lists considerations for
selecting a CPA or PA. The Board also allows you to check the status of a
practitioner’s license by using its License Lookup Feature at
http://www.dca.ca.gov/cba/lookup.shtml, or you can contact the Board by telephone
at (916) 263-3680.
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SELECTING AN AUDITOR 160
B. Peer Review

CPAs are required to obtain periodic reviews performed by a peer. The American
Institute of Certified Public Accountants (AICPA) Peer Review Program has the goal
of obtaining quality in the performance of accounting and auditing engagements by
its members, seeking to achieve its goal through education and remedial, corrective
actions. For additional peer review information, see the AICPA Web site at
http://www.aicpa.org/members/div/practmon/index.htm.

In addition, Paragraph 3.50.b of GAS requires audit organizations that perform
audits in accordance with generally accepted government auditing standards to have
an external peer review at least once every 3 years.

C. Request for Proposal

The AICPA Web site offers tools to assist in the process of hiring an auditor,
including a sample request letter for CPA services. The sample contains language
that may be used by an organization when requesting a proposal letter from a
gualified CPA when seeking a new service provider. See a sample Request for
Proposal (RFP) on the AICPA Web page at:
http://www.aicpa.org/audcommctr/toolkitsnpo/SampleRFP_for CPA_Services.htm.
When the organization is requesting audited financial statements, ensure that the
RFP requires the auditor to provide:

1. A copy of the firm’s most recent governmental peer review report, the related
letter of comments, and the firm’s response to the letter of comments.

2. A proposal letter that includes:

a. Assurance that the audit will adhere to the audit requirements of (1) the CDE
Audit Guide, and (2) if applicable, OMB Circular A-133.

b. Each of the financial and compliance areas to be audited.

c. The date by which the final audit report will be provided (see audit report
submission and due date requirements in Chapter 200).

d. A statement to the effect that the auditor shall make available, on request by
CDE, a copy of all audit documentation pertaining to the audit.


http://www.aicpa.org/members/div/practmon/index.htm
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e. Assurance that the CPA will provide two copies of the audit report and
management letter directly to CDE at:

California Department of Education
Audits and Investigations Division
1430 N Street, Suite 5319
Sacramento, CA 95814
Attention: Audit Reports Review Section

D. Contract for Audit Services

The contract for audit services should be obtained by using applicable procurement
standards. The auditor must provide the organization with a written engagement
letter that spells out all services to be performed, as described in the RFP and
proposal letter.

AUDIT GUIDE CHANGES 170

Future updates to this audit guide may be made periodically, depending on changes in
applicable laws, regulations, and other guidelines. The Audits and Investigations
Division (A&l) provides access to the CDE Audit Guide through its Web site at
http://www.cde.ca.gov/fa/au/pm/. In between major revisions of the CDE Audit Guide,
updates affecting the audit guide may be posted to the A&l Web site.

The CDE Audit Guide incorporated examples based on the latest reporting standards
and requirements issued by the American Institute of Certified Public Accountants,
Office of Management and Budget, and Comptroller General of the United States.
However, over time, such standards and requirements likely will be revised. When
revisions occur, the auditor should use the most current authoritative language.

Suggestions for improving the CDE Audit Guide should be addressed to the Audits and
Investigations Division by calling (916) 322-2288, or writing:

California Department of Education
Audits and Investigations Division
1430 N Street, Suite 5319
Sacramento, CA 95814
Attention: Audit Guide Revisions
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Organizations or independent auditors with questions about the CDE Audit Guide, or
the program requirements affecting audits, may contact A&l by telephone at
(916) 322-2288, or by mail or fax at:

California Department of Education
Audits and Investigations Division
1430 N Street, Suite 5319
Sacramento, CA 95814
Attention: Audit Reports Review Section
Fax: (916) 323-4460



CHAPTER 200

GENERAL REPORTING

AND

ADMINISTRATION




Chapter 200 — General Reporting and Administration

TABLE OF CONTENTS

Section
Responsibility for Contents of Audit REPOIt...........ceeviieiiiiiiiiiee e, 202
Review of Audit Reports by Audits and Investigations Division......................... 204
Audit Reporting REQUINEMENTS.........ccoiiiiiiiiiii et e e e e eeanns 206
Child Development Contractor AUdit............coiviiiii e i 207
Other than A Contractor AUAIL.......... ..ot 208
Program Audit — Local Governments ONly.........ccccooiiiieiiiiiiiiiiiiei e, 209
Audit Report Submission and Due Dates..........cccecevvvveiiiiiiiiiee e 210
One-Time-Only Extension Per Year for Child Development Audits................. 212
Delinquent AUt REPOIS. .....cooviiiiiiiei e e e e 214
Reconciliation of Fiscal Years Not Ending on June 30...........ccoovvviviiiiiieeeeeenne, 216
Payment HiStOry REQUESES...........ooiiiiiiiie e 230
Audit Documentation and Record Retention...............eevveeeiniiiiiiiieeceee e 242

