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INTRODUCTION

recommendations from audit and investigative reports we

issued from January 2000 through December 2001. The
purpose of this report is to identify what actions, if any, these
departments have taken in response to our findings and
recommendations. We have placed this symbol < in the left-hand
margin of the department action to identify areas of concern or
issues that we believe the department has not adequately addressed.

This report summarizes the major findings and

For this report, we have relied upon required periodic written
responses prepared by auditees to determine whether corrective
action has been taken. The Bureau of State Audits’ (BSA) policy
requests that auditees provide a written response to the audit
findings and recommendations before the audit report is initially
issued publicly. As a follow up, we require the auditee to respond
at least three times subsequently: at 60 days, 6 months, and
1 year after the public release of the audit report. We may at times
require follow-up beyond 1 year or have initiated a follow-up
audit if deemed necessary.

We report all instances of substantiated improper governmental
activities resulting from our investigative activities to the cognizant
state department for corrective action. These departments are
required to report the status of their corrective actions every
30 days until all such actions are complete.

Unless otherwise noted, we have not performed any type of review
or validation of the corrective actions reported by the auditees.
All corrective actions noted in this report were based on responses
received by our office as of February 6, 2002.

To obtain copies of the complete audit and investigative reports,
access the BSA’s Web site at www.bsa.ca.gov/bsa/ or contact
the BSA at (916) 445-0255.
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CALIFORNIA STATE UNIVERSITY

Audit Highlights . . .

Our review of the California
State University (CSU)
revealed that direct payments
to vendors were appropriate,
properly supported, and
documented. Accordingly,
there is no need to return the
payment process to the State
Controller’s Office.

Although we did not observe
widespread abuse, our review
of CSU'’s use of state-issued
credit cards (PRO-Cards) also
revealed that:

M Not all purchases received
review by an appropriate
approving official.

M Some purchases violated
policies and some pur-
chases were questionable.

M Some purchases lacked
sufficient supporting
documentation.

M The CSU’s chancellor’s
office and campuses could
improve their own
practices by learning
about each other’s
best practices.

While Its System of Direct Vendor Payments
Should Continue, Its Credit Card Program
Could Benefit From Better Controls

REPORT NUMBER 96041, JULY 2000

state law effective January 1, 1997, permits the California

State University (CSU) to pay its vendors directly through

December 31, 2001. Our review of the CSU'’s system found
few problems, all of which were isolated rather than systemic.
Consequently, we recommend that the Legislature allow CSU to
pay its vendors directly beyond December 31, 2001.

Although we found few errors with payments made by check, we
identified more problems with payments made by state-issued
credit cards (PRO-Cards). CSU gives PRO-Cards to certain
employees for official purchases to streamline the procurement
process and to purchase low-value items economically. However,
because of weak internal controls—a lack of clear policies and
insufficient monitoring and enforcement—cardholders sometimes
were able to use the credit cards to make questionable or improper
purchases. Specifically:

Finding #1: We found few problems with the CSU’s direct
payments to vendors.

We found only 23 minor problems out of a possible 2,626 that we
tested. These problems were scattered across six of the tested
characteristics at five campuses and the chancellor’s office. A
previous review by the State Controller’s Office (controller’s office)
had similar results and concluded that CSU’s system of internal
controls is generally adequate to ensure the legality and propriety
of state disbursements. Further, according to the CSU’s analysis
supporting the change in the law, the CSU estimated that it
would save $1.2 million annually by paying its vendors directly.
Consequently, we concluded that returning the vendor payment
process to the controller’s office would be an inefficient use of
state resources.




To ensure that the vendor payment system is efficiently adminis-
tered, we recommended that the Legislature enact legislation that
allows the CSU to continue to pay its vendors directly beyond
December 31, 2001.

Legislative Action: Unknown.

We are unaware of any legislative action implementing this
recommendation.

Finding #2: An appropriate approving official did not review
all purchases.

The approving officials’ level of review for card purchases varied
greatly at the campuses we visited. Of the 1,205 purchases we
reviewed, 97 (8 percent) lacked an approving official’s signature
on the monthly statement or had the incorrect signature. Statements
missing the official’s signature prompt us to question whether the
purchases were properly reviewed, particularly because we were
unable to verify that all employees signing in place of the approving
official had received the same training on the proper use of the
PRO-Card as the assigned official.

At least two campuses we visited did not ensure that approving
officials held a supervisory or managerial position of a higher rank
than cardholders, but rather allowed the cardholders’ peers or sub-
ordinates to act as approving officials. Additionally, the Fullerton
campus permits cardholders to purchase items for the official who
subsequently approves the purchases even though the purchase
could be viewed as questionable or inappropriate. Because there
is little separation between the employee purchasing the item
and the person reviewing the charges, employees may feel pres-
sured to approve a superior’s purchase instead of questioning
its appropriateness.

To ensure that the proper officials consistently review all PRO-Card
purchases and supporting documentation, the chancellor’s office
and each campus should take these actions:

e Design a clear approval process, taking into account the possi-
bility that approving officials may be unavailable when monthly
statements must be approved and forwarded for payment.

e Ensure that a cardholder’s subordinate or peer is not designated
as the approving official.




e Ensure that approving officials do not approve purchases
made on their behalf, which could be viewed as personally
benefiting them.

CSU Action: Partial corrective action taken.

The chancellor’s office did not specifically address the approval
process regarding approving officials being unavailable when
monthly statements must be approved and forwarded for
payment. The chancellor’s office issued an executive order
stating that a cardholder’s subordinate or peer should not be
responsible for the approval of credit card purchases; the
order also directs approving officials not to approve their
own purchases.

Finding #3: Someone other than the approved cardholder
used some cards.

We found 31 uses of PRO-Cards by people other than the cardholder.
Allowing such use is a serious breach of internal controls because it
is unclear who would be accountable for any improper purchases
made by these other users. Although we did not find improper
purchases, it is possible that improper purchases could be made.

To ensure that only authorized employees purchase items on the
PRO-Card, we recommended that the chancellor’s office and each
campus prohibit the use of PRO-Cards by anyone other than
the cardholder.

CSU Action: Partial corrective action taken.

The chancellor’s office stated that all campuses have been
directed to ensure that strong internal controls are in place to
prevent abuse or excess liability through use of PRO-Cards.
However, the chancellor’s office did not indicate if any campus
had procedures in place to prevent misuse of PRO-Cards.

Finding #4: The chancellor’s office issued PRO-Cards to
non-state employees.

The CSU did not adhere to the guidelines in its contract with the
bank that issues the PRO-Card. It states that the PRO-Card program
is intended for university employees only. However, we found that
the chancellor’s office provides PRO-Cards to employees of the
California State Student Association (CSSA), a nonprofit organiza-
tion representing CSU students. Use of the PRO-Card by CSSA
employees also raises the question of whether it is appropriate for




non-state employees to use state resources. Use of the PRO-Card
by CSSA employees requires that CSU employees who administer
the PRO-Card program spend time reviewing and paying the
charges. Moreover, the CSU may not be protected from liability
issues with regard to CSSA employees because non-state employees
are not covered in the contract between CSU and the bank that
issues the credit cards.

To prevent non-state employees from abusing state resources and
creating a liability, we recommended that the chancellor’s office and
each campus ensure that only state employees can receive PRO-Cards.

CSU Action: None.

In August 2001 the chancellor’s office reported that a CSSA
employee had misused a PRO-Card in April 2000. The
chancellor’s office estimated that the misuse amounted to
$10,000. Ultimately, CSSA dismissed this employee. However,
the chancellor’s office indicated that rather than recovering
PRO-Cards from all non-state employees, it will require that
use of PRO-Cards by CSSA employees will be reviewed and
approved by a chancellor’s office employee.

Finding #5: Some purchases violated policies while others
were questionable.

Overall, we did not identify widespread personal abuses. However,
some purchases made with the PRO-Card violated individual
campus policies, other purchases appeared unreasonable or
inappropriate, and still other purchases appeared personal or did
not further the CSU’s educational mission. In some cases, officials
approved payment of charges even though it was obvious that
employees were circumventing campus policies that limit their
charges. Of 1,205 PRO-Card purchases at the chancellor’s office
and 12 campuses, we found 165 with these problems out of a
possible 3,615 (4.6 percent). While 6 campuses had very few
problems, we found numerous exceptions at the chancellor’s
office and 6 remaining campuses. Some purchases had more than
one problem.

We also found questionable purchases that campus PRO-Card
policies did not specifically address. For example, employees at
the chancellor’s office, and the campuses of Hayward, Long Beach,
Monterey Bay, Sacramento, and Stanislaus used PRO-Cards to
purchase $1,027 worth of flowers and plants for new employees




and for other employees to offer sympathy, thanks, congratulations,
and get-well wishes. These purchases are not items for which a
state agency would normally pay; public dollars should not be
spent for gifts. CSU employees should purchase gifts for co-workers
with their own money.

Purchases of snacks, refreshments, and meals for staff meetings,
training sessions, and lunches are also questionable. We found
three occasions when the chancellor’s office purchased coffee and
kitchen supplies for its employees. We also noted numerous
instances when Fullerton campus employees purchased refreshments
for their meetings with their PRO-Cards. The cardholders did not
reimburse the CSU for these purchases.

To ensure that personal or inappropriate items are not purchased
with PRO-Cards, we recommended that the chancellor’s office and
each campus expressly prohibit purchases—such as alcohol, food,
flowers, gifts, or other items—that could be used for personal
benefit, unless the purchase is preapproved and the cardholder
demonstrates that the purchase meets the university’s mission.
Food purchases for CSU employees do not meet the mission of the
university unless one of the following circumstances exists:

¢ Official university business is being conducted with individuals
who are not CSU employees.

e All CSU employees present are on travel status.

e The food is purchased for events, such as training, where some
CSU employees present are on travel status.

CSU Action: Partial corrective action taken.

The chancellor’s office stated that each campus is required to
develop written policy and procedures to implement the
chancellor’s office executive order “Hospitality, Payment, or
Reimbursement of Expenses.” Further, the chancellor’s office
stated that the use of the PRO-Card for purchase or payment
of meals or other items that could be construed to be of personal
benefit is subject to preapproval by an authorizing official.
However, the chancellor’s office did not indicate if the campuses
ensure that their policies and procedures are followed by
employees using the PRO-Card and if employees reviewing and
approving PRO-Card purchases enforce the policies.




Finding #6: Some PRO-Card purchases lacked sufficient
supporting documentation.

Insufficient documentation prevented us from determining
whether a number of the purchases we reviewed were appropriate.
This was true for 160 (13 percent) of the 1,205 PRO-Card purchases
we reviewed. Some may have been appropriate; others may not
have been business-related or in compliance with campus policy.
For example, many purchases lacking documentation were for
meals. If cardholders do not provide a meeting agenda, state the
purpose of the meeting, and who attended, neither we nor any
other independent reviewer, including the approving official, can
ensure that the meal has a legitimate business purpose.

We also found that some purchases lacked detailed receipts. For
instance, documentation for 134 purchases either did not include
itemized or detailed receipts, or had no receipt at all.

So that reviewing officials can determine the appropriateness of
purchases, we recommended that the chancellor’s office and each
campus do the following:

e Require that cardholders sufficiently describe the purpose for
each purchase.

* Require, as necessary, an authorization form prior to the purchase,
for example, for sensitive items such as food purchases. For food
items, this form should include the meeting agenda, the purpose
of the meeting, a list of attendees, and an explanation of how
the purchase meets CSU’s mission and goals.

¢ Insist that cardholders include itemized receipts with their
monthly PRO-Card statements and annotate receipts lacking
sufficient descriptions of purchases.

CSU Action: Partial corrective action taken.

The chancellor’s office stated that prohibited items and card
usage is emphasized in training sessions for new users, however,
it did not specify whether such training occurred at any campus.

Finding #7: The chancellor’s office and most campuses do not
reconcile travel-related charges to travel expense claims.

PRO-Card policies at all campuses except Fullerton prohibit the
charging of travel-related expenses to the PRO-Card. Despite these
policies, in some instances, employees were allowed to charge




travel-related costs. However, with the exception of the Fullerton
campus, which not only allows but also encourages employees to
use PRO-Cards for travel expenses, the chancellor’s office and many
campuses do not reconcile travel-related expenses charged to the
PRO-Card with the travel expense claims used to reimburse employ-
ees. For example, many campuses allow fees for out-of-town
conferences to be charged to the PRO-Card. Because employees
may also list these fees on their travel expense claims as a business
expense, the fees could be paid twice if campuses do not reconcile
travel expense claims to PRO-Card statements.

To avoid duplicate payments, we recommended that the
chancellor’s office and each campus reconcile all travel-related
expenses charged to the PRO-Card with employees’ travel
expense claims.

CSU Action: Partial corrective action taken.

The chancellor’s office stated that campuses that allow usage
of the PRO-Card for travel have established internal controls
to prevent duplicate payments. Although the chancellor’s office
reported that prohibited items and card usage is emphasized
in training sessions for new users, it did not specify whether
such training has occurred at any campus.

Finding #8: Many employees violate PRO-Card policies
without suffering consequences.

We found that the campuses inconsistently reprimand employees
who repeatedly violate PRO-Card policies, for example, by provid-
ing insufficient documentation for purchases. Another shortcoming
identified in PRO-Card transactions is the failure of many campuses
to identify inappropriate purchases and ensure that staff or faculty
reimburse the campus for personal purchases. Unless personal
charges and related reimbursements are monitored, the CSU may
not recover all funds due from cardholders.

To ensure that employees follow PRO-Card policies, officials take
appropriate action for questionable or improper purchases, and,
when necessary, employees reimburse CSU for inappropriate
PRO-Card charges, we recommended that the chancellor’s office
and each campus take the following steps:

¢ Track policy violations, including personal charges, and suspend
or cancel cards when necessary.




e Monitor inappropriate charges and subsequent cardholder
reimbursements.

¢ Create a review process to ensure that cardholders and approving
officials comply with PRO-Card policies.

CSU Action: Partial corrective action taken.

The chancellor’s office stated that all campuses have been
directed to establish internal policies and controls consistent
with the above recommendations and CSU policy. The
chancellor’s office also stated that it implemented a program to
monitor and enforce PRO-Card usage policies by tracking
violations. Further, the chancellor’s office stated that it has
shared a user handbook with all campuses and assisted campuses
with program implementation.

However, the chancellor’s office did not specify which campuses
had implemented similar monitoring programs.

Finding #9: Some campuses have stronger internal controls
over PRO-Card use than others.

The chancellor’s office and campuses could learn and benefit from
each other’s best practices. Some of the policies and procedures
governing the use of PRO-Cards are more effective than others at
controlling PRO-Card purchases. Not every campus has an adequate
system to monitor cardholders. Finally, although every campus
we visited told us that it threatens cardholders who do not adhere
to policies with warnings, a reduced credit limit, and finally, con-
fiscation of the card, not all of the campuses follow through with
the prescribed action. Unless the campuses and the chancellor’s
office carry out cardholder reprimands, problems will continue to
exist within the program.

To improve the overall quality and consistency of internal con-
trols over PRO-Card use, we recommended that the chancellor’s
office and each campus review and consider implementing each
other’s best practices.

10






12



CALIFORNIA COMMUNITY COLLEGES

|
Audit Highlights . . .

Our review found that:

M Six of 10 districts did

not meet the 50 percent
threshold for spending
on instructor salaries
despite having reported
compliance with the law.

Board of Governors’
regulations allowing
districts to exclude costs
for certain ancillary
services not explicitly
stated in the law do not
further the Legislature’s
goal of providing

more funding for
instructional programs.

Chancellor’s Office
training and monitoring
is weak and does not
provide adequate
guidance or identify
district misreporting. It
also does not monitor
the CPAs on whom it
primarily relies to verify
whether district reports
are accurate.

Poor Oversight by the Chancellor’s Office
Allows Districts to Incorrectly Report Their
Level of Spending on Instructor Salaries

REPORT NUMBER 2000-103, OCTOBER 2000

he Joint Legislative Audit Committee (audit committee)

requested that we review how the Chancellor’s Office of

the California Community Colleges (Chancellor’s Office)
implements the law requiring community college districts (districts)
to spend 50 percent of their current educational expenses on salaries
of instructors. The audit committee wanted to learn whether the
Chancellor’s Office appropriately instructs districts on calculating
compliance with the law, commonly known as the 50 percent law.
We found that:

Finding #1: Districts overstate their compliance rates.

