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Bond Audit Update
Propositions 12, 13, 40, 50, 1B, 1C, 1D, 1E, and 84

Requirements for Audit

The Department of Finance, Office of State Audits and Evaluations (OSAE), will continue performing audits of Proposition 12, 13, 40, and 50 funds in response to the Governor’s and Legislature’s directives.  In addition, in accordance with the Executive Order S-02-07, OSAE will also be performing audits of the Strategic Growth Plan Propositions 1B, 1C
, 1D, 1E, and 84 (SGP Bonds).  
Accomplishments during Fiscal Year 2007-08
OSAE completed a variety of tasks last year.  Those tasks consisted of Proposition 12, 13, 40, and 50 departmental audits (expenditure audits and limited reviews) and grant audits.  Aside from the individual department and grant audit reports, we will also be issuing a comprehensive annual report.  In addition to the audits, the Department of Finance (Finance), including OSAE, reviewed three-part bond accountability plans submitted by departments for SGP Bonds.  On an ongoing basis, OSAE continues to review and provide input on plan revisions or plans submitted for new programs.  We did not perform any bond audits for SGP Bonds during the fiscal year 2007-08.
All bond audit reports are posted on our website at www.dof.ca.gov.

Audit Plan for Fiscal Year 2008-2009
In November 2006, voters approved five new bond measures—Propositions 1B, 1C, 1D, 1E and 84.  In January 2007, Executive Order S-2-07 was issued requiring departments to be accountable for ensuring:  (1) bond proceeds are expended in a manner consistent with applicable laws and regulations, and (2) bond funded programs and projects achieved the intended outcomes.  Accordingly, OSAE will perform departmental bond oversight audits.  

AUDIT OBJECTIVES
The objectives will include determining whether:
1. Awards and expenditures are in compliance with applicable laws, regulations, and established criteria.

2. Bond funded projects are adequately monitored to ensure they stay within scope and costs.

3. Bond funded programs and projects achieved the intended outcomes.  

We anticipate performing the following tasks:

· Review the internal control of departments administering bond funds to determine areas of risk and to determine where testing of processes and expenditures can be limited or should be expanded.  Particular emphasis will be placed on areas such as pre-awarding, contracting, and project monitoring, including close-out and post closing processes.  In addition, we will review the department’s process for ensuring the bond funded projects met the intended outcomes.   

· Audit a sample of program expenditures/disbursements for accuracy and fiscal compliance with regulatory or contractual requirements.  Audited expenditures will include state operations, capital outlay, and local assistance.  Audits of grantees’ and local agencies’ projects, if applicable, will be conducted on a risk basis.  We will also take into consideration any requests for audits made by the departments.  

· Review project status information and reporting compliance.  In prior years (for Propositions 12, 13, 40, and 50), we requested departments to provide an updated status of open/closed projects; however, we will not be requesting this information in fiscal year 2008-09.  Instead, we will request the project status information for Propositions 12, 13, 40, and 50 during the department audits. 
NEW REQUIREMENTS FOR SGP BONDS 

For bond measures approved on or after January 1, 2004, California Government Code Section 16724.4 requires the head of the lead state agency administering the bond to report to the Legislature and Finance on an annual basis.  The report should include: (1) a list of projects and their geographical location, (2) amount of funds allocated to each project, and (3) the status of the project.  Finance’s report should be submitted to:

Department of Finance

Office of State Audits and Evaluations
ATTN:  Bonds Accountability

300 Capitol Mall, Suite 801

Sacramento, CA  95814

In addition, the Executive Order S-2-07 requires departments to prepare a list of all projects, grants, loans, or other activities funded from bond proceeds that will be made available to the public.  Each department is required to make semi-annual reports to Finance of the actions it takes to ensure the projects and activities funded from bond proceeds are being executed in a timely fashion and achieving their intended purposes.  See Executive Order S-2-07 for specific requirements.  For efficiency purposes and in an effort to minimize paper use by using electronic media format, Finance is requesting that the departments, at a minimum, update the project information on their www.bondaccountability.ca.gov website on a semi-annual basis, on June 30th and January 1st of each year.   

In summary, departments will be required to submit an annual report in accordance with California Government Code Section 16724.4 and update their bond accountability website on a semi-annual basis in accordance with the Executive Order S-2-07.  We will review management controls over project status reporting during the department audits.
ENTRANCE CONFERENCES
We will be performing department audits beginning in fiscal year 2008-09.  Prior to commencing an audit, the department will be contacted and an engagement letter will be sent.  In addition, a formal audit entrance conference will be held.  The audit’s scope for fiscal year 2008-09 will be modified depending on each department’s program/project status and spending cycle.  For example, there may be programs that have recently awarded bond funds but have had no expenditures as of June 30, 2008.  As a result, the audit would focus primarily on audit objective number one.  Lastly, where appropriate, we will review and rely on work performed by other auditors to avoid audit duplication. 

What's Next?
Over the next several weeks, we will be contacting the lead agencies or individual departments with lead responsibilities to discuss these audit objectives and to address specific questions or concerns.   

OSAE Contacts
We are open to suggestions and comments on how to make the information exchange and audit process as efficient and effective as possible.  If you have any questions or concerns, please contact our office at (916) 322-2985.

· Diana Antony, Manager


Ext. 3139
diana.antony@dof.ca.gov

· Frances Parmelee, Manager


Ext. 3172
frances.parmelee@dof.ca.gov

� In accordance with the California Health and Safety Code Sections 53533 and 53545, the Bureau of State Audits will perform the bond audits for Proposition 1C.  
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