Annual Audit Status Certification FOrm..........co oo 252
Reporting Fraud..........cooiiii e e e e a2, 200

Exhibits at End of Chapter:

Audit Report Contents..........cooovviiiiiiiiiiieiiee i i neneeeenn . EXDIDIE A
AUCIT DUE DALES.....ceviiiiiiiiiiiiiiiiiiiieiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeesseeeeeeeeeees Exhibit B
EXtension REQUESE FOIML.........coiiiiiiiiii e e e e eeaanes Exhibit C

Reconciliation of Fiscal Year Not Ending on June 30...........cccceeeveeeeeeeeennnn. Exhibit D



Chapter 200 — General Reporting and Administration

RESPONSIBILITY FOR CONTENTS OF AUDIT REPORT 202

Management of the organization being audited is responsible for the validity and
accuracy of the audit report submitted to the CDE. The audit report is comprised of the
financial statements of the organization and the supplementary information required by
the CDE Audit Guide (see Audit Report Contents in Exhibit A at the end of this chapter).

The independent auditor who audits the financial statements and supplementary
information is responsible for performing an independent verification and testing to
validate and express an opinion on the fair presentation of the audited information. The
audit must be performed in accordance with the auditing standards described in Section
150. Also, the Independent Auditor’s Report is required to indicate whether the
supplementary information is fairly presented in all material respects in relation to the
basic financial statements taken as a whole.

REVIEW OF AUDIT REPORTS BY AUDITS AND INVESTIGATIONS DIVISION 204

A. The CDE, A&l, is responsible for reviewing audit reports to determine whether the
audits conform with the audit reporting requirements of the CDE Audit Guide. The
A&l will notify CDE’s program staff after A&l has reviewed an audit report and made
its determination.

B. With regard to A&lI's review of Child Care and Development audits, Title 5, CCR,
Section 18072, provides that A&l shall determine whether the audit is acceptable
and is responsible for the final accounting of any amount payable to or receivable
from the contractor pursuant to the contract. The A&l may reject an audit report that
it considers to be unacceptable if the audit report fails to meet audit requirements set
forth in the CDE Audit Guide.

1. For rejected reports, the A&l will notify the contractor’s executive director and
CPA, providing a brief written description of the actions required to clear each
deficiency (usually within 30 days) before the A&l will accept the audit report.

a. Failure to meet the 30 day due date will result in the CDE’s withholding
contract payments.

b. If a contractor fails to meet these requirements, the A&l staff will refer the
contractor to the Child Development Case Conference Committee, which may
result in conditional contract status, nonrenewal of contracts, and/or
contractor termination.

2. The A&l may request the CPA to correct minor reporting problems without re-
issuing the audit report.
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Audit reporting requirements can vary by the type of the CDE program, the type of entity
audited, and the amount of any federal funds expended. The programs subject to audit
include Child Care and Development (CD), Nutrition, Adult Education (AE), and No
Child Left Behind (NCLB). The types of entities include not-for-profit, for-profit, and local
government. Local educational agencies, i.e., school districts, are not subject to the
audit procedures in the CDE Audit Guide; school districts are subject to the
requirements under the Single Audit requirements of the OMB Circular A-133, Audits of
States, Local Governments, and Non-profit Organizations.

A.

Audits of Organizations with CD Programs

When an organization receives CD funding to operate one or more CD programs
under contract with the CDE, the organization must follow the audit reporting
guidelines presented in Section 207. Those guidelines also apply when an
organization receives CD funding, plus other funding to operate Nutrition, AE, and/or
NCLB programs. Note that the audit guide applies to NCLB programs only when
they are included in an audit of CD programs.

Audits of Organizations without CD Programs

When an organization operates Nutrition and/or AE programs, but not CD programs,
the organization must follow the audit reporting guidelines presented in Section 208.

Single Audit Requirements

In addition to complying with sections 206.A or 206.B, an audit of a not-for-profit
organization or local government that expends federal funding of $500,000 or more
during a fiscal year, is subject to the Single Audit requirements of OMB Circular A-
133, Audits of States, Local Governments, and Non-profit Organizations.