Six of 10 districts we visited did not meet the 50 percent requirement
for fiscal year 1998-99, despite reporting compliance with the law
in annual reports to the Chancellor’s Office. They overstated their
compliance rates by inappropriately including administrative sala-
ries and benefits in instructor salaries, and excluding from current
educational expenses normal operating expenses or district-funded
expenditures for categorical programs.

We recommended that the Chancellor’s Office clarify its instructions
to the districts and provide districts with regular training on
compliance with the 50 percent law.

Chancellor’s Office Action: Partial corrective action taken.

The Chancellor’s Office reports that it presented changes in
50 percent law compliance tests to CPAs and district staff in
May 2001 workshops. It says that it also reviewed input from
the audited community college districts and work papers of
the Bureau of State Audits to better define what clarifications
in instructions were needed.
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The Chancellor’s Office states that it has pursued various
alternatives for providing training to district staff. Such
alternatives include, but are not limited to, making presentations
for chief business officials. It also says that on October 1, 2001,
it filled a new position to perform fiscal reviews and offer
technical assistance.

Finding #2: Regulations adopted by the board of
governors allow districts to incorrectly reduce
current educational expenses.

The board of governors has adopted regulations allowing districts
to exclude costs for all ancillary activities including bookstore, child
development, parking, and student housing operations. The law,
however, specifically describes only three such activities as
excludable—student transportation, food services, and community
services—and does not include a catchall category for “other”
similar activities. Including General Fund expenditures and
transfers to subsidize noninstructional activities, such as bookstore,
child development, parking, and student housing as part of a
district’s current educational expenses, furthers the legislative goal
of providing more funding for instructional programs.

We recommended that the Chancellor’s Office discontinue its
practice of excluding from the compliance calculation
noninstructional activities not enumerated in the law or seek an
opinion from the attorney general to support its interpretation of
the law as reflected in the regulations.

Chancellor’s Office Action: None.

The Chancellor’s Office states that it respectfully disagrees with
our recommendation, but is still studying the practical effects
of ancillary programs in the districts.

Finding #3: Ineffective oversight by the Chancellor’s Office
allows districts to misreport their compliance rates.

The Chancellor’s Office relies primarily on district-hired CPAs to
ensure that districts’ reports are accurate, but because these CPAs
use inadequate audit procedures developed by the Chancellor’s
Office, they fail to discover errors. Also, some CPAs even fail to
demonstrate that they have completed the audit procedures from
the Chancellor’s Office. Since fiscal year 1993-94, the Chancellotr’s
Office has not routinely inspected the CPAs work to ensure that
districts are complying with the 50 percent law.
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We recommended that the Chancellor’s Office expand suggested
audit procedures for district CPAs to detect errors in risky areas,
such as faculty reassignments and exclusions from current
educational expenses. We also recommended that the Chancellor’s
Office perform routine, independent checks of work CPAs do for
the districts.

Chancellor’s Office Action: Partial corrective action taken.

The Chancellor’s Office reports that it presented changes in
50 percent law compliance tests to CPAs and district staff in
May 2001 workshops. It also says that it has resumed, to the
degree possible, CPA work paper reviews. The Chancellor’s
Office currently has one new position being funded by the
Governor for fiscal accountability. That position was filled and
the staff started work on October 1, 2001. Further, the Chancellor’s
Office says it will establish a formal policy to address instances
when it finds that CPAs audit work is substandard.
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CALIFORNIA COMMUNITY COLLEGES

|
Audit Highlights . . .

Our review of California’s
community college districts
(districts) revealed that the
Chancellor’s Office:

M Is not properly monitoring
the districts’ use of
instructional service
agreements.

M Does not have the
information needed
to determine which
districts have instructional
service agreements.

M Revised its district audit
manual but the manual is
still incomplete.

The Chancellor’s Office Should Exercise
Greater Oversight of the Use of
Instructional Service Agreements for
Training or Services

REPORT NUMBER 96040, JANUARY 2000

n accordance with Chapter 690, Statutes of 1997, we reviewed
I California’s community college districts’ (districts) compliance

with regulations prohibiting the districts from receiving
apportionment funding for activities that are fully funded through
another source. Districts use the apportionment funds they receive
to support their community colleges, including the instruction
provided. Districts can use instructional service agreements (ISAs)
to contract with public or private entities to provide specific training
or services. This report concludes that the Chancellor’s Office has
been slow to review and follow-up on the district’s compliance
with regulations concerning ISAs. Specifically, we found:

Finding #1: The Chancellor’s Office is not properly
monitoring the districts’ use of ISAs.

The Chancellor’s Office has been slow to monitor and follow up
on district annual audits performed by local independent certified
public accountants (CPA). These CPA reports include information
on the districts’ compliance with regulations concerning ISAs. As
of December 1999, the Chancellor’s Office had reviewed only 18 of
the 71 reports it had received 11 months earlier. Since it has not
yet reviewed all 71 audit reports, the Chancellor’s Office has only
limited assurance that it properly allocated funding to the districts.

We recommended that the Chancellor’s Office review district audit
reports to ensure that CPAs have performed the required audit pro-
cedures to assess district compliance with state regulations on ISAs
and promptly follow up on any state compliance issues identified
in these annual audits.
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Chancellor’s Office Action: Corrective action taken.

The Chancellor’s Office has completed the recommended
action and has received and reviewed all 71 audit reports for
fiscal year 1998-99.

Finding #2: The Chancellor’s Office may have provided
state apportionment funds for full-time equivalent
students (FTES) that did not comply with existing
Chancellor’s Office regulations.

For fiscal year 1997-98, Barstow and Lassen community college
districts received state apportionment funding for FTES generated
through ISAs using instructors that did not have signed contracts
with their districts. Such FTES do not comply with Chancellor’s
Office regulations and therefore would not qualify for apportion-
ment funding. In addition, Chabot-Las Positas Community College
District received state apportionment funding for FTES claimed
through an arrangement with the sheriff’s academy without having
an ISA with that agency. Chancellor’s Office regulations do not
allow FTES to be generated in that manner.

We recommended that the Chancellor’s Office determine whether
the FTES credits Barstow and Lassen community college districts
generated through their respective ISAs complied with State
Education Code and the Board of Governors’ regulations. We also
recommended that the Chancellor’s Office determine whether the
FTES credits generated by Chabot-Las Positas Community College
District met the requirements for state apportionment.

Chancellor’s Office Action: Corrective action taken.

A specialist in vocational education with responsibility for ISAs
has reviewed both districts and informed the Chancellor’s Office
that both are in compliance.

Finding #3: The Chancellor’s Office lacks information to
determine which districts have ISAs.

When we asked if the Chancellor’s Office could provide us with
the number of FTES individual districts generate from ISAs, we
were told such information is not available at the Chancellor’s
Office. Without knowing which districts generate FTES through
ISAs, the Chancellor’s Office cannot assess which districts may
be more likely to receive state apportionment funding based on
agreements that do not comply with the requirements outlined in
the district audit manual or the contract guide.
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We recommended that the Chancellor’s Office require districts to
submit a list of their ISAs and the number of FTES the districts
estimate they will generate through such agreements. The
Chancellor’s Office should utilize this information in its review
and follow-up of the districts’ annual audit reports to better assure
that districts are entitled to the apportionment funding.

Chancellor’s Office Action: Partial corrective action taken.

The Chancellor’s Office is now gathering information regarding
FTES generated at each community college by ISAs through
the automated reporting system currently in place.

Finding #4: The Chancellor’s Office’s district audit manual
is incomplete.

Although the Chancellor’s Office revised its district audit manual
to require the CPAs to test ISAs, its suggested audit procedures
do not include such items as verifying that contracting entities
certify that the direct education costs of their classes are not being
fully funded through other sources. Such a certification is required
by Section 58051.5 of Title 5 of the California Code of Regulations.
Because it did not include this provision in its Contracted District
Audit Manual, the Chancellor’s Office has less assurance that
districts comply with its provisions.

We recommended that the Chancellor’s Office revise its Contracted
District Audit Manual to require CPAs to specifically test the
districts’ compliance with regulations that prohibit them from
claiming FTES for fully funded classes.

Chancellor’s Office Action: Corrective action taken.

The Chancellor’s Office has amended its Contracted District
Audit Manual to require district auditors to specifically test the
districts’ compliance with regulations that prohibit them from
claiming FTES for classes fully funded through another source.
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LOS ANGELES COMMUNITY
COLLEGE DISTRICT

|
Audit Highlights . . .

Our audit of the procedures
used by the Los Angeles
Community College District
(district) to select its college
presidents disclosed that:

M In the past, the district
followed selection
procedures that were
generally consistent with
each other and allowed
for involvement by the
college community.

M Its revised procedures
improve the
accountability of the
process, provide for
greater community
involvement, and are
similar to those of
other community
college districts.

M The district has been slow
to replace interim
presidents. In four
instances since 1995, the
district has had an interim
president at a college
longer than state
regulations permit.

M District costs to select
college presidents have
increased significantly,
but are not out of line
with costs other districts
have incurred.

It Has Improved Its Procedures for
Selecting College Presidents

REPORT NUMBER 99134, AUGUST 2000

t the request of the Joint Legislative Audit Committee, we

audited the process the Los Angeles Community College

District (district) uses for selecting the presidents for its
nine campuses. This report concluded that, although the district
followed its Board of Trustees (board) selection procedures, the
district did not always hire presidents. In 1999 the district’s board
rejected the list of finalists forwarded to it by the search committees
at Mission and Harbor Colleges and chose instead to appoint
interim presidents. The district subsequently revised its selection
procedures to increase quality controls and community involvement
and conducted new searches that resulted in appointments of
presidents at these colleges in 2000. Although the revised procedures
are similar to those we identified as “recommended practices” and
to those used by some of the 18 California community college
districts we surveyed, we found several conditions relating to the
selection of college presidents that can be improved. We also
concluded that the district’s costs to conduct a search process are
not out of line with those of other districts.

Finding #1: The district’s revised procedures do not explicitly
include some recommended practices.

The district’s new selection procedures for hiring college presidents,
revised in September 1999, improved the accountability of the
process by designating a person responsible for ensuring compliance
with board procedures and by establishing timelines for the
selection process. The new procedures also provided for greater
community involvement by, for example, having a greater propor-
tion of representatives appointed from the campus community
with fewer board and district appointees on the selection
committee. These procedures are similar to those used by some of
the 18 California community college districts we surveyed and to
those recently developed by the Community College League of
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California (league), a nonprofit corporation whose voluntary
membership consists of the 72 local community college districts
in California.

The district should consider adopting those league-recommended
practices that it is not currently using, such as establishing a budget
for each search.

District Action: Corrective action taken.

In its one-year response to us dated September 14, 2001, the
district stated that it had reviewed the league-recommended
practices and while it had considered a number of ideas, the
district stated that it generally follows the recommendations.

Finding #2: Although the district encourages open meetings
on campus to present the candidates to college employees,
students, and residents of the community, open meetings
are not always held.

While not requiring such meetings, the district’s procedures suggested
that these are good opportunities for the committee members to
assess how well the candidates and college community would work
together and how effectively the candidates would deal with
specific concerns at the college. The committee for the recent
Harbor College search chose not to have an open meeting. We
believe open meetings on campus are an important quality control,
as well as an opportunity for more community involvement.

The district should consider making open meetings on campus a
standard practice unless the search committee has compelling
reasons why such meetings should not be held.

District Action: Corrective action taken.

On August 23, 2000, the board modified its rules to require
open meetings to be held for the purpose of presenting presi-
dential finalists to district residents and college faculty, staff,
and students. Feedback from these meetings is provided to the
board prior to its final hiring decision.
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Finding #3: The district’s contract with its search consultant
does not clearly specify the tasks to which the district and
the consultant agreed.

Although the district opted to use a search consultant in the
Mission and Harbor College searches completed in 2000, the
contract between the district and its consultant was not entirely
clear about the specific tasks to which the district and the consultant
agreed. In one example, the contract called for the consultant to
communicate with the board, but it did not specify the form or
frequency of the communication. In fact, we found no written
progress reports from the consultant. Although we have no indi-
cation of conflict between the district and the consultant over these
contract provisions, more precise descriptions of deliverables in
the future could forestall potential problems.

The district should ensure that contracts with search consultants
include a detailed statement of work and consider including a
requirement for consultants to provide periodic written status
reports to either the chancellor or the board so the district may
gauge their progress and value.

District Action: Corrective action taken.

The district indicated that its request for proposals distributed
recently to potential search firms contains a detailed statement
of the work of the consultant, and it calls for written status
reports to be presented periodically to the chancellor or board.
The district stated that these reports are now routinely submit-
ted to the board in its closed sessions.

Finding #4: The district needs to improve its record keeping
for its search activities.

We found no evidence suggesting that candidates had been
evaluated unfairly in the recent Mission and Harbor College
searches. However, the search committee did not always appropri-
ately document its evaluation process. In some instances, we were
unable to determine what criteria the committee used to evaluate
candidates it had interviewed. Although we saw interview questions,
district staff responsible for the conduct of the process could not
provide us with any summary of interview evaluations or evidence
of whether the finalists were selected by the committee solely based
on the interview questions or if other criteria were used.
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We believe that the tasks a selection committee undertakes are not
only important to ensure that the most qualified individuals are
selected as finalists, but also to demonstrate that the process was
conducted in a fair and equitable manner. When there is an
incomplete record of some of the procedures used in the selection
process, the district may not be able to assure critics of the process
that the selection was carried out in an appropriate manner.

We recommended that the district archive search documents to
demonstrate the district’s compliance with all required procedures
and to memorialize the process for subsequent searches.

District Action: Corrective action taken.

The district reports that it is archiving the records of recent
presidential searches, and holding records of currently active
searches, to ensure the information is available for future review.

Finding #5: In the last five years, the district has had
four interim presidents whose appointments exceeded
the one-year limit.

According to a provision in the California Code of Regulations,
no interim appointment of a president may exceed one year in
duration. This provision is designed to protect colleges against
interim presidents who may prefer to assume caretaker, rather than
leadership, roles, and who may be reluctant to make long-term
decisions. In addition, if the board appoints an interim president
without receiving community input, actions taken by the interim
president may have less community support.

Although the regulations allow the California Community College
Chancellor (state chancellor) to approve an extension of up to
one year for interim appointments if a district demonstrates a
pressing business need, the district has not submitted any requests
for extensions during the last five years. According to data provided
to us by the district, Mission and Pierce Colleges had interim
presidents for 25 months and 27 months, respectively, and
Harbor College had an interim president for 18 months. The current
president of Southwest College is also an interim president, a
position she has been filling since August 1996.

The district should perform selection procedures promptly to avoid
having interim presidents serve longer than the California Code
of Regulations allows. If the district cannot meet this timeline, it
should request a waiver from the state chancellor, demonstrating
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that it has a pressing business need to continue operating with an
interim president. We also recommended that the district develop
procedures for selecting interim presidents and submit them to
the board for approval. Also, the district should consider whether
appointing an interim president who may apply for the position
is appropriate.

District Action: Partial corrective action taken.

The district reports that it intends to perform selection proce-
dures promptly to avoid having interim presidents serve longer
than the California Code of Regulations allows. In cases where
longer service by an interim president is required, the district
plans to seek the appropriate waiver, indicating the business
need for the arrangement. Regarding the selection of interim
presidents, the district believes its interests are best served if it
retains the flexibility to devise selection procedures that conform
to applicable circumstances as they arise, and refrains from
adopting a fixed procedure. The board also articulated its
position on the issue of appointing interim presidents who
may later become applicants for the regular position. Whenever
the board appoints an interim president it will make a
determination on the matter based on the totality of the
circumstances existing at the time. In its one-year response to
us dated September 14, 2001, the district stated that it had
used open selection processes, which are similar to the regular
presidential selection process, to hire interim presidents.

Finding #6: The district does not have a system to track
the costs associated with the search for each of its
college presidents.

Although the district was able to provide certain cost information
upon our request, it generally does not have a system to track costs
associated with each search. The district’s costs of selecting a
president have risen significantly in the last year, from an average
of $6,200 for the searches ended in 1999 at Harbor, Pierce, and
Mission Colleges, to $32,000 or more for the searches completed
in 2000 at Harbor and Mission Colleges. The Harbor and Mission
Colleges searches, which were repeated because of the district’s
failure to appoint presidents in 1999, were more expensive in 2000
largely as the result of increased travel expenses for candidates
and the district’s decision to hire a search consultant. However,
although the district’s search costs increased, its expenses were still
comparable to those of other districts performing similar searches.
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The district should develop a system to separately track all costs
associated with each presidential search. This will allow the district
to determine if costs are reasonable and to budget appropriately
for future searches.

District Action: Partial corrective action taken.

In its one-year response to us dated September 14, 2001, the
district stated that it plans to implement a major upgrade of its
accounting system within the next year or two and anticipates
that its ability to track the costs of presidential searches will
improve greatly. In the meantime, the district is implement-
ing a method of identifying expenses related to individual
searches using a simple spreadsheet approach.
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DEPARTMENT OF CONSUMER AFFAIRS

|
Audit Highlights . . .

Our review of the Department
of Consumer Affairs
(department) disclosed that:

M The department has not
fulfilled its oversight
responsibility over its
boards and bureaus,
allowing weaknesses
in licensing and
complaint processing to
continue undetected.

M The department diverted
its internal audit resources
away from reviews of the
licensing and complaint
processes of its boards
and bureaus, using them
instead on lower-risk
special projects.

M Many boards and
bureaus do not publicly
disclose complaint
information even though
department policy requires
such disclosures.

M None of the four boards
and bureaus we visited
is promptly processing
all complaints.

continued on next page

Lengthy Delays and Poor Monitoring
Weaken Consumer Protection

REPORT NUMBER 2000-111, NOVEMBER 2000

he Joint Legislative Audit Committee requested that we

determine whether the Department of Consumer Affairs

(department) is properly overseeing its boards and bureaus
and to assess board and bureau regulatory operations. We found
that the department has not provided adequate oversight to its
boards and bureaus, and as a result, has allowed weaknesses in
their regulatory functions to continue.

Finding #1: The department had diverted its internal audit

resources away from reviewing the licensing and complaint
processes of its boards and bureaus and instead used them

on lower risk special projects.

The department’s oversight efforts have relied heavily on unverified
information reported by the boards and bureaus themselves, such
as strategic plans, regulations, annual statistical reports, and any
results from the periodic Joint Legislative Sunset Review Committee
process. This self-reported information, while useful, should not
be the department’s exclusive source of assurance that the boards
and bureaus are protecting consumers.

We recommended that the department establish a plan to periodi-
cally review and evaluate the licensing and enforcement functions
of its boards and bureaus. Additionally, we recommended that the
department better utilize the resources of its internal audit office
to consistently review the boards and bureaus to ensure that they
have adequate monitoring systems and established processing goals.

Department Action: Corrective action taken.

The department reported it has hired additional staff for its
internal audit office and has established an audit committee
to guide the activities of its internal audit office. The depart-
ment also reported that since January 2001, the internal audit
office commenced 4 licensing and enforcement audits, and
completed 12 internal control audits and two performance
audits of its boards and bureaus. Furthermore, the department
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M Nineteen of the 35 boards

and bureaus we reviewed
or surveyed had not
established time goals
they could use as a

way to monitor their
effectiveness in responding
to complaints.

The Bureau for Private
Postsecondary and
Vocational Education
temporarily discontinued
investigating some
complaints including
allegations of serious
violations of law.

Disciplinary cases
requiring legal
representation by the
Attorney General’s
Office frequently take
more than a year

to resolve.

stated that its fiscal year 2001-02 audit plan dedicates
50 percent of its audit resources to performing audits at
selected boards and bureaus.

Finding #2: Boards and bureaus do not consistently comply
with the department’s complaint-disclosure policy.

Department policy requires boards and bureaus to publicly disclose
complaints that are determined to involve probable violations of
licensing laws and regulations, such as warning letters, citations,
and license suspensions or revocations. However, 19 of the boards
and bureaus we surveyed indicated that they do not publicly
disclose complaints that result in warning letters. When boards
and bureaus do not disclose complaint information in conformity
to the department’s policy, consumers are deprived of informa-
tion they need to make informed decisions.

We recommended that the department ensure that its boards and
bureaus are consistent in releasing complaint information to
the public.

Department Action: Partial corrective action taken.

The department reported that it is drafting a new complaint
disclosure policy, and has held two public hearings at different
locations within the State to solicit proposed language for the
revised policy. Two more public hearings are scheduled to
provide additional public participation. The department has also
collected data from the boards regarding the point at which they
release complaint information to the public, and has encour-
aged boards to have a current and accessible disclosure policy.

Finding #3: The Bureau for Private Postsecondary and
Vocational Education (BPPVE) has deficiencies in its licensing
and complaint processes.

Because the BPPVE provides inadequate guidance to its staff and
does not adequately monitor its licensing and complaint processes,
it cannot ensure that consumers are well protected from the
institutions it regulates. Additionally, the BPPVE temporarily
discontinued investigating complaints that it was unable to
mediate, and overcharged institutions for license fees.
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We recommended that the BPPVE:

e Establish a system to monitor its licensing and complaint
processes to ensure they are prompt and effective.

e Develop policies and procedures to guide staff in consistently
and effectively carrying out its regulatory activities.

¢ Ensure that it investigates all consumer complaints, especially
those it cannot mediate.

¢ Continue its efforts to identify and reimburse those institutions
that were overcharged for licensing fees.

BPPVE Action: Corrective action taken.

The BPPVE reported it has developed a monitoring system to
ensure that its licensing and complaint activities are prompt
and effective and developed policies and procedures to guide
its licensing and enforcement staff. The BPPVE also reestablished
its relationship with the department’s division of investigations
to handle complaints that it cannot mediate, and is continuing
its efforts to identify institutions that were overcharged
license fees.

Finding #4: The Dental Board of California (board) does not
adequately monitor its licensing and complaint processes,
has not established timelines for the prompt resolution of
complaints, and has several weaknesses in its internal
controls over cash receipts.

We recommended that the board develop a system to monitor its
licensing and complaint processes and develop time goals for
resolving complaints. We also recommended that the board identify
causes of delays in resolving consumer complaints and take
action to minimize them. Finally, we recommended that the board
strengthen its controls over cash receipts.

Board Action: Corrective action taken.

The board reported it has established time standards for the
processing of complaints. It has also developed a manual moni-
toring system to assess how quickly it processes licenses and
complaints. The board is continuing to address the causes of
delays in its complaint processing by hiring an additional dental
consultant and seven more investigators. Finally, the board
stated that it had instituted several control processes to better
safeguard cash receipts.
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Finding #5: The Bureau of Automotive Repair’s (bureau)
licensing operation, handled by the department prior to

July 2000 when the bureau assumed control, has a flaw in

its tracking system that caused some significant delays.
Additionally, complaints received for the bureau’s auto repair
consumer protection program are taking too long to resolve.

We recommended that the bureau develop a system to monitor its
licensing activities for promptness and to take actions to improve
the time it takes to respond to consumer complaints.

Bureau Action: Corrective action taken.

The bureau reported it has developed a system to monitor all
license applications to ensure that they are processed promptly.
The bureau also stated that it has developed new computer
programs and hired additional staff that will assist it in resolving
consumer complaints more rapidly.

Finding #6: The Contractors State License Board (CSLB) has
experienced delays in processing consumer complaints as a
result of its reengineering efforts.

We recommended that the CSLB continue to monitor the results
of its reengineered complaint-handling process to ensure that it
responds promptly to consumer complaints and that consumers
have adequate access to its services.

CSLB Action: Corrective action taken.

The CSLB stated it would continue to monitor its complaint
process to ensure that it promptly responds to consumer com-
plaints and that consumers have adequate access to its services.

Finding #7: Disciplinary cases requiring legal action through
the Attorney General’s Office (AGO) experience long delays,
with some taking up to three years to resolve. However,
because neither the AGO nor the boards and bureaus track
the causes for delay, we were not able to identify why these
cases take so long to resolve.
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We recommended that the department, the AGO, and the various
boards and bureaus within the department should review the data
compiled by the AGO’s new management reporting system as a
means to identify and resolve delays. If this effort is unsuccessful,
the department should recommend to the Legislature an alterna-
tive to the current system of AGO representation.

Department Action: Pending.

The AGO is still in the process of implementing its new man-
agement time reporting system. It has encountered technical
problems in its implementation of the system and now
expects the system to be fully operational by June 2002.
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CALIFORNIA STATE PRISON,

SAN QUENTIN

|
Audit Highlights . . .

An employee engaged in the
following improper
governmental activities:

M Made improper
representations to other
governmental entities
when establishing a
nonprofit organization
(association) dffiliated
with California State
Prison, San Quentin.

M Used more than $1,300 of
the association’s funds for
personal purposes and
made other questionable
expenditures from the
association’s account.

M Failed to withhold payroll
taxes and make payments
to tax authorities for
employees of the
association’s museum.

Investigations of Improper Activities by
State Employees, Report 12000-2

ALLEGATIONS 1990090, AUGUST 2000

hile employed at the California State Prison,
San Quentin (prison), an employee improperly estab-
lished a museum on prison grounds and, as an officer
of a nonprofit organization (association), used more than $1,300
of the association’s funds for personal benefit, and paid wages to
the association’s employees without withholding required taxes.

Finding #1: An employee misrepresented the prison’s role in
the management of the association.

Specifically, the employee led the secretary of state, the Internal
Revenue Service, and the Franchise Tax Board to believe that the
prison’s warden would oversee the association and its museum.
He made these representations when filing documents with those
entities to establish the association as a nonprofit public benefit
corporation, thereby implying that the State and the prison accepted
responsibility for the association. However, the employee never
told the wardens that they were named as having responsibilities
related to the association. Instead, through casual remarks to them,
he led them to believe they had no such responsibilities.

Finding #2: Contrary to state law and the association’s
articles of incorporation, the employee spent $1,338 of the
association’s cash for his own benefit from April 1998
through January 1999.

In addition, the employee inappropriately wrote at least three checks
totaling $1,300 on the association’s account for parties. The
employee claimed that he inadvertently used the association’s
funds for his personal benefit and, in mitigation, he made dona-
tions to the association that total more than the amount of funds
he used. Although the employee made approximately $3,265 in
donations to the association, it was improper for him to use the
association’s funds as he did.
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Finding #3: The employee paid association wages to at least
five employees of the museum from 1995 through 1998, but
did not withhold required taxes or remit them to the
Employment Development Department as required.

The employee told us he considered the employees to be indepen-
dent contractors rather than employees. The wardens in charge at
the time told us they thought the individuals were volunteers, not
paid employees.

Department Action: Corrective action completed.

The Department of Corrections (Corrections) reported that
neither its administration nor the prison’s warden at the time
was aware of the representations made by the employee to
establish the association as a nonprofit organization. The
current warden and Corrections’ regional administrator have
determined that it is in Corrections’ best interest to reopen the
museum due to its historical importance. As a result, Corrections
is currently considering reopening the museum as a nonprofit
entity, under the direction of an outside independent board of
directors. However, before it reopens the museum, Corrections
will insure that its tax status is properly established and that
adequate accounting procedures are established. Corrections
has referred the issue of tax withholding to the Franchise
Tax Board for its review.




DEPARTMENT OF CORRECTIONS

|
Audit Highlights . . .

Employees of the Department
of Corrections engaged in the
following improper
governmental activities:

M One employee received a
gift from a state vendor
in the form of reduced
vehicle registration fees.

M Created the appearance of
a conflict of interest by
directing substantial state
business towards a vendor
who also repaired their
personal vehicles.

M Circumvented controls
over repairs and
modifications and did
not hold the vendor
accountable for failed
repair work.

Investigations of Improper Activities by
State Employees, Report 12001-1

ALLEGATION 1990136, APRIL 2001

e investigated and substantiated an allegation that

vehicle maintenance officers and senior staff at the

Department of Corrections’ (corrections) Southern
Transportation Unit (STU) had their privately owned vehicles
repaired by a vendor that also repairs the STU’s state vehicles, and
that some individuals received discounts from the vendor. We also
substantiated other improper activities. Specifically, we found:

Finding #1: One employee improperly received a gift and
created the appearance of a conflict of interest.

One employee improperly received a gift in the form of reduced
registration fees when he purchased a car from a dealership whose
owners also own an automotive repair shop used regularly by the
STU. The employee, whose duties place him in frequent contact
with such vendors and give him the ability to influence which
vendors management selects, purchased a sport utility vehicle from
the dealership for $17,602. However, the purchase price reported
to the Department of Motor Vehicles (DMV) was only $10,000.
Thus, the employee benefited in the form of reduced registration
fees associated with the sale.

Finding #2: Other employee transactions created the
appearance of a conflict of interest.

Four employees, all of whom held positions that enabled them to
authorize or influence the amount of state business a vendor
received, created the appearance of a conflict of interest when they
used one vendor to perform the majority of the STU’s repairs while
the same vendor also repaired their personal vehicles. One of these
employees, a manager, said he instructed staff to use the vendor as
the primary vendor of choice for maintenance and repairs of STU’s
fleet after performing his own analysis and receiving input from
his vehicle maintenance officers. However, his analysis conflicted
with what the previous STU manager had found—that is, that
several qualified vendors offered comparable services and prices.
She decided to stop using the vendor when she noticed the vendor
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engaged in an apparent pattern of excessive repairs and when she
became aware that several employees were taking their personal
vehicles to the vendor and were allegedly receiving discounted prices.
Despite her concerns, shortly after she left the STU on July 14, 1997,
the STU again began using vendor A almost exclusively.

In addition, from March 1998 through March 2000, we found at
least five employees used the vendor for maintenance and repairs
on their personal vehicles. Although we did not find any direct
evidence that all these employees received vendor discounts, certain
aspects of their transactions were questionable. For instance,
one document included information that appeared to indicate
a manager received a $45 discount. We also noticed on the invoice
that the vendor failed to charge the manager for oil disposal
fees commonly associated with the type of service provided.
Such transactions, coupled with the significant increase in state
business the vendor received, contributed to the appearance of
conflicts of interest.

Finding #3: The STU circumvented controls when purchasing
high-cost repairs from the vendor, failed to hold the vendor
accountable for failed repair work still under warranty, and
paid the vendor to make modifications without obtaining
the appropriate approval.

We found at least five instances in which the State paid for repairs
in excess of $500 after the STU either encouraged or allowed the
vendor to split the cost of the repairs over multiple invoices in
order to circumvent the approval process. In addition, the STU
did not collect for failed repair work still under warranty. For
example, the STU paid $1,300 to the vendor for replacing a
computer module, ignition switch, and alternator on a state vehicle.
Two weeks and less than 1,000 miles later, the vehicle experienced
similar problems, yet the STU paid the vendor approximately $632
to install another computer module. The STU also paid the vendor
to make vehicle modifications without obtaining the appropriate
approval. For instance, the STU used the vendor to install cruise
control for $384 and air horns for $105 on a state vehicle without
obtaining the appropriate approvals.

36



Department Action: Pending.

Corrections agreed that one employee received a gift in the
form of reduced vehicle registration fees, but could not develop
a preponderance of evidence that the employee was respon-
sible for misreporting the vehicle sales price. Corrections also
agreed that STU employees circumvented controls over repairs
by allowing invoices to be split. Corrections’ investigative and
audit reports have been forwarded to the appropriate hiring
authority within Corrections to determine what action should
be taken.
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DEPARTMENT OF CORRECTIONS

|
Audit Highlights . . .

Our review of the California
Department of Corrections’
(department) fiscal practices
and internal controls revealed:

M Spending plans, which are
used to control program
expenditures and to
identify potential shortfalls,
are inaccurate and do not
align with the depart-
ment’s spending authority.

M Excessive use of custody
staff overtime and sick
leave, combined with
inadequate funding, is the
primary cause of its
budget shortfalls.

M Improved contracting
practices could result in
hundreds of thousands of
dollars per year in savings
and prompt payments
to contractors.

M Proactive strategies for
reducing costs related
to legal actions are not
fully implemented.

Its Fiscal Practices and Internal
Controls Are Inadequate to Ensure
Fiscal Responsibility

REPORT NUMBER 2001-108, NOVEMBER 2001

e evaluated the Department of Corrections’ (department)

budgeting practices, fiscal management, and contract-

ing practices. We found the department practices in
each area were inadequate to protect the best interests of the State.
Specifically, we found:

Finding #1: Unrealistic spending plans hinder the department’s
ability to manage its fiscal situation effectively.