The OMB Circular A-133 requires certain schedules and other information that must
be included in either (1) an organization’s overall audit report, or (2) a separate
Single Audit report that contains the following information:

1. Schedule of Federal Award Expenditures

2. Report On Compliance with Requirements Applicable to Each Major Program
and on Internal Control Over Compliance in Accordance with the OMB
Circular A-133

3. Report on Internal Control over Financial Reporting and on Compliance and
Other Matters Based on an Audit of Financial Statements Performed in
Accordance with GAS.
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4. Schedule of Findings and Questioned Costs

The Single Audit’s required schedules and other information (Items C.1 through C.4,
above) differ slightly from the CDE Audit Guide requirements, as follows:

e Item C.1 also is required to report state award expenditures; so the CDE
Audit Guide requires the report to be titled, “Schedule of Federal and State
Awards.”

e Item C.2is required only to meet a Single Audit requirement.

e Items C.3 and C.4 are required to meet Single Audit requirements and CDE
Audit Guide requirements. Thus, both items address federal and state
findings on internal control and compliance.

e |tem C.4, Schedule of Findings and Questioned Costs, Sections | through IV,
must include (Example in Appendix A):

o0 Section I, Summary of Auditor’'s Results, addresses the Financial
statements and federal awards

o Section I, Financial Statement Findings, addresses financial
statements without regard to funding source

o Section I, Findings and Questioned Costs for Federal and State
Awards — Current Year, must include current fiscal year findings on
internal controls and compliance for state, as well as federal programs

o Section IV, Status of Corrective Action on Prior Year Findings, covers
findings without regard to funding source

CHILD DEVELOPMENT CONTRACTOR AUDIT 207

An organization that enters into a contract with the CDE to operate CD programs is
referred to as a contractor. The contractor is required to submit an annual independent
financial and compliance audit of the contractor’s entire organization, referred to as a
Contractor Audit, rather than an audit of individual contracts or programs. The audit
shall meet the requirements of the CDE Audit Guide and include the applicable reports
and schedules listed in Exhibit A of this chapter. A Contractor Audit is required when a
contractor receives $25,000 or more in state funding from all state agencies combined.
When a contractor receives less than $25,000 per year in state funding, the audit
required shall be conducted biennially unless there is evidence of fraud or other
violation of state law in connection with any direct service contract. See EC, Section
8448(q).
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Also, a contractor that has received CD funds under a contract with the CDE must
submit an audit to the CDE in accordance with the requirements stated in the CDE Audit
Guide, even if the contractor (1) goes out of business before completing the contract
term, or (2) does not otherwise provide child care services in accordance with contract
provisions. Failure to submit the required audit could result in the CDE billing the
contractor for all funds that the contractor received for the affected contract(s).

Audit reporting requirements are presented below for Contractor Audits of not-for-profit
organizations, for-profit organizations, and local governments. Contractors shall report
expenditures on an accrual basis (Title 5, CCR, Section 18063).

A. Not-for-Profit Organization (includes Institutions of Higher Education and Hospitals)

1. A not-for-profit organization that expends less than $500,000 in federal awards
during its fiscal year must provide the CDE with a Contractor Audit that includes:

a. Independent Auditor’s Report.

b. Basic financial statements of the organization.

c. Supplementary information — see Exhibit A of this chapter for required
supplementary information; and Chapter 300, Reporting Child Care and

Development Programs.

2. A not-for-profit organization that expends federal awards of $500,000 or more
during its fiscal year must provide the CDE with a Contractor Audit that includes:

a. Independent Auditor’'s Report.

b. Basic financial statements of the organization.

c. Supplementary information — see Section 206.C, Single Audit Requirements;
Exhibit A of this chapter for other required supplementary information; and

Chapter 300, Reporting CD Programs.

A sample Contractor Audit report that meets both the CDE and Single Audit
requirements is presented in Appendix A.

B. For-Profit Organization
A for-profit organization must provide the CDE with a Contractor Audit that includes:

1. Independent auditor’s report.
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2. Basic financial statements of the organization.

3. Supplementary information — see Exhibit A of this chapter for required
supplementary information; and Chapter 300, Reporting Child Care and
Development Programs.

Note that Single Audit requirements do not apply to for-profit organizations. Section
210(e) of OMB Circular A-133 assigns responsibility to the pass-through entity
(CDE) for establishing such audit requirements. Accordingly, the CD audit
requirements applicable to for-profit organizations are the same as those applicable
to not-for-profit organizations that expend less than $500,000 in a year in federal
awards (Section 207.A.1).

C. Local Government

1. Alocal government that expends less than $500,000 in federal awards during its
fiscal year must provide CDE with an audit package that contains:

a. A Comprehensive Annual Financial Report (CAFR), prepared in accordance
with the standards set forth by the Government Accounting Standards Board
(a CAFR includes an audit opinion, government-wide and fund financial
statements, and additional information). Some local governments will opt not
to provide a full CAFR; instead, providing at least an independent auditor’'s
report and basic financial statements. For simplicity, however, this audit guide
will use the term CAFR to cover all local government audits.

b. Supplementary information — see Exhibit A of this chapter for required
supplementary information; and Chapter 300, Reporting Child Care and
Development Programs. A local government may include supplementary
information in a Program Audit (Section 209) when a contractor audit would
not be submitted timely.