The department’s spending plans, which it uses to control program
expenditures and to identify potential shortfalls, do not provide
an accurate base from which it can make informed fiscal decisions.
In fact, we found variances as large as $168 million between its
spending authority and spending plan in one year. This situation
has occurred because the department failed to ensure that its spend-
ing plans correspond to its spending authority. This failure may
have contributed to the departments past funding shortfalls.

To manage its fiscal operations more effectively, we recommended
that the department ensure its spending plans correspond to its
spending authority.

Department Action: Corrective action taken.

The department reported that it has reconciled its budget
authority to its spending plan for fiscal year 2000-01. It also
stated that the spending plans would be adjusted throughout
the year when it receives executive orders and budget revisions
that impact the department’s spending authority. The Office
of Financial Management will continue to ensure that the final
spending plans align with the final spending authority.
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Finding #2: The department needs to improve the way it
communicates to the Legislature.

Because of differences between the department’s spending authority
and how it spends its funds, the department should prepare and
present a report to the Legislature that reflects its spending plans
and realistic projections for where it expects its expenditures to
occur. Such a report would allow for resolution during the budget
process and ultimately should result in spending authority and
spending plans that realistically reflect where the department is
spending its funds.

In light of its continuing budgetary challenges, the department
should report the status of its financial position to the Legislature
each November, February, and May.

Department Action: None.

The department states that it cannot comply with this
recommendation due to a lack of staff resources or adequate
data systems. The department also believes that the prescribed
time frames for submittal of the reports is unrealistic given the
current parameters for securing month-end accounting data
necessary for preparing the reports. The department is currently
preparing a feasibility study report related to the acquisition
of an Enterprise Resource Planning Business Information
System, which, if approved, will provide the department with
the ability to generate more detailed expenditure reports.
However, we believe the department’s current data systems
are adequate for preparing the suggested report.

Finding #3: The department needs to reevaluate its
standard costs.

To adjust the department’s spending authority and spending plans
for increases and decreases in inmate and parolee populations and
in the number of staff needed to guard and provide services to
inmates, the department uses standard cost factors. However, we
found the department did not update these standard costs as
recommended by the department staff that redesigned them.
Consequently, the information used to compile the standards are
now over four years old and do not reflect the department’s
true needs.

To better match its budgeted funds to its actual expenditures, we
recommended that the department periodically review and update
its standard cost formulas.
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Department Action: Pending.

The department contracted for an independent review to
develop a new base budget methodology that will provide cost
measurements (standard costs) that represent the department’s
true costs. Once the new methodology is developed, the
department states that it will periodically update its standard
costs as needed.

Finding #4: The department’s fiscal monitoring activities
are inadequate.

Because the department uses the inaccurate spending plan figures,
discussed above, as the basis for its primary fiscal management
system (monthly budget plan review), it is not using a reasonable
basis for fiscal decision making. In addition, department fiscal
analysts spend much of their time reviewing methods used by
institutions to project expenditures instead of analyzing the
problems and issues presented. Finally, even when its monthly
budget plans identify problems, the department rarely takes cor-
rective action. Until the department resolves these issues, its fiscal
monitoring efforts will be futile.

To improve its fiscal management, we recommended that the
department fully implement and use its new automated monthly
budget plan review and ensure that it prepares and implements
corrective action plans to aid in the resolution of projected
spending deficiencies.

Department Action: Partial corrective action taken.

The department’s automated monthly budget plan has been
implemented statewide and effective November 1, 2001, the
department is conducting monthly evaluations of the plans.
The department also stated that it will conduct monthly fiscal
briefings to the directorate and that any programs that have
not submitted corrective action plans will be contacted and
required to do so.

Finding #5: The department can improve its deficit
analysis process.

The department asserted that there are 12 causes for its recurring
budget shortfalls; however, we found that the department’s con-
clusions as to the origins of these deficits were often lacking what
we would consider sound financial analysis. Specifically, the
department’s analysis for 8 of its 12 asserted causes lacked a
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comparison of budget-to-actual expenditures and the department
could not provide support for the base values used in one analysis.
In addition, we found that although the department may have
incurred shortfalls in particular expenditure line items, in two cases
a higher level analysis of the expenditure category or program
indicated that sufficient funds were available in other line items
to cover the shortfall.

We reviewed four years of the department’s spending plans and
expenditures for five expenditure categories, and although depart-
ment expenditures increased in each of the categories, we found
that in all cases the amount reflected in the department’s spending
plan had decreased in one or more years. Our analysis indicates
that the department can manipulate the shortfall in an expenditure
category by decreasing the posting to its spending plan.

To improve the way it analyzes areas contributing to budgetary
challenges, the department should compare year-to-date and
projected expenditures to a budget that aligns with its spending
authority. The department should perform this analysis in conjunc-
tion with an overall program analysis to ensure that shortfalls in
one area cannot be covered with surplus from another area.

Department Action: Partial corrective action taken.

The department reported that it is now continuously
reconciling its spending plans with its spending authority and
that its monthly budget plan review provides an effective tool
for monitoring the department’s overall fiscal condition.
However, the department did not address whether it would
conduct a program analysis in conjunction with its expenditure
line item reviews.

Finding #6: Eliminating excessive overtime would save the
State at least $42 million per year.

In fiscal year 2000-01, the department incurred more than
$176 million in overtime expenditures for custody staff—nearly
double its spending authority of $89 million. Excessive overtime
is primarily caused by excessive custody statf vacancies and overuse
of sick leave. In fact, a department analysis of its overtime
expenditures revealed that 72 percent of the overtime was avoid-
able, meaning that a scheduled person on regular time could have
filled the need—if available. The department could reduce its budget
shortfall by at least $42 million by replacing costly overtime
expenditures with regular time pay when possible.
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To resolve its funding shortfall for custody staff, the department
should act aggressively to fill all vacant custody staff positions and
continue its efforts to lower to budgeted levels its staff’s use of
sick leave.

Department Action: Pending.

The department stated that it has been aggressively pursuing
enhanced recruitment policies (made possible by an increase in
funding authority from the administration and the Legislature)
with positive results. The number of cadets that graduated in
fiscal year 1998-99 was 1,214 versus 1,830 projected for fiscal
year 2001-02. The department reported that it will continue
aggressive recruitment efforts. The department also reported
that it is controlling sick leave usage to the extent possible
under federal and state laws. The director stated that he will
continue to take appropriate steps regarding the abuse of sick
leave, but did not indicate what these steps would entail.

Finding #7: The department has failed to act promptly to
control workers’ compensation costs.

Excessive workers’ compensation costs contributed approximately
$28 million to the department’s funding shortfall in fiscal year
2000-01. However, the department has failed to take action to
control these escalating costs—further evidence of the department’s
failure to take action to protect the State’s interests when it identifies
fiscal problems.

To reduce workers’ compensation costs, we recommended that the
department continue to develop and implement a mitigation
strategy as soon as possible.

Department Action: Pending.

The department is in the process of developing a three-year
workers’ compensation cost containment strategy plan. The plan
includes six areas that will aid the department in controlling
workers compensation costs. The six areas include a fraud
program, partnering with other agencies, identifying the role
of the return-to-work coordinator (RTWC), developing tools
to improve case management, providing education and training
to the RTWCs, and developing ways to streamline the process.
The Legislature also authorized six new positions in the fiscal
year 2001-02 budget for a new program to assist in combating
workers’ compensation fraud within the department. The
department reported in November 2001 that this program is
currently being implemented.
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Finding #8: Changing job placement programs would
increase placements and reduce costs.

The department could save over $700,000 per year and place
hundreds more parolees into the work force by expanding its use
of the Jobs Plus program (Jobs Plus) and eliminating its use of the
Offender Employment Continuum program (Continuum). Parolee
job placements through Continuum are more costly than those
through Jobs Plus because of the basis used for payments. However,
it is unclear why Jobs Plus places parolees into jobs at higher rates.

To maximize its use of contract funds and ensure that it does not
incur unnecessary charges, we recommended that the department
pay its Continuum subcontractors for each placement of a parolee,
just as it does with Jobs Plus contractors. The department should
also implement strategies to encourage higher job placement rates
for the Continuum contractors.

We also recommended that if the department cannot improve
Continuum’s placement rates and reduce to a level commensurate
with Jobs Plus the cost for each placement, the department should
eliminate Continuum and expand Jobs Plus to accommodate those
parolees whom the department would have referred to Continuum.
In addition, if department staff find the Continuum workshop
superior to that of Jobs Plus because it leads to lower recidivism
rates, the department should consider revising its contract with
Jobs Plus to include a workshop that is similar to that of Continuum.

Department Action: Pending.

The department believes it is too early to conclude that one
job placement program is better than the other and is waiting
for the results of two studies before making decisions on which
program warrants future funding. One study is not due until
approximately January 2004. In addition, the department
is attempting to reduce the average cost of Continuum by
increasing parolee participation, examining site locations
to determine optimal placement, and will explore the feasi-
bility of changing the reimbursement process for existing
Continuum contracts.

Finding #9: The department is paying excessive indirect costs
for its Jobs Plus contract.

The department paid but could not support nearly $24,000 in
indirect contract costs to the Jobs Plus contract administrator. In
addition, the department could have saved $150,000 if it had
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negotiated the current federal indirect cost rate instead of the rate
in its contract with Jobs Plus. Using the federal rate is not
uncommon as the department used an even lower rate in its
previous contract with Jobs Plus.

To further maximize the use of contract funds without incurring
unnecessary charges, we recommended that the department obtain
and review cost allocation plans for all contracts and seek cost
recovery for any unsupported costs. Further, we recommended that
the department attempt to negotiate the indirect-cost rate that its
contract administrator charges federal programs, or a lesser rate,
in future contracts.

Department Action: Pending.

The department stated that it will investigate the feasibility of
adopting the federal indirect cost rate in future contracts.
Depending on the results of the feasibility study, the department
may require a review of all cost allocation plans that exceed
the guidelines developed. However, the department believes
that reviewing all cost allocation plans creates a workload and
staffing issue, which the department does not have the
resources to address at this time. Alternatively, the department
will require contractors to retain a current cost allocation plan
and will review the plan and recover any unsupported charges
during any audits it conducts.

Finding #10: Some of the substance abuse program’s
subcontractors do not receive prompt payments.

Our review of a sample of invoices revealed that some sub-
contractors have to wait as long as four months to receive
payment. Such lengthy delays can have severe repercussions
for these subcontractors, forcing some to rely on costly lines of
credit to meet their financial obligations and threatening the
solvency of other subcontractors. The department is contributing
to the payment problems by failing to establish a mechanism for
subcontractors to communicate their problems and by not
enforcing contractual payment provisions.

Our recommendation to help ensure that contractors and
subcontractors receive payments in a timely manner, was for the
department to establish a formal complaint mechanism for
contractor payment delays or other problems, and to assist in
resolving identified problems.
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Department Action: Pending.

The department stated that discussions with primary and second-
tier providers have focused on strategies to streamline the
payment process and to establish clear lines of communication,
with the primary objective to alleviate cash flow problems to
all levels of service providers, including third-tier subcontractors.
It also responded that specific discussions may include a
requirement for all second-tier contractors to include a
notification to all third-tier contractors of the appropriate
department address, telephone number, and contact person
to be contacted if any payment problems occur. The department
has also assessed the current payment flow and implemented
changes to the current contracts, which allows a smoother and
more efficient payment flow to all levels of service providers.
Specifically, the modifications permit second-tier subcontractors
to receive direct payments from the State Controller’s Office,
thereby eliminating the first layer in the original payment
design. The department will also revise future contract language
to provide contractors with department personnel and phone
numbers to address program contract and payment issues that
may arise.

Finding #11: Inconsistent contract monitoring does not
ensure the best use of state resources.

The department’s monitoring of subcontractors is inconsistent,
ranging from inadequate in some cases to excessive in others. As a
result, the department is not allocating its limited resources in the
most efficient, effective manner to ensure the accuracy of contractor
invoices and the satisfactory delivery of services.

To use its resources more efficiently and to make sure that con-
tractors and subcontractors comply with contract provisions, we
recommended that the department standardize its contract
monitoring procedures. These procedures should include a
requirement for its primary contractors to provide a list of all
subcontractors, including their addresses and primary contacts,
so that the department can identify any possible self-dealing and
take appropriate action to ensure that all invoices from entities
that subcontract with themselves are legitimate. We also recom-
mended that the department establish a procedure for reviewing a
sample of invoices, such as 10 percent, for all other subcontractors
and establish procedures to schedule and conduct periodic site visits
for all contractors and subcontractors.
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Department Action: Pending.

The department reported that it will revise contract language
to require that subcontractor information is included in all
future contracts. It also stated that it is developing training
material to provide contract-monitoring training to its major
programs. The department is examining the feasibility of
identifying and sampling contracts for review where problems
are more likely to occur. To streamline and eliminate overlap-
ping administrative functions for one program, the department
restructured the contract to more clearly define responsibilities
and implemented a revised invoice procedure that places the
responsibility for the invoice review with the contract’s
administrative intermediary. Finally, the department plans to
formalize policies and procedures for the review of documen-
tation in support of subcontractor invoices that are reviewed
by the primary contractor. However, the review will be reserved
for limited cases based on department staffing levels.

Finding #12: The department overstated the benefits of a
recent reorganization of its central administration program.

In an April 2001 hearing before the Joint Legislative Audit
Committee, the department reported that a reorganization of the
department’s Central Administration Program was responsible for
cost reductions of $19.6 million in fiscal year 2000-01. However,
our analysis revealed that the majority of the reported savings—
$13.6 million—relates to what we consider normal year-end budget
activities and not to the reorganization.

We recommended that the department continue to conduct
evaluations of its budget needs as part of its year-end budget
activities and eliminate funding for unneeded items or positions.

Department Action: Pending.

The department stated that it will continue to evaluate
program budget needs on an ongoing basis and realign funding
as appropriate.

Finding #13: The department can improve its efforts to
minimize legal expenses.

The department has not fully implemented all its strategies designed
to reduce the occurrence and consequences of costly legal action
against the department. Until it does so, it will not be able to
manage legal costs as effectively as possible.
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To manage potential litigation costs as effectively as possible, we
recommended that legal affairs fully implement all its proposed
cost-cutting strategies, fix or replace its case-tracking database to
provide a stable tracking system for all settlement and judgment
costs, and consider the viability of tracking all internal and exter-
nal attorney costs associated with each legal case.

Department Action: Pending.

The department reported that it is taking all available steps to
fully implement the recommendations.
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DEPARTMENT OF CORRECTIONS

|
Audit Highlights . . .

Our review of the Parole
Outpatient Clinic Program
(program) at the Department
of Corrections (department)
found that:

M The program’s new
continuum process, while
an improvement over its
previous process, still does
not identify and serve
nearly 40 percent of
mentally ill parolees.

M In 38 of the 83 cases we
reviewed, social workers
did not perform prerelease
assessments, and
45 parolees were not seen
by the clinics within
required time frames.

M A new data management
system, when
implemented, may address
some of the program’s
weaknesses, but it would
be more effective if linked
to other department
computer systems.

continued on next page

Though Improving, the Department Still
Does Not Identify and Serve All Parolees
Needing Outpatient Clinic Program
Services, but Increased Caseloads Might
Strain Clinic Resources

REPORT NUMBER 2001-104, AUGUST 2001

he Joint Legislative Audit Committee requested that we
review and evaluate the goals of the Department of

Correction’s (department) Parole Outpatient Clinic Program
(program) and determine whether the department has adopted
reasonable strategies to achieve these goals. The program serves
parolees who have mental health needs as well as other parolees
who can benefit from psychiatric treatment, such as sex offenders or
violent offenders. These parolees receive treatments, including indi-
vidual or group therapy and medication management, as determined
necessary by the program’s clinical staff. We found that the program
has failed to serve many of the parolees that the department has
determined could most benefit from its services. Specifically:

Finding #1: The department has failed to identify and treat a
large number of parolees who had been diagnosed as
mentally ill when in prison.

Although the program’s recently implemented Mental Health
Services Continuum Program (continuum process) has increased
the proportion of mentally ill parolees it serves, a significant
number are still not served. Additionally, the continuum process
originally did not include inmates receiving inpatient Department
of Mental Health treatment or participating in the Crisis Beds
program, both of which include the more severely mentally ill,
and therefore may pose a more significant risk to the public.
However, the program advised us that it will amend its process to
include inmates in these categories. The program has also developed
a new data management system that it believes will allow it to
better identify and serve all mentally ill parolees. However, the
program estimated that this system would not be operational until
the end of August 2001.
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M One-third of the parolees

served by the program are
not diagnosed with a
mental illness but fit other
criteria established by

the department.