2. Alocal government that expends federal awards of $500,000 or more during its
fiscal year must provide CDE with an audit that contains:

a. A CAFR, as described in Section 207.C.1.a.

b. Supplementary information — see Section 206.C, Single Audit Requirements;
Exhibit A of this chapter for other required supplementary information; and
Chapter 300, Reporting CD Programs. A local government may include
supplementary information in a Program Audit (Section 209) when a
contractor audit would not be submitted timely.
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When an organization operates Nutrition and/or AE programs, but not CD programs, it
is required to obtain and provide the CDE an audit in accordance with the audit
reporting guidelines presented below.

A. Nutrition Programs

An audit of nutrition programs is required only when an organization receives
nutrition program funding and the organization expends $500,000 or more in federal
awards during its fiscal year. This requirement applies to all for-profit and not-for-
profit organizations and local governments. The nutrition audit must include:

1.

2.

A for-profit or not-for-profit organization that expends $500,000 or more in federal
awards during its fiscal year must provide an audit that includes:

a. Independent auditor’s report.
b. Basic financial statements of the organization.

c. Supplementary information — see Section 206.C, Single Audit Requirements;
Exhibit A of this chapter for other required supplementary information; and
Chapter 400, Reporting Nutrition Programs.

A local government that expends $500,000 or more in federal awards during its
fiscal year must provide an audit that includes:

a. A CAFR, as described in Section 207.C.1.a.

b. Supplementary information — see Section 206.C, Single Audit Requirements;
Exhibit A of this chapter for other required supplementary information; and
Chapter 400, Reporting Nutrition Programs.

Program Specific Audit. When a contractor expends federal awards of $500,000
or more under only one federal program, the contractor may submit a program-
specific audit [see OMB Circular A-133, Section 235(b)], which requires
information related to federal awards expended, internal controls, compliance,
and audit findings. Also, the contractor shall provide the applicable
supplementary schedules listed in Exhibit A of this chapter, and financial
statements of the entire organization, audited in accordance with the standards
of the AICPA and GAS.
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The audit requirements for all agencies (including for-profit entities) participating in
the Child and Adult Care Food Program (CACFP) also are set out in Nutrition
Services Division Management Bulletin NSD-CACFP-03-2007.

B. Adult Education Programs

An audit of AE programs is required only when an organization receives AE program
funding and the organization expends federal awards of $500,000 or more during its
fiscal year. This requirement applies to all not-for-profit organizations and local
governments. The AE audit must include:

1. A not-for-profit organization that expends federal awards of $500,000 or more
during its fiscal year must provide the CDE with an audit that includes:

a. Independent auditor’s report.
b. Basic financial statements of the organization.

c. Supplementary information — see Section 206.C; Single Audit Requirements;
Exhibit A of this chapter for other required supplementary information; and
Chapter 500, Reporting Adult Education Programs.

2. Alocal government that expends federal awards of $500,000 or more during its
fiscal year must provide the CDE with an audit that includes:

a. A CAFR, as described in Section 207.C.1.a.

b. Supplementary information — see Section 206.C; Single Audit Requirements;
Exhibit A of this chapter for other required supplementary information; and
Chapter 500, Reporting Adult Education Programs.

PROGRAM AUDIT — LOCAL GOVERNMENTS ONLY 209

A CD program audit is a partial audit submitted by a local government when a local
government is unable to submit to the CDE the entire local government audit (Section
207.C) by the contractor audit due date (Section 210.A.3). A program audit includes
supplementary information about the CD program, but not basic financial statements.
The program audit should include an independent auditor’s report that addresses fair
presentation of the supplementary information. Also, a local government must submit a
CAFR to the CDE, as described in Section 207.C.1.a. In lieu of submitting a paper copy
of the CAFR, a local government may provide its Web site address for the CAFR. In
addition, a local government must submit a Single Audit, if applicable (Section 210.B).
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Contractor audits of CD programs and Single Audits may have different requirements
for submission and different due dates, depending on the programs administered, the
contractor’s status, and the type of entity. If a normal due date falls on a weekend or
state holiday, the required due date will be extended to the next business day.

Also, this section addresses the submission requirements for Internal Control
Communication and/or Management Letters, and subcontractor audits (sections 210.C
and 210.D, respectfully).

A. Contractor Audit

1. Contractor Audit Submission

a. Organizations with CD programs must submit a contractor audit covering all

C.

d.

CDE and non-CDE programs.

Two copies each of the contractor audit report, management letter (if
applicable), and any subcontractor audit report(s) are to be mailed to the
CDE, A&l at:

California Department of Education
Audits and Investigations Division
1430 N Street, Suite 5319
Sacramento, CA 95814
Attention: Audit Reports Review Section

The contractor (auditee) must authorize the auditor to mail two copies of the
audit report and any management letter directly to the A&I. The auditor shall
inform the A&l if the auditee refuses to allow the auditor to send the audit
reports and management letter directly to the A&l.

The A&l will not accept a pro forma or draft audit report submitted as a
substitute for the contractor audit report.

2. Local Governments Only

If a local government prepares a program audit (see Section 209), it must submit
the program audit to CDE, meeting deadlines set forth in Section 210.A.3.