The program should
establish caseload
standards and use its new
system to identify its cost
of serving different types
of parolees so it can
manage expected
caseload increases.

Before October 2000 the department relied on parole agents to
refer parolees for evaluation and treatment. This process was not
effective, and almost half of the nearly 24,000 mentally ill parolees
that went on parole between July 1998 and September 2000
received no treatment at the parole outpatient clinics (clinics).
Although the program implemented the continuum process for
inmates scheduled for parole on or after October 1, 2000, it still failed
to serve almost 40 percent of the more than 6,000 mentally ill parol-
ees who went on parole between October 2000 and March 2001.
This is far short of its goal of serving all mentally ill parolees.

We recommend that the program complete the implementation
of its new data management system. After implementing the
system, the program should identify parolees whom it failed to
identify as needing services and ensure that they receive the
treatment they need. In addition, it should implement its plan to
include in its continuum process those parolees designated while
in prison to have been in the Department of Mental Health
inpatient and Crisis Beds programs.

To determine the progress the program has made in identifying
and serving mentally ill and other parolees, the department should
reassess the program one year after implementing the new data
management system. The department should submit the completed
assessment to the Youth and Adult Correctional Agency.

Department Action: Partial corrective action taken.

In its 60-day response, dated November 5, 2001, the department
stated that it has installed its new data management system
in two of its four regions and expects to have it fully installed
and operational by December 15, 2001. To identify parolees
who were not sent to the program for treatment, the depart-
ment will be asking its parole agents to review their parolees’
records and refer to the program those parolees who were classi-
fied as mentally ill while in prison but who have not been seen
by the program during their parole. It also stated that it is in
the process of amending its prerelease contracts to include those
parolees designated while in prison to have been in
the Department of Mental Health inpatient and Crisis Beds
programs. It expects to have these amendments in place by
January 2002. The department is currently working to develop
a contract, that will provide an evaluation of the program.
It expects to have developed the scope of the evaluation by
January 2002, and then it will select a contractor to perform
the evaluation.
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Finding #2: The program does not always perform needed
prerelease assessments or provide timely services.

As part of the continuum process, the department established
guidelines requiring all inmates diagnosed with mental illness to
be assessed before leaving prison on parole and that the parole
clinics should see the newly released parolees within specified time
frames. However, the program did not complete prerelease
assessments for 38 of the 83 mentally ill parolees whose cases we
reviewed, even though it had determined that these assessments
were needed to properly identify and serve the inmate once on
parole. Additionally, program clinicians saw 45 of these 83 parolees
outside of the time frames the department has established in order
to ensure that mentally ill parolees receive the treatment needed
to protect the public and the parolees themselves. In 28 of these
435 cases, parolees were seen within 30 days after parole, but for
the other 17, initial appointments did not occur until between
32 to 119 business days after parole.

We recommended that the program use its new data management
system to monitor its contractors to ensure that they complete
prerelease assessments on all mentally ill inmates scheduled for
parole and that its clinics see mentally ill parolees within required
time frames.

Department Action: Corrective action taken.

The program has assigned a program manager to monitor the
contractors’ performance in completing prerelease assessments.
In addition, the program is using the new data management
system to track the status of prerelease assessments of mentally
ill inmates who are within 90 days of release from prison.
Finally, the department has designed the system to ensure that
its clinics see parolees within required time frames and has
dedicated staff to ensure that this occurs.

Finding #3: The program'’s process for identifying parolees
that need its services is not always effective.

Each month, the department provides the program with a list of
mentally ill parolees due for parole within the next 120 days. The
program then assigns each of the parolees on the list to a social
worker, who then enters the information from their assessment
onto the system. However, according to the program, the computer
program developed to extract the information from the
department’s systems did not include all specified mentally ill
inmates, so the lists the department produced for the program
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were incomplete. Indeed, using this process, the program failed to
identify and serve almost 39 percent of mentally ill inmates
beginning parole terms between October 2000 and March 2001.
At least part of this was due to problems identifying all mentally
ill inmates about to be paroled.

Linking the program’s new data management system to other
department systems could improve its efficiency. We believe that
if the program automated this exchange of information between
the department’s systems and the program’s new system, it could
provide more timely and complete information to the program,
reducing the chances of its failing to identify inmates, and therefore,
not providing them with needed services.

To more effectively identity all the parolees the program will serve,
the program should link its new system to other department
computer systems containing the information needed to do so.

Department Action: Pending.

The department is still exploring options that may be available
to share data among its various department systems.

Finding #4: The program may not have the resources to serve
all parolees that are not mentally ill but meet other criteria
for treatment services.

The department has included in the designated population certain
parolees who have problems other than mental illness—such as
sex offenders and violent offenders—because it believes that they
can benefit from psychiatric services provided by the program.

We found that between October 2000 and March 2001, the program
failed to identify and serve more than 66 percent of sex offender
parolees who were paroled during this period, even though it was
required to serve this population. However, if the program were to
implement an effective identification process, it may not have the
resources to serve the increased caseloads.

The department should ensure that the program has adequate
processes and resources to identify and serve parolees with problems
other than mental illness.
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Department Action: Pending.

In the future, the department intends to collect data on the
time and resources it uses to treat parolees with problems other
than mental illness. If through this process it identifies a need
for additional resources, it will pursue them through the annual
budget process.

Finding #5: The program should take additional actions to
manage expected caseload increases.

The program’s current data management system is not able to
identify the level of effort—and related expense—that it incurs in
treating the various types of parolees in its program. For example,
a clinician may treat several different types of parolees: the mentally
ill, serious sex offenders, and violent criminals. Because the program
has not tracked the time clinicians spend providing services, it is
not able to track how much of its resources it uses on the various
types of parolees receiving treatment. Although its current system
cannot collect this information, the program has an opportunity
to use its new data management system to begin collecting the
data it needs to determine the costs of services it provides to the
different types of parolees. To accomplish this, the program would
have to establish a unique designator for each type of parolee it
serves, record the amount of time that clinicians spend with differ-
ent types of parolees, and include all of its parolees on the system.

Moreover, the program has not developed caseload standards so
that it can adequately monitor and assess the caseloads of its
clinicians. The program could use standards to better evaluate its
efforts, and to assess and justify the need for changes to its staffing
as its workload changes.

To better identify its costs of treating parolees and to better justify
additional resources it may require, the program should track the
amount of time and resources it spends treating the different types
of parolees.

To appropriately assess its clinicians’ workloads and evaluate the
need for additional resources, the program should develop caseload
standards for its clinicians.
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Department Action: Partial corrective action taken.

The department’s new data management system will track the
number and duration of treatments provided to mentally ill
parolees. After the first year of operation, it intends to capture
similar information for parolees it serves with problems other
than mental illness. The department stated that it would
explore opportunities to establish caseloads standards for
its clinic staff.
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DEPARTMENT OF CORRECTIONS

|
Audit Highlights . . .

Our review of personnel
management practices at the
California Department of
Corrections’ (department)
prison facilities disclosed:

M It would save between
$17 million and
$29 million a year by
being more effective in
curbing excessive sick
leave use.

M Additional savings of at
least $5.5 million a year
could be realized by
optimizing its mix of full-
time relief officers and
permanent intermittent
employees to fill in for
predictable absences.

M The department has no
strategy for ensuring that
custody staff take time off
for holidays and other
leave they earn each year.
As a result, it is faced with
a $79 million liability that
is growing by more than
$8 million each year.

M Poor management
information has hindered
the department’s ability to
better control and contain
personnel costs.

Poor Management Practices Have
Resulted in Excessive Personnel Costs

REPORT NUMBER 99026, JANUARY 2000

s required by the Budget Act of 1999, we reviewed the man-

agement of personnel at prison facilities operated by the

California Department of Corrections (department).
Specifically, we were asked to review personnel practices at a sample
of state prisons and recommend what changes, if any, were war-
ranted to hold down state overtime and other personnel costs,
comply with state civil service laws and professional management
practices, and ensure good employee relations.

Our audit revealed problems in the department’s management of
sick leave usage and leave programs and addressed high overtime
costs largely driven by the significant use of sick leave at the
department’s prison facilities. To determine the department’s
progress in implementing our recommendations and improving
its management of personnel resources, we made limited inquiries
and performed a limited review of documents at department head-
quarters. We found that the department has not fully implemented
the majority of our recommendations. In addition, the actions
the department has taken to address its problems have been
ineffective, as both sick leave usage and overtime costs have
increased since we conducted our audit.

After we issued our February 2001 special report to the Assembly
Budget Subcommittee Number 4, titled Implementation of State
Auditor’s Recommendations, the department sent us a response on
April 5, 2001. We sent a follow-up letter to the department on
June 29, 2001, to provide clarity and perspective on a number
of the comments the department made in its response. For example,
our report identified a growing liability for unused vacation and
holiday leave for custody employees. We identified two cost-
effective ways to address this problem; namely, hiring entry-level
custody staff or reducing the liability by cashing out the leave at
straight time. Instead, the department indicated that it is reducing
the liability by paying overtime, which is more costly than either
of the methods we recommended. Since the department’s
April 5 letter generally indicated no change regarding the status
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of implementation of our recommendations, below we present
the same summary of the issues as we reported them in
February 2001, except as indicated on the following pages.

In addition, item 5240-001-0001 of the supplemental report of
the 2001 Budget Act required the department to report to the Joint
Legislative Budget Committee and the fiscal committees of both
houses by January 10, 2002, on its effectiveness in reducing sick
leave usage, increasing the appropriate usage of budgeted vaca-
tion and other leave time, and on its estimate of the net fiscal
effect of these changes on department personnel expenditures and
the outstanding fiscal liability related to the vacation and holiday
leave obligations. As of February 8, 2002, we understand from the
Legislative Analyst’s Office that the department has not yet deliv-
ered the report.

Finding #1: Poor sick leave management practices have
caused excessive overtime costs.

Specifically, we found that the department is not effective in dis-
ciplining employees who use excessive sick leave. In addition, the
institutions do not analyze sick leave data sufficiently and are not
optimizing the use of permanent full-time relief employees and
permanent intermittent employees to fill in when certain custody
employees are out sick. By being more effective in curbing excessive
sick leave, the department could save between $17 million and
$29 million a year.

We recommended that the department take progressive disciplinary
action against employees it believes use excessive sick leave,
negotiate with the bargaining unit to establish financial incentives
for employees who use less sick leave and disincentives for those
whose use is excessive, and collect more information regarding
leave usage. In addition, the department should determine an
appropriate number of full-time relief employees to cover for sick
leave and optimize the use of permanent intermittent employees.

Department Action: Partial corrective action taken.

Contrary to what the department reported in its six-month
response to our audit, sick leave usage has continued to rise at
the institutions. In its six-month response the department
indicated that sick leave usage had declined when comparing
the months of January to June 2000. However, the data the
department used in its calculations included hours used by
administrative employees whose positions do not need to be
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filled when they are absent. Instead of simply comparing sick
leave usage for two separate months, we calculated an annual
average using the first nine months of 2000 and found that
sick leave usage by custody staff has increased overall when
compared to fiscal year 1998-99. Although the yearly average
for sergeants decreased slightly by about 2 hours, the averages
for correctional officers increased by about 6 hours and
lieutenants by about 13 hours. Because the number of
correctional officers is so much larger than the number of
sergeants and lieutenants, sick leave use overall increased.

The department indicated that overall the institutions have
used disciplinary tools, such as the extraordinary use of sick
leave list and counseling, to curtail the use of sick leave.
However, we found that some institutions are not as aggressive
as others in their use of the tools. In fact, the institutions that
have used these tools less extensively are generally paying
higher amounts of overtime to cover for sick leave absences.

Regarding the establishment of financial incentives for
employees who use less sick leave and disincentives for those
whose use is excessive, a department representative indicated
that internal discussions have occurred, but there have been
no formal negotiations with the union representing custody
staff on this issue. The current agreement between the State
and the union expired in July 2001.

The department has been collecting from its institutions addi-
tional data regarding sick leave usage and the resources and its
associated costs. While the department has used this data to
generate tables and reports on the amount of sick leave and
the various types, the fact that sick leave usage has increased
indicates that the department has not successfully utilized the
information to better manage sick leave.

When sick leave usage is high, the use of permanent inter-
mittent employees (PIEs) to fill in for absences is an important
part of keeping overtime costs down. Although the institutions
have begun tracking the hours PIEs work, department head-
quarters has only recently started to obtain this information.
The department also established new procedures requiring
wardens or their designees to conduct a daily meeting to
discuss the previous day’s overtime, PIE usage, and sick leave.
However, these meetings do not appear to be having the
desired effect. For example, we found that one institution
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incurred about $500,000 in overtime costs even though its
reports on PIE usage for the period indicated there were PIEs
available almost every day.

Furthermore, the department has not developed scheduling
methods that encourage PIEs to work when they are needed,
and has not taken steps to eliminate nonresponsive PIEs from
the hiring pool. The department reported it is still considering
whether to develop different scheduling methods for PIEs. In
addition, the department is reluctant to dismiss nonresponsive
PIEs because of the 16 weeks it invests in training them.
Finally, although it acknowledges more should be done to
understand why PIEs are nonresponsive, the department has
issued no instructions to the institutions regarding how to deal
with this situation.

Finding #2: The department is facing a large liability related
to unused leave balances.

We found that the department allows employees to exceed
maximum vacation and annual leave balances. In addition, the
department has not established practices to ensure that staff use
all or most of the leave they earn each year. As a result, the
department is faced with a $79 million liability, with holiday leave
alone growing at $8 million per year. Furthermore, inadequate
funding for vacation leave relief and the department’s inflexible
leave practices related to approving time off curtail opportunities
for staff to use their leave time.

We recommended that the department develop a plan to eliminate
its significant leave liability, enforce mandatory limits on
accumulation of vacation and annual leave, and develop strategies
to ensure holiday leave is used during the year it is earned. In
addition, the department should seek to adjust its funding for sick
and vacation leaves to ensure that its budget is appropriately and
sufficiently aligned with the expenditure of personnel resources.
The department should also develop more flexible practices for
authorizing time off.

Department Action: Pending.

Based on information from the State Controller’s Office leave
accounting system, total accrued leave balances for custody
staff decreased almost 2 percent between March and July 2000.
This was mostly attributable to a 3 percent (86,900 hours)
decrease in accrued holiday leave. However, accrued vacation
increased by 27 percent (49,800 hours) and annual leave

58



by 12 percent (10,300 hours). The department could provide
no explanation for the overall decrease in leave balances dur-
ing this period as it had taken no specific actions targeted

at reducing the balances.

In particular, the department has not required custody
employees with large leave balances to take time off. A case
went to arbitration over whether management can direct
employees to take time off. The California Correctional Peace
Officer Association filed a grievance stating the department
did not have the right to force employees exceeding or projected
to exceed leave caps to use the leave. In January 2001 the
arbitrator ruled against the department in this particular case
because of the way it scheduled vacations. However, he agreed
that the department could develop new procedures for
“burning” excess vacation as long as it fulfills its contractual

obligation to bargain with the union.!

In addition, the department indicated it has not been able to
hire additional staff to cover for leave absences because the
number of PIEs graduating from the academy has not been

sufficient to meet additional needs.

Furthermore, the department submitted a proposal to the
Department of Finance and Department of Personnel Admin-
istration to allow for the buying back of leave. Although its
proposal was not approved, the department was included in a
statewide leave buyback for all supervisors and managers for
fiscal year 2000-01. As of November 30, 2000, custody staff
had cashed out 46,040 hours of leave. While this helped in
decreasing leave balances, the correctional officer position was
not eligible to participate. As a result, leave balances for the
largest group of custody employees was not affected. The
department stated that it plans to seek approval for another

leave buy-back opportunity.

The department disagreed with our recommendation to reduce
funding for sick leave usage. According to its six-month
response, the department believes that 72 hours of sick leave
per year for each posted position is reasonable based on its
survey of six metropolitan jails. Accordingly, it asked for and

T We added clarifying comments to this paragraph based on the department’s
April 5, 2001, response to our special report to Assembly Budget Subcommittee
#4 issued in February 2001.
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obtained approval for funding at that level. It also received
increased funding for vacation relief to match the amount that
custody staff earn in a year.