Also, the local government must submit to the CDE its Comprehensive Annual
Financial Report (CAFR) within the timeframes established for Single Audits in
Section 210.B.
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3. Contractor Audit Deadlines (See Audit Due Dates, Exhibit B)

Contractor audit report due dates and related action due dates for
contractors with fiscal years ending June 30 of the current state fiscal year:

November 14 All audit extension requests — see Section 212
November 15 Audits without an A&l approved extension
December 1 Delinquent audit report list is sent to the CDE Fiscal

Administrative Services Division (FASD) — see Section 214
December 15 Audits with an A&l approved extension (one time only)
Contractor audit report due dates and related action due dates for

contractors with fiscal years ending other than June 30 of the current state
fiscal year:

The 14" day of the fifth month All audit extension requests — see
after the contractor’s fiscal year-end Section 212

The 15" day of the fifth month All audits without an A&l

after the contractor’s fiscal year-end approved extension

The 1% day of the sixth month after Delinquent audit report list is sent
the contractor’s fiscal year-end to the FASD — see Section 214

The 15" day of the sixth month after Audits with an A&l approved
the contractor’s fiscal year-end extension (one time only)

B. Single Audit

1.

Single Audit Submission

a. All not-for-profit organizations and local governments shall submit two copies
each of the Single Audit report, management letter (if applicable), and any
subcontractor audit report(s) to the CDE Audits and Investigations Division at:

California Department of Education
Audits and Investigations Division
1430 N Street, Suite 5319
Sacramento, CA 95814
Attention: Audit Reports Review Section



Chapter 200 — General Reporting and Administration

AUDIT REPORT SUBMISSION AND DUE DATES 210

b. If a Single Audit includes one or more CD programs, the Single Audit report
must be submitted by the due date of the contractor audit, unless the auditee
is a local government entity.

c. If the auditee is a local government entity and the Single Audit includes one or
more CD programs, the Single Audit and the CAFR must be submitted within
the timeframes specified for Single Audits in Section 210.B.2.

d. The A&l will not accept pro forma or draft reports submitted as a substitute for
the final Single Audit report.

2. Single Audit Deadlines (See Audit Due Dates, Exhibit B)

A completed Single Audit for a not-for-profit entity shall be submitted within the
earlier of 30 days after receipt of the audit by the contractor, or nine
months after the end of the audit period, according to OMB Circular A-133,
Section .320(a).

Some programs or government agencies have more stringent requirements. For
example, when a single audit of a not-for-profit entity includes a CD program, the
Single Audit must be submitted by the due date of the contractor audit (Section
210.B.1.b).

3. Additional Requirements
a. Adult Education Programs

The completed Single Audit for not-for-profit contractors and subcontractors
that receive Adult Education funding shall be submitted within the earlier of
30 days after receipt of the audit report, or six months after the end of
the agency'’s fiscal year in accordance with the requirements of the state’s
final budget summary.

b. Community Colleges

Community colleges have a fiscal year-end of June 30. Because almost all
Community Colleges have adult education programs, the audits for
community colleges are due by six months after fiscal year-end, or
December 31. Note that CD programs operated by community colleges are
not subject to the audit procedures in Chapter 300 of the CDE Audit Guide.
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c. School Districts and Charter Schools

School Districts and Charter Schools shall submit an annual Single Audit by
December 15 of each year, in accordance with EC sections 41020 and
47605.6, to:

1) The State Controller’s Office at:

State Controller’s Office
Division of Audits
Post Office Box 942850
Sacramento, CA 94250-5874

2) The California Department of Education at:

California Department of Education
School Fiscal Services Division
1430 N Street, Suite 3800
Sacramento, CA 95814

d. Institutions of Higher Education and Hospitals

Not-for-profit institutions should follow the submission requirements in Section
210.B.1. For-profit institutions should follow submission requirements in
Section 210.B.3.f.

e. County and City Governments

County and city governments shall submit a copy of the annual Single Audit
to the State Controller’s Office at:

State Controller’s Office
Division of Audits
Post Office Box 942850
Sacramento, CA 94250-5874

f. For-Profit Organizations

Single Audit requirements do not apply to for-profit subrecipients. According
to OMB Circular A-133, Section .210(e), the pass-through entity (the CDE) is
responsible for establishing audit requirements for the for-profit organizations.
Thus, the CDE requires for-profit organizations to use the same reporting
requirements established for contractor audits under Section 210.A.
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4. Requirement for Submitting Reporting Package and Data Collection Form to the

Federal Audit Clearinghouse

According to the OMB Circular A-133, Section .320(d), the auditee must file
electronically (online) to the Federal Audit Clearinghouse a completed data
collection form and audit reporting package within the earlier of 30 days after
receipt of the auditor's report(s), or nine months after the end of the audit period,
unless a longer period is agreed to in advance by the cognizant or oversight
agency for audit.