Finally, the department acknowledges that its leave practices
have been inflexible. However, it has done little so far to
provide staff additional opportunities to take time off. The
department has changed the timelines related to requesting
leave days on short notice. Previously, some institutions
required that bids for leave days on short notice be received as
much as 90 days in advance. Since September 2000 all
institutions are allowed to accept requests for days off 30 days
before the desired date. While this allows staff a better chance
to obtain an extra leave day on short notice, it does nothing
to increase the number of requests that can be granted. To
make matters worse, in researching leave practices at the
institutions, the department found that holiday and vacation
relief officers are not always being used for the assigned pur-
pose. This practice further limits the opportunity for staff to
get days off.

Finding #3: Poor management information prevents the
department and its institutions from controlling personnel
costs and effectively allocating personnel resources.

Institutions have not adequately studied daily staffing needs and
leave patterns to determine the level of relief needed to cover
predictable absences. Nor does the department sufficiently link
the use of personnel resources to the institutions’ budget. In
addition, we found that the institutions do not always accurately
record the regular overtime activities of their employees, which
diminishes the effectiveness of management information.

We recommended that the institutions study their daily resource
needs, determine baseline staffing levels, and hire enough perma-
nent full-time employees to meet these minimum daily needs. In
addition, we recommended that the department develop an
institution-wide system that compares the personnel budget for
its major activities to the actual level of effort spent using full-time
employees, permanent intermittent employees, and overtime in
carrying out those activities. We also recommended that the
institutions accurately track and record the regular and overtime
activities of their employees.
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Department Action: Partial corrective action taken.

The department directed each institution to create an overtime
avoidance pool (OTAP). The OTAP is designed to fill vacancies
and reduce overtime costs. The number of employees to be
included in the OTAP is based on the smallest number of daily
sick absences each institution incurred over and above the
budgeted relief over the last 6 to 12 months, plus the fewest
number of other posts to generate overtime over the past
3 months. However, department data shows that some
institutions have not filled all the needed OTAP positions that
were identified and overtime costs increased for the fourth
consecutive year.

The department indicated in its 6-month response that over-
time had decreased when comparing the month of January 2000
to the month of June 2000. However, we found that the
department’s own data showed that overtime increased on the
whole for fiscal year 1999-2000 to the highest level in the last
four fiscal years. Further, the data the department used for its
calculations included other costs besides the overtime paid to
custody staff. When using data on actual overtime paid to
custody staff, we found that overtime actually increased from
January to June, not decreased as the department reported.

While we recommended the department develop an institution-
wide system to compare budgeted personnel for its major
activities to the actual level of effort spent using overtime,
permanent intermittent employees, and its permanent full-time
employees, the department has yet to do so. By not having a
process to provide this type of information, managers at
institutions cannot know how their resources are being used
and how their use compares with the budget.

Finally, to improve the accuracy of information on employee
activities, the department indicated that it provided training
to staff responsible for recording this information.
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DEPARTMENT OF EDUCATION

|
Audit Highlights . . .

Two former supervisors
of the Department of
Education engaged in the
following improper
governmental activities:

M They violated or appeared
to violate revolving door
prohibitions after leaving
the State to work for
state contractors.

M Education’s legal office
contributed to the
conflicts of interest by
providing flawed advice.

M One supervisor
interviewed with a
contractor while
overseeing the state’s
review of its operations.

Investigations of Improper Activities by
State Employees, Report 12001-2

ALLEGATION 1990003, SEPTEMBER 2001

long with the Fair Political Practices Commission (FPPC),

we investigated and substantiated an allegation that two

former supervisors in the Child Development Division
(child development) of the Department of Education (education)
violated or appeared to violate conflict-of-interest laws after they
left education to work for organizations that had contracts with
the State. We also substantiated other improper activities.
Specifically, we found:

Finding #1: Two former supervisors violated or appeared to
violate conflict-of-interest laws after leaving the State.

One supervisor improperly communicated with education
employees on behalf of a contractor within 12 months of leaving
education to work for the contractor regarding a $3.8 million con-
tract she helped oversee while employed by the State. She also
violated conflict-of-interest laws when she advised and assisted
the contractor with the same contract. The FPPC also concluded
that another supervisor might have violated conflict-of-interest
laws when he made inappropriate contact with education on behalf
of a contractor within 12 months of leaving state employment.

The FPPC informed education that its legal office may have been
giving employees incomplete advice and, more specifically, that
the advice offered to the supervisors did not consider “revolving
door” sections of the Political Reform Act. Relying on education’s
flawed advice, both supervisors began their new jobs with the
understanding that no legal problems existed. The FPPC did not
take any formal enforcement action against the supervisors because
they relied on faulty legal advice, they cooperated fully with the
FPPC’s investigation, and the FPPC found their activities resulted
in little or no harm to the State.
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Finding #2: One supervisor engaged in
incompatible activities.

We determined that one supervisor engaged in incompatible
activities. For example, he personally benefited when he flew to
Southern California to interview for a job with a contractor at the
same time he was purportedly participating in a state review of
the contractor’s operations. In addition, the supervisor planned
to use state resources to provide an unprecedented level of technical
assistance to the contractor. Furthermore, both before and during
the review, education conducted an investigation of allegations
concerning the contractor. Although investigators expressed
concern that the supervisor lacked impartiality and could compro-
mise the ongoing investigation, he remained involved with the
contractor. At the very least, the supervisor’s continued involvement
with the contractor created the appearance of a conflict of interest,
and we found some evidence that his involvement interfered with
education’s investigation.

Department Action: Corrective action taken.

Education agrees that its legal office provided flawed advice to
the two supervisors and that they appeared to have violated
conflict-of-interest laws. The attorney who provided the flawed
advice is no longer an education employee, and education has
made its legal staff aware of the conflict-of-interest laws and
revised its incompatible activities policy to ensure that all
employees clearly understand what activities are not allowed.
In addition, education offers training to its managers on
conflict-of-interest and incompatibility prohibitions to ensure
that the managers are conducting their activities in accordance
with the law and to enable them to monitor and guide the
activities of their staff. Furthermore, education gives all employ-
ees who leave state employment a memorandum reminding
them of the restrictions on their post-employment activities.
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STANDARDIZED TESTS

|
Audit Highlights . . .

Our review of the process

for granting extra time on
standardized tests to students
with learning disabilities
revealed that:

M Very few students
receive extra time on
standardized tests such as
the Scholastic Aptitude
Test (SAT), ACT, and the
Standardized Testing and
Reporting exam.

M wide demographic
disparities existed between
those 1999 graduating
seniors who received extra
time on the SAT and those
who did not.

M Some deserving students
may not be receiving the
accommodations they
need on standardized
tests because schools and
parents are not aware
of Section 504 of the
Rehabilitation Act of 1973.

M Some undeserving
students may be
receiving extra time on
standardized tests;
however, the potential
magnitude of this
problem is limited.

Although Some Students May Receive
Extra Time on Standardized Tests That Is
Not Deserved, Others May Not Be Getting
the Assistance They Need

REPORT NUMBER 2000-108, NOVEMBER 2000

e reviewed the process for granting accommodations
to students with learning disabilities when taking
college admissions tests, such as the Scholastic Aptitude
Test (SAT); ACT, formerly known as the American College Testing
Program; and other standardized exams, including those adminis-
tered under the Standardized Testing and Reporting (STAR) program.

To help compensate for their disabilities, disabled students often
need accommodations on school work and standardized tests, such
as extended time, scribes, or large-print formats. Two federal laws,
the Individuals With Disabilities Education Act (IDEA) and
Section 504 of the Rehabilitation Act of 1973 (Section 504), ensure
that disabled students receive the educational services they need
and are not subject to discriminatory practices. Students eligible
for accommodations on standardized tests typically qualify for
special education under IDEA and have individualized education
programs (IEPs) or have Section 504 plans. IEPs and Section 504
plans are tailored to meet the individual needs of students with
disabilities and serve as agreements outlining the services schools
will provide. Our audit revealed the following:

Very few students receive extra time on standardized tests. For
example, less than 2 percent of the 1999 graduating seniors
nationwide who took the SAT received extra time, and in California,
the rate was less than 1.2 percent. Likewise, less than 2 percent of
the 4.2 million California students in grades 2 through 11 who
took the STAR exam during the 1998-99 school year received extra
time. Although few students received extra time on the SAT, those
who did were disproportionately white or were more likely to come
from an affluent family or to attend a private school. Such dispari-
ties did not exist for students taking the STAR exam.
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Finding #1: Some deserving students may not be getting the
assistance they need on standardized tests.

Because so few students receive accommodations on standardized
tests, it appears that some students might not be getting the
assistance they need. In fact, among 1,012 public schools and
584 private schools with seniors who took the exam, not one 1999
graduating senior received extra time on the SAT. This represents
70 percent and 73 percent, respectively, of all such public and
private schools in California. While the cause of this problem may
vary from district to district, lack of awareness of Section 504 and
weaknesses in district processes for identifying students with
suspected disabilities would seem to be contributing factors. The
two school districts in our sample—San Francisco Unified and
Los Angeles Unified—with below average percentages of students
receiving extra time on the SAT also had low percentages of students
with Section 504 plans compared to the other districts we visited.
Los Angeles Unified School District has been criticized for having
a weak process for identifying students with disabilities.

To ensure that students with learning disabilities are identified and
receive the services they need, we recommended that all California
school districts ensure compliance with the requirements of
Section 504. Specifically, procedures should exist to identify and
evaluate students with disabilities and to ensure that all eligible
students receive the accommodations they need. Additionally,
districts should ensure that staff, parents, and students are aware
of services available to eligible students under Section 504.

District Action: Corrective action taken.

To increase Section 504 awareness, Los Angeles Unified School
District conducted six Section 504 training sessions for newly
assigned administrators and assistant principals, and 38 training
sessions for other school staff during fiscal year 2000-01.
Through January 2002, it conducted one additional Section 504
staff development session for new assistant principals, and
10 more training sessions for other staff.

Likewise, San Francisco Unified School District has provided
Section 504 training to site administrators during the 2001-02
school year, with further training scheduled for spring 2002.
The district also sent a memorandum to principals reminding
them to review all Section 504 plans to ensure that any stu-
dent whose plan calls for extra time for test taking receives
that accommodation on the Spring 2002 STAR exam.
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Finding #2: Some undeserving students may be receiving
extra time on standardized tests.

Our review of the files of 330 California students from 18 public
schools, most of whom obtained extra time on standardized tests,
found that the basis for their accommodations was questionable
in 60 instances, or 18.2 percent. The frequency and seriousness of
questionable cases varied substantially from district to district.
However, because less than 2 percent of total SAT and STAR test
takers receive extra time, the potential magnitude of undeserving
students receiving extra time is limited.

Six of the seven districts we reviewed did not have adequate records
to support the accommodations some students received. However,
only San Dieguito Union High School District displayed significant,
widespread problems. For example, its incorrect interpretation of
Section 504 allowed potentially ineligible students to obtain extra
time on college entrance exams. The threat of litigation also caused
one district to provide an unwarranted Section 504 plan that was
used by a student to obtain questionable accommodations on a
college entrance exam. Finally, vague instructions on the College
Board’s eligibility form and weaknesses in its own approval process
may have allowed some undeserving students to receive extra time
on the SAT. As a result, these students may have had an unfair
advantage over other students taking college admissions tests.

To ensure that ineligible students do not gain an unfair advantage
on standardized tests, we recommended that San Dieguito Union
High School District revise its policies to ensure that it provides
Section 504 plans only to students whose impairment substan-
tially limits a major life activity. Decisions regarding eligibility,
placement, and services to be provided should be made only by a
team qualified to make such decisions and should be based on the
district’s own evaluation of disabilities and their impact on learning.

We also recommended that Acalanes Union High School District,
Beverly Hills Unified School District, Palo Alto Unified School
District, and San Francisco Unified School District provide or
request extra time on standardized tests only when such an
accommodation is warranted and documented in the student’s
[EP or Section 504 plan.
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District Action: Corrective action taken.

San Dieguito Union High School District revised its Section 504
procedures and all existing Section 504 plans were reviewed
for compliance with the new procedures. Students previously
receiving Section 504 plan accommodations without appropri-
ate documentation of a current disability and/or evidence of a
significant impact on learning have been denied Section 504
plan renewal. Consequently, the number of Section 504 plans
for the district decreased from 367 in fiscal year 2000-01 to
184 in fiscal year 2001-02.

Beverly Hills Unified School District states that it will continue
to follow and closely monitor its policy of providing an
accommodation, such as extended time on tests, only when it
is written in a student’s Section 504 plan or IEP.

Palo Alto Unified School District states that it continues to
follow a formal process for designation of extra time on tests
for students with IEPs and Section 504 eligibility. However,
the district has revised its Section 504 process to include more
specific designations of the need for testing accommodations.

District Action: Partial corrective action taken.

Acalanes Union High School District has incorporated
presentations on testing accommodations into its staff develop-
ment program as a regular activity. The district has also begun
a process of revising both its internal operational guidelines
for determining and reporting appropriate accommodations
for disabilities, and of creating informational pamphlets for
public use on these, and other, special education and
Section 504 topics. The district’s goal is to have both of these
tasks completed and implemented by late spring 2002.

San Francisco Unified School District selected a random sample
of 10 percent of the special education students who took the
Spring 2001 STAR exam with extended time and is manually
verifying that those students had extended time as an
accommodation in their IEP plans. The district plans to
improve its special education database so that in the future it
will be easier to verify that students who received
accommodations on standardized tests had IEP plans
authorizing those accommodations.
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STAR PROGRAM

|
Audit Highlights . . .

Our review of the California
Department of Education’s
(department), State Board of
Education’s (board), and
superintendent of public
instruction’s (superintendent)
implementation of the
Standardized Testing and
Reporting (STAR) program
disclosed:

M Open conflict between the
superintendent and the
board as well as errors on
the part of school districts
and the test publisher
have negatively affected
the program.

M The superintendent has
not developed an annual
implementation plan, as
law requires.

M During the first two test
cycles—spring 1998 and
spring 1999—the
department did not closely
monitor the performance
of the test publisher. The
program has been
plagued with missed
deadlines, unreliable data,
and inaccurate reporting
of achievement test results.

M The department must take
further action to ensure
the success of the Public
School Accountability Act
of 1999, such as pushing
for better test security.

Ongoing Conflicts Between the State Board
of Education and the Superintendent of
Public Instruction as Well as Continued
Errors Impede the Program’s Success

REPORT NUMBER 99131, APRIL 2000

he Joint Legislative Audit Committee asked us to conduct

an audit regarding the implementation and execution of

the Standardized Testing and Reporting (STAR) program. Our
audit focuses on the roles and responsibilities of the California
Department of Education (department), the Superintendent of
Public Instruction (superintendent), the State Board of Education
(board), school districts, and test publishers in implementing,
administering, and reporting the STAR program. Specifically,
we found:

Finding #1: Conflict between the board, superintendent, and
department undermine the STAR program.

The California Education Code (code) gives the board the authority
to adopt policies for the governance of kindergarten through grade
12 in public schools. The code further states that the role of the
superintendent and the department is to administer the board’s
policies. Historically, the board and the superintendent have not
always agreed whether certain issues are matters of policy or
administration. The decades-old conflict between these educational
bodies continues and has negatively affected all aspects of the
STAR program.

To facilitate communication between the board, superintendent,
and the department and to create a more productive environment
for the STAR program, we recommended that:

e The Legislature should establish a mechanism for appointing a
mediator to resolve disputes that will most certainly continue
concerning these entities’ respective roles and responsibilities.

e With the help of the mediator, the board and the department
should establish a memorandum of understanding that outlines
their respective roles and responsibilities for implementing the
STAR program.
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Legislative Action: Unknown.

We are unaware of any legislative action implementing
this recommendation.

Department and Board Action: Partial corrective action taken.

The department and the board did not address the establish-
ment of a memorandum of understanding but report that they
are able to work together without the assistance of an outside
mediator. Specifically, legislation giving the department
administrative responsibility over the STAR program allows
it to provide better direction to the test publisher. Moreover,
the department and the board have had weekly meetings
to communicate information on testing and to plan
STAR administration.

Finding #2: The STAR program lacks an implementation plan.

State law requires the superintendent to submit to the Legislature
a plan for producing valid, reliable, and comparable individual
student scores. However, the superintendent has not developed
such a plan for the STAR program.

We recommended that the superintendent should develop an
annual implementation plan as mandated by law. Further, the
plan should explain how to communicate instructions to the test
publisher and include:

¢ A decision matrix that shows the representatives who must be
present from each entity before a decision is accepted.