C. Internal Control Communication and/or Management Letter

Statement on Auditing Standards (SAS) No. 115, Communicating Internal Control
Related Matters Identified in an Audit, requires reporting of material weaknesses and
significant deficiencies.

1.

In an audit engagement where no significant deficiencies or material weaknesses
are identified, an auditor should not issue a written communication so stating.

Where significant deficiencies or material weaknesses are identified, a SAS 115
communication must be provided to management and those charged with
governance.

Where less serious internal control deficiencies exist, which are not significant
deficiencies or material weaknesses, auditors may want to include the
deficiencies in a separate communication, such as a management letter.

Where both (a) significant deficiencies or material weaknesses and (b) less
serious internal control deficiencies are identified, auditors may either combine
the reporting in one SAS 115 communication, or report them separately, as in
items 2 and 3 above. If reported together, the auditor must clearly identify less
serious control deficiencies as other matters related to internal control.

Any such letter(s) must be submitted with the contractor’'s annual audit report. If the
letter(s) have not been issued at the time the audit report is submitted, then it (they)
must be submitted directly to the CDE upon issuance.

D. Subcontracts for Operating Child Development Programs

A contractor may choose to enter into an agreement with another organization
(subcontractor) where the subcontractor operates one or more of the contractor’s
CD programs. The subcontractor shall obtain an audit that meets the requirements
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of this audit guide and provide the contractor with two copies of the audit. Both the
contractor’s and the subcontractor’s final audits are due to the CDE from the
contractor by the date specified in Section 210.A.3, or 210.B.2. Note that affected
subcontractors exclude those that operate CD programs only for school districts.

ONE-TIME-ONLY EXTENSION PER YEAR FOR
CHILD DEVELOPMENT AUDITS 212

Except for CD program contractors on conditional status, Title 5, CCR, Section 18073
allows the A&l to grant a CD contractor a one-time-only per year, 30-calendar-day
extension of the audit due date, provided the inability of the contractor to submit the
audit by the due date was beyond the fault and control of the contractor.

For contractors with a fiscal year ending June 30, a request for extension shall be made
in writing and either mailed (postmarked) or faxed by 4:00 p.m. on November 14 to:

California Department of Education
Audits and Investigations Division
1430 N Street, Suite 5319
Sacramento, CA 95814
Attention: Audit Reports Review Section
Fax: 916-323-4460

For contractors with a fiscal year ending on a date other than June 30, a request for
extension shall be in writing and either mailed (postmarked) or faxed by 4:00 p.m. on
the 14™ day of the fifth month after the contractor’s fiscal year-end.

If a normal due date for an extension request falls on a weekend or state holiday, the
required due date will be extended to the next business day.

Requests for extensions postmarked or faxed after the due date and time will not be
considered or granted. Please do not submit more than one request for an extension.
Duplicate requests slow down the approval process for all extension requests. A sample
Extension Request Form is provided in Exhibit C at the end of this chapter.

DELINQUENT AUDIT REPORTS 214
A. Contractor Audit
Title 5, CCR, Section 18073, indicates that contractor audits of CD programs shall

be considered delinquent and all apportionments withheld if the audit is not received
on or before the due date and an extension has not been granted.
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B. Single Audit

Single Audits are due as provided in Section 210.B. An extension may be granted if
a Single Audit includes one or more CD programs and the contractor is not a local
government entity. No extensions will be granted for a local government entity.

C. Audit of School Nutrition Programs (School Breakfast Program, National School
Lunch Program, and Special Milk Program)

If a sponsor does not submit to CDE a timely and acceptable School Nutrition audit,
the sponsor’s reimbursement claims may be suspended beginning with the first
month of delinquency (usually July or January). If an audit is outstanding for 30 days
or more after the due date, payments will be canceled. Thus, the participant will lose
reimbursement for one or more months. If the audit is still outstanding for more than
90 days after the deadline, the participant may be terminated from all CDE nutrition
programs and will lose all reimbursement beginning with the first month of
cancellation. However, before any termination occurs, the participant will receive at
least two written notices regarding delinquency.

A School Nutrition program participant that has been terminated from any child
nutrition program for failure to meet the audit requirement shall submit an acceptable
audit before being reinstated. The audit shall cover the program year that was not
previously audited as required and may also include the following program year.
Additional paperwork will be required for any participant that reinstates after
termination.

RECONCILIATION OF FISCAL YEARS NOT ENDING ON JUNE 30 216

Entities that submit (1) financial statements with a fiscal year ending on a date other
than June 30 of the current state fiscal year, and (2) supplementary information on state
CD programs for the fiscal year ending June 30, must reconcile the revenue and
expense data reported for the two periods. Specifically, the amounts reported in the
Statement of Activities for the organization’s fiscal year-end must be reconciled with the
amounts reported in the Combining Statement of Activities for the fiscal year ending
June 30. See the Example of Reconciliation of Fiscal Year Not Ending on June 30 in
Exhibit D at the end of this chapter.

If the contractor’s fiscal year ends after June 30 (but no later than December 31), the
reconciliation should be from the contractor’s fiscal year-end back to June 30 of the
current state fiscal year. If the contractor’s fiscal year ends before June 30 (but not
before January 1), the reconciliation should be from the contractor’s fiscal year-end
back to June 30 of the preceding state fiscal year. See Audit Due Dates in Exhibit B.
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PAYMENT HISTORY REQUESTS 230

The CDE maintains records of payments made to contractors under CD and nutrition
programs. A Summary of Child Development Contract Activity covering all CD contracts
and/or a Nutrition Claim History Report for each nutrition agreement, as applicable, are
sent to the CPA of record in September and October, respectively, for the fiscal year
under audit. Also, the reports are available upon request. These reports are provided for
general guidance, so the auditor is expected to review the contractor’s records to verify
payments received by the contractor.

AUDIT DOCUMENTATION AND RECORD RETENTION 242

The California Business and Professions Code, Section 5097, and the California Board
of Accountancy Regulations, Section 68.3, requires audit documentation to be retained
by the auditor for a minimum of seven years, measured from the date of issuance of the
report, unless the auditor is notified in writing by CDE, A&l, of the need to extend the
retention period. The A&l reserves the right to perform quality control reviews of audit
documentation to determine whether audits have been performed in conformity with
GAS. Audit documentation shall be made available upon request.

The EC Section 33421 indicates that every private agency that receives state funds,
which may be audited pursuant to the EC Section 33420, shall, upon request, make all
records pertaining to its state-funded programs available to the CDE during regular
business hours. The records shall be retained for at least five years, except for child
nutrition program records. Also, records for real property and equipment acquired with
CDE funds (or combined CDE-federal funding) shall be retained for 5 years after final
disposition.

Child nutrition program records shall be retained for three years, according to
regulations adopted by the USDA (Title 7, CFR, sections 3019.5 and 3016.42).
However, in cases where an audit remains unresolved, the records shall be retained
until the date the audit is resolved. In addition, records for real property and equipment
acquired with federal funds shall be retained for 3 years after final disposition.

ANNUAL AUDIT STATUS CERTIFICATION FORM 252

Organizations that participate in CDE’s CD, Nutrition, AE, and NCLB programs must
annually report to CDE, A&l, on an Annual Audit Status Certification (AASC) form, the
total amount of federal and state funds expended during the past fiscal year. The AASC
form does not replace the requirement to submit an annual audit report to the Federal
Clearinghouse (Section 210.B.4) and to the A&l (Section 206).

The AASC form must be completed, signed, dated, and returned to A&l by the deadline
noted at the top of the form. For AASC form instructions, see the A&l Web site at


http://harvester.census.gov/sac/index.html?submit=+++++++++++++Return+to+FAC+Home+Page++++++++++++++
http://harvester.census.gov/sac/index.html?submit=+++++++++++++Return+to+FAC+Home+Page++++++++++++++
http://www.cde.ca.gov/fg/au/pm/aascinstructions.asp
http://www.cde.ca.gov/fg/au/pm
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http://www.cde.ca.gov/fg/au/pm. Also, the person completing the AASC form should be
ANNUAL AUDIT STATUS CERTIFICATION FORM 252

familiar with the organization’s financial contracts and programs. If the information
requested on the AASC form does not apply to your organization for reasons such as
cancellation, termination, or voluntary discontinuation of the CDE’s programs, please
sign, date, and return the form with a notation stating the reason for non-applicability.
Submit your organization’s completed and signed AASC form to:

California Department of Education
Audits and Investigations Division
1430 N Street, Suite 5319
Sacramento, CA 95814

Failure to timely submit the AASC form to the A&l may jeopardize an organization’s
continued participation in programs administered by the CDE.

REPORTING FRAUD 260

When an auditor uncovers fraud or an illegal act that has occurred, or is likely to occur
in a program funded by CDE, the auditor must report it to the CDE, A&l (for address,
see Section 210.A, or call 916-322-2288). The following standards apply:

A. Government Auditing Standards

GAS, as issued by the Comptroller General of the United States, addresses fraud
and illegal acts. Section 5.12 indicates that auditors should report all instances of
fraud and illegal acts unless inconsequential. In addition, Section 5.17 indicates that
when fraud has occurred or is likely to have occurred, auditors may consult with
authorities or legal counsel as to whether publicly reporting such information would
compromise investigative or legal proceedings. Furthermore, Section 5.18 indicates
that, when an organization is informed of fraud and fails to take appropriate action,
auditors should report the known or likely fraud directly to parties outside the audited
entity, such as the funding agency.