¢ Timelines indicating all anticipated actions to be taken by the
board and the department.

Department Action: Partial corrective action taken.

The department did not address the superintendent’s
development of an annual implementation plan. However, it
did report that it has been working continuously with the test
publisher to plan a test item-development process, develop
procedures for field testing test items, and obtain research
information on testing to facilitate the production of valid and
reliable test results for both language arts and mathematics.
It also states that this work is included in the test publisher’s
2001 contract.
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Finding #3: Poor communication between state entities
causes the test publisher to receive conflicting instructions.

For the spring 2000 test cycle, the department contracted directly
with the test publisher. Despite this contract, weak communication
among the department, the board, and the test publisher continues.
Several times during the spring 2000 test cycle, the board and
department gave the test publisher conflicting instructions.

We recommended that the department must continue its weekly
meetings with the test publisher, as outlined in the 2000 contract.
It should also ensure that it places similar requirements in all future
contracts. We also recommended that the board and the
department must establish a formal meeting schedule to make
sure that the board is kept abreast of ongoing program issues.

Department and Board Action: Corrective action taken.

The department reports it continues to meet and hold confer-
ence calls weekly with the test publisher’s staff, as required in
the test publisher’s 2000 contract. A similar requirement is also
in the test publisher’s 2001 contract. It also reports that both it
and the board continue to meet weekly to communicate
information on STAR implementation.

Finding #4: The State did not properly monitor the test
publisher’s performance.

There appears to have been very little monitoring of the
test publisher’s performance by the department in the first two test
cycles, spring 1998 and 1999. The superintendent did not establish a
method for working with the test publisher to ensure that the
achievement test results are valid, reliable, and comparable, as state
law requires. Thus, a clear description of the scope of the work; a
timeline for major activities and milestones; a plan for monitoring
the test publisher’s performance; and defined roles and responsi-
bilities for the department, board, and test publisher did not exist.
Consequently, the test publisher’s performance during the first two
years was problematic, particularly during the spring 1999 test
cycle. To improve its performance, the test publisher obtained the
services of a consultant to identify breakdowns in its operations
and those of its subcontractors.

We recommended that the board and department should review
the recommendations of the test publisher’s consultant and amend
the current contract to ensure that the test publisher does imple-
ment all recommendations that will improve the STAR program.
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Department and Board Action: Partial corrective action taken.

The board and department report that, where possible, they
have ensured that the consultant’s recommendations were
incorporated into the planning and program procedures for
STAR 2001. However, they made no indications that the
contract was amended to ensure that the test publisher
implements all recommendations.

Finding #5: School district training can increase the integrity
of the STAR program.

For the first two years of the STAR program, school district and
test publisher errors prevented the department from posting com-
plete and accurate test results for public viewing on the Internet
by the yearly statutory deadline of June 30. Delays in reporting
accurate and complete test results can have a significant effect on
the State’s Academic Performance Index (API), which is used to
distribute about $150 million earmarked for schools and teachers
under the Public Schools Accountability Act of 1999. Currently,
the achievement test results comprise 100 percent of the API.

To ensure the integrity of the testing process and the accuracy of
the information given, we recommended that the department
should calculate the additional costs of requiring all school districts
and testing personnel to attend training courses on properly
administering the test and accurately reporting necessary
demographic information. If the costs are reasonable in relation
to the total program costs, the department should take the necessary
actions for requiring all relevant personnel to attend this training.

Department Action: Partial corrective action taken.

The department reports that it has taken a number of steps to
improve training materials and the training process. For the
spring 2001 test cycle, the department intends to provide school
districts with an enhanced video training tape to improve
training for teachers and test proctors. It also is attempting to
revise all testing manuals and pretest workshops to clarify areas
that have been problematic. Finally, the department has
determined that it does not have legal authority to mandate
that all school district staff administering the STAR program
attend training classes.
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EMPLOYMENT DEVELOPMENT
DEPARTMENT

Audit Highlights . . .

Our review of the Employment
Development Department’s
(department) introduction of
toll-free telephone services for
customers of its unemployment

insurance and disability
insurance programs
reveals that:

M Its efforts have improved

customer service and
increased the public’s
access to the programs.

Customers of both
programs are generally
satisfied with the services.

Despite its efforts, callers
may encounter busy
signals, hear instructions
to call back later, or
endure lengthy waits if
they ask to speak to a
customer service
representative during
certain periods.

The department cannot
measure whether the
programs have met the
goals established for
desired response times to
their customers.

Although New Telephone Services Have
Enhanced Customer Access to the
Department’s Unemployment and Disability
Insurance Programs, Customers Encounter
Difficulties During Peak Calling Periods

REPORT NUMBER 99031, JULY 2001

hapter 329, Statutes of 1998, directed the Bureau of State

Audits to review the effects that the introduction of

toll-free telephone services had on the Employment
Development Department (department) and customers of its
unemployment insurance (Ul) and disability insurance (DI) programs.
Our review indicates that the department’s efforts have improved
customer service and enhanced customer access to the programs.
In addition, customers of the programs were generally satisfied
with the services they received over the telephone. Despite its
efforts, the department can make further improvements. Specifically,
we found:

Finding #1: During certain periods, customers of the
department’s Ul and DI programs have experienced
difficulties when requesting customer assistance. Staffing
shortages and phone system failures contributed to

the problems the customers encountered.

Callers to the Ul program’s toll-free telephone numbers have
experienced lengthy wait times during certain busy periods. For
example, more than 60 percent of the Ul program’s callers during
a peak service period in February 2001 waited on hold five or
more minutes to speak to a customer service representative. In
contrast, 18 percent waited on hold five or more minutes during
December 2000. The department asserted that staffing shortages
have contributed to its difficulties in providing prompt customer
service. It attributed the shortages in part to the complexities and
slowness of the civil service hiring process. Thus, the department
has begun to explore alternative hiring methods to reduce the
lengthy wait times.
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Customers of the DI program experienced staffing shortages as
well as other problems. As of April 2001 the program only had
58 percent of the authorized customer service representatives in
its two call centers available to take calls. With the staffing shortages,
callers may find it more difficult than usual to obtain information.
For instance, over a 15-month period from January 2000 through
March 2001, the telephone system at DI call centers required nearly
687,000 (27 percent) of the 2.5 million callers who asked for
customer assistance to call again. Additionally, nearly 31,000 callers
routed to the DI program’s call centers received busy signals in the
first three months of 2001 when its telephone system faced
numerous breakdowns after the installation of new equipment.
Only 850 callers encountered busy signals during the same period
in 2000.

We recommended that the department continue to explore ways
and methods within the State’s civil service system to hire and
retain customer service representatives. Additionally, the depart-
ment should consider performing a study to examine the effect
on UI call center workloads of increasing business hours for call
centers during peak calling periods.

We also recommended for the DI program that the department
complete customer service contingency plans and limit the effect
and number of system breakdowns during installation of future
system changes.

Department Action: Partial corrective action taken.

The department states that it now uses continuous filing in its
hiring process to ensure an ongoing pool of eligible candidates
for service representatives in the Ul and DI programs. Addi-
tionally, it proposed to the State Personnel Board changes in
the minimum qualifications of the service representatives. The
department also states that it is currently performing an analysis
to determine the number of staff it should hire for the UI
program. In the interim, it temporarily hired approximately
100 employees to assist in the UI call centers. Further, the
department studied the effect on UI call center workloads of
extending its business hours. It found that the increased hours
of operation would not accomplish the desired benefit. How-
ever, it has instituted new processes designed to potentially
decrease workloads at the UI call centers. For the DI program,
the department has increased the number of staff in its call
centers and customer service units to alleviate the demands
on their workloads.
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To limit the effect and number of system breakdowns for the
DI program, the department states that it has developed contin-
gency plans and is working to formalize the plans. It has also
identified a computer mechanism that allows it to more easily
reroute customer service calls when system breakdowns occur.

Finding #2: The department cannot measure for the Ul and
DI programs whether it has met the goals established for its
desired response times to customers.

The department established separate response time goals for its
UI call center staff to answer calls requesting information and to
answer claim-filing calls. However, since 1999 one of the
department’s system modifications eliminated its ability to dis-
tinguish information calls from claim-filing calls. In addition,
reports prepared for management do not detail how well the call
centers are doing as far as meeting the goals. The department is
evaluating a proposed goal that it can use to measure the response
time for all UI customer calls.

The department set a goal for its DI call centers and customer service
units to answer in four minutes 90 percent of all calls requesting
information. However, it evaluates the program’s performance from
management reports that do not routinely include the customer
service units, which receive 42 percent of the program’s calls.
Additionally, its management reports do not indicate its performance
in meeting its stated goal.

We recommended the department promptly complete for the
UI program its process for setting challenging yet reasonable goals
for answering customer calls. The department should also modify
the DI program’s management reports to include the call activity
at its customer service units. We further recommended that the
department modify the management reports for both programs
to measure their performance in meeting their goals.

Department Action: Partial corrective action taken.

The department states for the Ul program that it is currently
working to reasonably establish response time goals and
modify management reports to measure performance. For
the DI program, the department has modified its management
reports to include call activities at its customer service units
and to measure its performance in meeting its goal. Addition-
ally, the department is researching the feasibility of establishing
another DI call center to handle most of the calls routed to the
customer service units.
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Finding #3: The department should conduct planned
customer satisfaction surveys of certain Ul and
DI program customers.

We found that the department has begun only recently to conduct
surveys of specific Ul customer groups, such as Cantonese- and
Vietnamese-speaking customers or teletypewriter users. Prior surveys
performed by the department were unlikely to get representation
from these groups because their populations are relatively small.

Department Action: Partial corrective action taken.

The department completed for the Ul program its pilot surveys
of teletypewriter users and customers speaking Cantonese and
Vietnamese. Additionally, in its 2001 survey plan, the depart-
ment proposes to conduct telephone surveys of its Cantonese
and Vietnamese customers to obtain feedback on UI services
received. Further, the department conducted a survey of
DI program customers and plans to report its results in
December 2001. It plans another survey of DI customers to be
completed by January 2002.
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THE STATE-COUNTY PROPERTY TAX
ADMINISTRATION PROGRAM

Audit Highlights . . .

The State-County Property
Tax Administration Program
(program) should be
continued because:

M Loans to assessors
generate a significant
amount of new property
tax revenues that
benefit the State, the
counties, and other
local governments.

M Assessors’ offices continue
to rely on loan funds to
reduce or prevent
backlogs of work.

M The program is successful
during recessions as
well as during times
of prosperity.

Despite the program’s
success, oversight from the
Department of Finance
(department) has been weak.
As a result:

M The department often
makes loans based on
insufficient and
unverified information.

M The department loses
track of unspent
county loan funds.

The State and the Counties Continue to
Benefit, but the Department of Finance
Needs to Improve Its Oversight

REPORT NUMBER 99142, APRIL 2000

he California Legislature established the State-County

Property Tax Administration Program (program) through

Assembly Bill 818 (Chapter 914, Statutes of 1995). This
program, administered by the Department of Finance (department),
allows county assessors to receive performance-based loans from
the State to help reduce their backlogs and improve their
administration of the property tax system. The Joint Legislative
Audit Committee requested that we review the program to see if it
is still needed and whether the department and counties have
operated the program as intended by the law.

We concluded that continuing the program makes good business
sense because the program continues to generate a significant
amount of new property tax revenues that benefit the State and
the counties. However, despite the program'’s success, the depart-
ment needs to make improvements.

Finding #1: The department’s oversight of the program has
been inadequate.

The department is not managing the program well enough to
ensure that loan decisions are based on sufficient information
because it does not require the counties to submit the necessary
data. The department’s oversight has been deficient because there
has been so little clear guidance to the counties about reporting
information critical to making good loan decisions. As a result,
the department cannot be sure it is making prudent decisions in
awarding loans. Further, to the extent that counties do not report
sufficient data, the department cannot be sure they are using the
loan funds for property tax administration and that the counties
invest the appropriate share of county resources in these efforts.
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We recommended that the department improve its oversight by
requiring that counties use a standard process for reporting incre-
mental accomplishments, revenues, and expenditures related to
loan funds, including evidence to demonstrate an appropriate
county investment of resources in property tax administration. In
addition, the loan agreements with the counties should specify
how these are calculated.

Department Action: Partial corrective action taken.

The department states it has developed and now uses a standard
worksheet to identify additional accomplishments and revenues
the counties receive due to loan funds. In addition, the
department requires a standard process for reporting the actual
expenditures of loan funds. However, it does not require the
counties to provide evidence to demonstrate appropriate county
investments of local resources in property tax administration.
Also, the department does not require the loan agreements
with counties to specify how incremental accomplishments,
revenues, and expenditures related to loan funds are calculated.
In its 60-day response, the department indicated that it
would recommend statutory changes to include our remaining
recommendations if legislation to extend the program was
proposed. Since that time, the Legislature extended the loan
program through the 2001-02 fiscal year with the enact-
ment of Chapter 602, Statutes of 2000. However, the
department has not yet made efforts to implement these
remaining recommendations.

Finding #2: County-reported data are insufficient
and unverified.

Information that counties report is not always sufficient to
determine workloads accomplished and revenues generated with
the loan money. In particular, we found that 9 of the 47 counties
in the program reported total rather than incremental workload
and revenue data, thus obscuring the accomplishments funded
via state loans.

Additionally, the department awards loans to counties based on
unverified information. Agreements with counties do not require
county auditors to verify the county’s use of loan funds and its
compliance with maintenance of effort requirements.

To ensure the department is receiving accurate and reliable infor-
mation from the counties, we recommended that it require each
county auditor to validate, according to the agreement language,
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the following: incremental accomplishments, revenues, and
expenditures resulting from loan funds; the amount of county
revenues spent on property tax administration; and the amount
of unused loan funds from prior years and how the county used
those funds.

Department Action: Partial corrective action taken.

The department responded that the nine counties we identified
above are now either reporting incremental accomplishments
and revenues or are using the methodology identified in our
report to determine the incremental increase in property tax
revenues as a result of the loan. Also, the department stated
that county auditors are now providing validation of the
revenues derived from the loan funds in addition to the
accomplishments achieved by the loan recipients. However,
the department has not ensured that loan agreements with
counties require county auditors to validate expenditures of
loan funds, the amount of county money spent on property
tax administration, the amount of unused loan funds from
prior years, and how the funds were spent. As stated above,
the department committed to make efforts to implement
our remaining recommendations if the loan program was
extended. Chapter 602, Statutes of 2000, extended the loan
program through the 2001-02 fiscal year, but the department
has yet to implement these remaining recommendations.

Finding #3: The department loses track of unspent funds.

Some counties carry over loan funds unspent in one loan period
to succeeding loan periods. When counties do this without explain-
ing how and when they plan to spend the excess, the department
jeopardizes its ability to determine that loan funds ultimately are
spent on property tax administration. In addition, carrying over funds
suggests that the department’s awards are larger than necessary.

To ensure that counties use loan funds only for property tax
administration and that reported revenues are attributable to loan
funds actually spent, we recommended that the department
require the counties to explain how they plan to use any excess
loan funds, report the actual amount of loan funds they spent
during the loan period, and calculate additional revenues generated
from their actual use of loan funds using one of the acceptable
methods described in our report.
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Department Action: Corrective action taken.

The department now requires counties to identify if they have
any carry-over funds, the amount of those funds, and to explain
how they plan to use them. After the funds are used, the
department also requires that counties report how the funds
were actually spent.
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DEPARTMENT OF HEALTH SERVICES

|
Audit Highlights . . .

Our review of the Department
of Health Services’
(department) Licensing and
Certification Program’s
oversight of skilled nursing
facilities by its Fresno district
office (FDO) disclosed

the following:

M The department has
been slow to follow advice
from its legal counsel to
expand its conflict-of-
interest policies.

M The FDO did not
appropriately prioritize
complaints or initiate and
complete complaint
investigations in a
timely manner.

M The FDO issued
four citations that were
too lenient given the
severity of the violations.

A Conflict of Interest Did Not Cause the
Fresno District’s Inadequate Oversight
of Skilled Nursing Facilities

REPORT NUMBER 2000-122, OCTOBER 2000

e evaluated how the Department of Health Services

(department) and its Licensing and Certification

Programs’ (program) Fresno district office (FDO) ensure
that they identify potential conflicts of interest on the part of their
employees. We also evaluated whether they prevent any conflicts
of interest from resulting in inadequate monitoring of skilled
nursing facilities under their jurisdiction.