B. Statement on Auditing Standards No. 99

SAS No. 99, Consideration of Fraud in a Financial Statement Audit, issued by the
AICPA, provides guidance regarding fraud, including the auditor's communications
about fraud to management, the audit committee, and others. The auditor has a duty
to disclose to parties outside the entity, such as a funding agency, in accordance
with requirements for the audits of entities receiving governmental financial
assistance (refers to GAS).
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THE FOLLOWING REPORTS, STATEMENTS, SCHEDULES, AND OTHER INFORMATION, AS APPLICABLE,
ARE REQUIRED TO MEET STATE AND SINGLE AUDIT REPORTING REQUIREMENTS

SAMPLE AT
APPENDIX

INDEPENDENT AUDITOR'S REPORT(1)

BASIC FINANCIAL STATEMENTS:(1)

Statement of Financial Position < Balance Sheet (2) >

Statement of Activities and Changes in Net Assets < Income Statement (2) >

Statement of Cash Flows

Notes to Financial Statements

SUPPLEMENTARY INFORMATION:

Schedule of Federal and State Awards (Meets both Single Audit and State Audit Requirements)

Report on Internal Control Over Financial Reporting and on Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards

Report on Compliance with Requirements Applicable to Each Major Program and on Internal Control over Compliance in Accordance with OMH

Circular A-133 (Single Audit Only)

Schedule of Findings and Questioned Costs (all audits)

Status of Corrective Action on Prior Year Findings (all audits)

Any Internal Control Communication and/or Management Letter

Child Development Programs (see Chapter 300):

Combining Statement of Activities < Combining Income Statement (2) >

Schedule of Expenditures by State Categories

Reconciliation of CDE Reporting to GAAP Reporting

Schedule of Reimbursable Equipment Expenditures

Schedule of Reimbursable Expenditures for Renovations and Repairs

Schedule of Reimbursable Administrative Costs

Schedule of Reimbursable Start-Up Expenses, if applicable

Audited Attendance and Fiscal Reports and Audited Fiscal Reports (AUD Forms)

Audited Reserve Account Activity Report(s), if applicable

Reconciliation of Fiscal Year Not Ending on June 30, if applicable

A

Nutrition Programs (see Chapter 400):

A. Child and Adult Care Food Program (3):

1. Centers:

Summary of Claim

Schedule of Reported, Adjusted, and Allowed Meals and Earned Reimbursement

Schedule of Reported, Adjusted, and Allowed Enrollment

Schedule of Reported, Adjusted, and Allowed Meals

2. Day Care Homes:

Summary of Claim

Schedule of Reported, Adjusted, and Allowed Meals, Sites and Earned Reimbursement

Schedule of Reported, Adjusted, and Allowed Meals and Homes

Determination of Allowable Administrative Reimbursement

Schedule of Reported, Adjusted, and Allowed Administrative Income

Determination of Reported, Adjusted, and Allowed Administrative Cost

Determination of Budget Deficit (Adjustments)

Determination of Allowed Provider Payments

3. Independent Centers:

Summary of Claim

Schedule of Reported, Adjusted, and Allowed Meals and Earned Reimbursement

Schedule of Reported, Adjusted, and Allowed Meals

Schedule of Reported, Adjusted, and Allowed Enrollment

Reconciliation of Allowable Administrative Costs

Schedule of Allowed Administrative Costs

Schedule of Allowed Funds Retained

B. School Nutrition Program (4):

Summary of Claim

Schedule of Reported, Adjusted, and Allowed Meals and Earned Reimbursement

Schedule of Reported, Adjusted, and Allowed Enrollment

C. Summer Food Service Program (4):

Summary of Claim

Schedule of Meals Served and Cost of Meal Service

Statement of Budgeted and Actual Administrative Expenses

Calculation of Maximum Allowable Administrative Costs

Schedule of State Disallowance Notices

®)

Footnotes:
@
2
©
(4
(5

=

For audits of local governments, this information is included in the entity's Comprehensive Annual Financial Report (or similar report).

=

Use this title in audits of For-Profit entities (sole proprietor/partnership/corporation).

= 2

Exclude when there are no Program findings and/or over/underpayments.
Refer to Section 440 for additional information on Summer Food Service Program.

=

Exclude when there are no Child and Adult Care Food Program findings, over/underpayments, and/or audit cost reimbursement requests.
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Audit Due Dates
Child Care and Development Audit Due®
Local Government
. 2
Not-for- CAFR and/or Single Audit Adult
For Audit to Include Profit Supplementary Nutrition Education
Contractors Contractor Reconciliation Single Information Single Only Single  Only Single
with FYE Audit Due to State FYE Audit Due Due Audit Due | Audit Due Audit Due
12/31/2009  5/15/2010 June 2009 5/15/2010 5/15/2010 9/30/2010 9/30/2010 6/30/2010
9/30/2009 2/15/2010 June 2009 2/15/2010 2/15/2010 6/30/2010 6/30/2010 3/31/2010
8/31/2009 1/15/2010 June 2009 1/15/2010 1/15/2010 5/31/2010 5/31/2010 2/28