Finding #1: The department has been slow to implement a
comprehensive conflict-of-interest policy as recommended
by its legal counsel.

The program’s integrity depends on its staff’s ability to avoid actual
or potential conflicts of interest while performing their monitoring
and enforcement duties. It is the department’s responsibility to
assist program staff in ensuring that employees are not participating
in decisions that can result in the appearance of bias. Because
department policies applicable to the program do not specifically
address the potential for certain types of conflicts of interest among
district administrators, the department’s legal counsel recom-
mended that the program adopt an impairment policy that would
better enable its management staff to avoid these types of conflicts.
The department had taken some steps toward developing such a
policy and expected to incorporate it into its existing conflict-of-
interest policies by the end of 2000. However, as of October 2000,
it had not yet done so.

We recommended that the department follow its legal counsel’s
advice to obtain an opinion from the Fair Political Practices
Commission for adopting an impairment policy that will ensure
that all employees and managers can readily identify and avoid
the appearance of bias and impropriety in their assessments of
health care facilities. Further, to ensure that its impairment policy
covers financial as well as other types of conflicts of interest that
can arise, we recommended that the department also obtain
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information from the attorney general regarding conflicts of inter-
est, incorporate it into its impairment policy, and communicate
the new policy to its employees.

Department Action: Pending.

The department is continuing work to finalize a Code of
Conduct Policy that will provide a complete listing of rules
governing conflicts of interest, incompatible activities, and
potential for bias. The department will distribute the policy
to all program staff when it is finalized.

Finding #2: The FDO administrator was part of an enforcement
action against a skilled nursing facility that is owned by a
company that also owns the facility in which her parents reside.

In October 1998 the department’s legal counsel advised the pro-
gram to separate the administrator from all decisions involving
four skilled nursing facilities owned by the company. This was
done by assigning another supervisor to act as district administra-
tor in all matters regarding those facilities. For the most part, the
administrator followed the legal counsel’s advice and removed
herself from decisions involving the four facilities by delegating
oversight of monitoring activities to a senior FDO supervisor. Still,
after she had announced that she delegated this responsibility,
the administrator reviewed a draft of a citation issued in April 2000
to one of the company’s facilities.

We recommended that to ensure that no perception of a conflict
of interest arises, the FDO administrator should not participate in
or review any district office activities related to skilled nursing
facilities owned by the company.

Department Action: Corrective action taken.

The department transferred the review and decision
responsibility for the skilled nursing facilities owned by the
company to the manager of the San Bernardino District Office
on June 6, 2000.

Finding #3: The FDO did not appropriately prioritize several
complaints and failed to initiate investigations promptly.

In our review, we found that the FDO misidentified 3 complaints
as priority 2 rather than priority 1 and failed to initiate investi-
gations for 2 of these within the required 2-day time period. In
addition, the FDO failed to initiate investigations for 21 of
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52 priority 2 complaints within the required 10-day time period.
For example, the FDO was 60 days late in beginning an investigation
of an instance in which a resident’s death may have been caused
by staff error and 43 days late in beginning an investigation of a
situation in which a resident may have been abused by facility staff.

The program'’s lack of guidance may contribute to the FDO'’s
misidentifying priority 1 complaints. The program’s procedures
manual includes a chart with the required response time frame for
the two complaint priorities. The manual additionally defines the
priority levels and provides a list of issues, such as physical and
verbal abuse, inadequate staffing levels, food poisoning, and gross
medication errors that constitute an immediate and serious threat.
However, the usefulness of the chart and definitions is limited;
those individuals assigning priorities to complaints often must rely
on their own experiences with other complaints. Including a
collection of actual case scenarios in the complaint procedures
manual would enable the supervisors to put into context the
complaint being reviewed, which could facilitate the more
appropriate assigning of priority levels.

We recommended that the department provide more guidance,
such as examples of complaints, in its complaints procedures and
require program staff to initiate investigations within the required
time frames.

Department Action: Corrective action taken.

The department has updated its complaint investigation and
citation policies and procedures and has hired additional pro-
gram staff to decrease response times to complaints regarding
resident care. In addition, the department has provided these
staff extensive complaint and investigation training to ensure
rapid response to complaints.

Finding #4: The FDO did not complete all investigations in a
timely manner.

The department’s program requires district office staff to complete
an investigation within 40 working days from the receipt of a com-
plaint. We found that for 6 of 64 complaints we reviewed, the
FDO took considerably longer than the permitted 40 days. For
example, it took the FDO 89 days to complete an investigation
involving patient abuse.
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We recommended that the department require program staff to
complete complaint investigations within the required time frames.

Department Action: Partial corrective action taken.

The department has now fully staffed the FDO. However, it did
not report whether the FDO is now completing its complaint
investigations within the required time frames.

Finding #5: In four instances, the FDO issued inappropriately
low citations.

The Health and Safety Code define three levels of citations—class
AA, class A, and class B—with class AA issued for the most severe
violations. However, the FDO did not issue an appropriately severe
citation for 4 of the 19 citations we reviewed. Two top managers at
the program’s central office in Sacramento reviewed the citations
and agreed with our conclusions. For example, the FDO issued a
class B citation when it found that the nursing staff at a facility
administered five medications that reduce blood pressure to a
resident without properly monitoring her vital signs and without
notifying the attending physician when the resident showed signs
of adverse reactions. The severity of the violation called for a class
A citation; however, neither the evaluator who investigated this
complaint nor the supervisor who reviewed the citation consulted
a medical expert for another opinion. Although the department’s
program does not require its district offices to consult medical
experts for class B citations, the FDO is not using its maximum
enforcement authority when it fails to seek the opinions of program
experts if a decision regarding the suitability of a citation level
is unclear.

We recommended that the department require program staff to
seek opinions from medical consultants, legal consultants, or other
experts from its field operations branch when in doubt about the
level of citation.
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We also recommended that to ensure that the program’s perfor-
mance is consistently high throughout the State, the department
should review the complaint and citation practices at each of
its program’s district offices and provide additional training,
if necessary.

Department Action: Corrective action taken.

The department provided extensive training on citations to all
of its program’s surveyors in June 2000. The department has
also clarified various issues pertaining to citations in a memo
to all district managers and administrators. The memo included
examples of appropriate documentation of the reasons for
determining penalty amounts. To ensure accurate assessment
of citation levels and penalty amounts, the department now
requires all class A and class AA citations to be reviewed by its
regional field operations branch chiefs, its office of legal ser-
vices, and its medical or other consultants as appropriate. In
addition, the department will require its programs’ branch
chiefs to review some of the class B citations.
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DEPARTMENT OF HEALTH SERVICES

Audit Highlights . . .

Our follow-up audit of the
Childhood Lead Poisoning
Prevention Program
(program) revealed that the
Department of Health Services
(department) made only
limited progress in
implementing our
recommendations. As a result,
the department still:

M Does not ensure
California’s children
identified with lead
poisoning receive the
proper medical care
and are protected from
further exposure.

M Is unable to determine
the full extent of lead
poisoning in California—
having identified only
about 10 percent of the
estimated 38,000 children
needing services.

M Lacks the enforcement
authority needed to
reduce or eliminate
lead hazards.

Additionally, the department
needs to address staffing
shortages and projected
funding shortfalls to avoid
potential cutbacks in
program operations.

Additional Improvements Are Needed to
Ensure Children Are Adequately Protected
From Lead Poisoning

REPORT NUMBER 2000-013, MAY 2001

s early as 1986, the Legislature charged the Department of

Health Services (department) with determining the extent

of lead poisoning among children in the State. In 1991
the Legislature set specific goals for protecting children from lead
poisoning: it asked the department to evaluate all children for their
risk of poisoning; to test those children who were at risk; to
provide case management for children who were at risk; and to
provide case management for children who were found to suffer
from lead poisoning.

Chapter 540, Statutes of 2000, requires the Bureau of State Audits
to report on the extent to which the department has addressed
the recommendations made in our April 1999 report. Our follow-up
audit of the department’s Childhood Lead Poisoning Prevention
Program (program) concluded that the department still has
made only limited progress in fulfilling its most critical missions
related to lead poisoning and has not fully implemented all of our
previous recommendations. Specifically:

Finding #1: The department does not ensure that local
programs follow its case management process.

The department has failed to enforce case management guidelines
for local programs that require them to report all their activities
for lead-poisoned children. Additionally, when the required reports
are submitted, the department does not review them to ensure
adequate services are rendered to children. Without obtaining and
reviewing case management information, the department cannot
be certain that all lead-poisoned children receive proper care, that
the levels of lead in their blood are reduced to safe levels, or that
the sources of their lead exposure are reduced or eliminated.
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We recommended that the department ensures that local programs
submit all case management information outlining the services
provided to lead-poisoned children, and monitor local programs’
activities to ascertain whether lead-poisoned children receive
appropriate care.

Department Action: Corrective action taken.

The department stated that it instituted protocols designed to
monitor case management by local programs. The protocols
include a review of all follow-up forms submitted by local
programs as well as a detailed review of a sample of all forms.
The reviews are designed to ensure that all follow-up informa-
tion on lead-poisoned children is submitted promptly and that
the information is complete. Further, the branch has conducted
site reviews of local health departments. Although some
deficiencies have been noted during the reviews and issues
requiring additional guidance and training have been identi-
fied, the department reports that most local programs are
doing an excellent job. Finally, the department reported that
it is revising its follow-up forms and tracking database to
improve the tracking of case dispositions.

Finding #2: The department has not determined where
and to what extent lead poisoning is a problem throughout
the State and has not adequately identified children with
lead poisoning.

The department has not been successful in its efforts to implement
regulations that would require laboratories to report the results of
all blood-lead tests. Efficient reporting of all blood-lead tests and
their results would provide the department the data it needs to
evaluate and report on the nature and extent of lead poisoning
among California’s children. Implementing these regulations is
also critical because current blood-lead reporting requirements do
not correspond with the department’s more restrictive criteria
for providing case management. As a result, the department
cannot ensure that all children requiring case management receive
these services.

To collect data on where and to what extent lead poisoning is a
problem and to ensure that children with elevated blood-lead levels
are identified and treated, we recommended that the department
adopt regulations requiring laboratories to report all blood-lead
test results and complete the testing and installation of software
that will allow laboratories to electronically submit their results.
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Department Action: Partial corrective action taken.

The department has not adopted regulations requiring labs to
report all blood-lead test results. Its proposed regulations to
accomplish this are currently being reviewed by the Depart-
ment of Finance. The department also has not completed the
testing and installation of software that will allow laboratories
to electronically submit their blood-lead test results. However,
the department reported that it continues to recruit labs to
voluntarily report all blood-lead test to the State and estimated
that it is receiving approximately 50 percent of all tests performed
on California children.

Finding #3: The department still needs to design
enforcement and evaluation components for statewide
screening requirements.

Although the department has substantially complied with state
law and the United States Centers for Disease Control and
Prevention’s guidance in enacting its screening requirements,
it has not incorporated measures to ensure these requirements
are effective.

To improve the effectiveness of its screening regulations and state
plan, we recommended that the department revise its screening
regulations to add an enforcement component and to require all
providers to document their reasons for not ordering blood-lead
tests on children. We also recommended the department develop
a plan to monitor and evaluate its screening regulations and state-
wide targeted screening policy.

Department Action: Corrective action taken.

The department reported that its revised screening regulations
became effective November 19, 2001. In its efforts to monitor
compliance with these regulations, the department stated that
it has produced several pilot reports from the Medi-Cal Managed
Care Information System and is in the process of validating
the report data. Once complete, the department plans to analyze
screening coverage in targeted groups and to identify providers
who have poor screening rates. The department also reported
that it is conducting an annual evaluation of 300 patient
screening charts at each Medi-Cal Managed Care Plan to assess
their lead screening performance. Moreover, the department
is working with Child Health and Disability Prevention (CHDP)
providers to obtain screening data from their information
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systems. Once it implements its universal reporting regula-
tions, the department plans to use the data to validate data
from Medi-Cal and CHDP.

Finding #4: The department does not identify and educate
Medi-Cal or CHDP providers who fail to screen children for
lead poisoning.

Although the department has taken steps to educate providers of
the need to screen high-risk children for lead poisoning, it has
been unable to target its educational efforts to those providers who
are not ordering blood-lead tests. Both the State and federal
government require that all children receiving Medi-Cal and CHDP
services receive a blood-lead test; however, less than 25 percent
are tested.

To improve the effectiveness of its outreach efforts, we recom-
mended that the department target those providers who fail to
comply with the screening requirements.

Department Action: None.

The department reported that it has taken no action to improve
the effectiveness of its outreach efforts by identifying and
educating Medi-Cal and CHDP providers who fail to screen
children for lead poisoning. However, it reports that it has
increased the reimbursement to all Medi-Cal and CHDP
providers for blood tests and counseling as an incentive to
increase screening rates.

Finding #5: Ongoing staffing shortages and lawsuits as well
as projected funding shortfalls threaten the department’s
current level of program operations and its ability to make
needed improvements.

The department’s progress in protecting California’s children from
lead poisoning has been hindered by the lack of adequate staff
and by lawsuits that divert the attention of the staff it does have
away from its primary mission. Of equal concern, without an
infusion of funding, the department is projecting a funding shortfall
for the program in fiscal year 2003-04 that would likely result in
cutbacks in activities, which are already insufficient.
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To ensure that the program is able to adequately protect California’s
children from lead poisoning, we recommended that the department
take the steps necessary to ensure that the program has adequate
funding and staffing to achieve its mandates and goals.

Department Action: Pending.

The department reported that it is looking at possible
options that will ensure adequate funding for the lead
poisoning program.

Finding #6: The lack of explicit enforcement authority limits
state and local efforts to reduce or eliminate sources of
childhood lead exposure.

Although the department has conducted numerous training ses-
sions to educate local officials about ways to use existing laws to
order and enforce the reduction or elimination of lead hazards, it
has been unsuccessful in its efforts to have legislation enacted to
strengthen statewide authority in these areas. As a result, local
officials and the department may be unable to adequately protect
children from lead hazards.

We recommended that the department seek legislation granting
the department, cities, and counties the authority to investigate
properties with suspected lead hazards and to order and enforce
the abatement of lead hazards against property owners. In the
absence of this authority, the department should continue its efforts
to assist local authorities with issuing and enforcing abatement
orders by continuing its training and education efforts.

Department Action: Partial corrective action taken.

The department states that if AB 422, 2001-02 Session, is
enacted, it will make explicit the authority of both state and
local agencies to order and enforce abatement of lead hazards.
In the interim, the department reported that it has developed
a draft enforcement guidance manual for local agencies and
will continue conducting training classes for local programs.

Finding #7: The department remains at risk of losing federal
funding for lead hazard reduction and elimination activities.

The department has been unsuccessful in enacting regulations
granting it the authority to impose administrative, civil, and crimi-
nal sanctions against those who violate state requirements related
to lead-safe work practices. As a result, the department has failed
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to comply with the requirements of the Federal Environmental
Protection Agency. Until the department addresses these issues, it
places the State and local agencies at risk of losing federal funding
to support lead reduction or elimination activities.

We recommended that the department seek legislation granting
enforcement authority to impose administrative, civil, and criminal
sanctions against those violating lead-safe work requirements.

Department Action: Pending.

The department reported that it is working on options that
will allow it to impose sanctions for noncompliance with lead-
safe work practices and certification requirements.

Finding #8: The department has yet to complete a statewide
plan for its health care provider outreach efforts.

In 1996 the department began developing a statewide provider
outreach plan to educate providers on the importance of evaluating
and testing children for lead poisoning. Although the department
has begun to implement some of its provisions, the plan is still in
draft and lacks timelines and implementation strategies the depart-
ment will need to evaluate whether its activities are on target and
effective in reaching and educating providers.

We recommended that the department continue its efforts in
finalizing and implementing a comprehensive statewide provider
outreach plan complete with timelines and implementation strategies.

Department Action: Corrective action taken.

The department stated that the plan is completed and that
implementation efforts are underway. Its outreach activities
include new outreach materials, Web site accessible informa-
tion, a media campaign, and provider notification.

Finding #9: It is too soon to tell whether the department’s
requirement for local programs to monitor their outreach
and education efforts is successful.

The department now requires local programs to evaluate the effec-
tiveness of their outreach and education efforts in identifying more
lead-poisoned children, and it also provides assistance to local
programs in developing the proper tools to complete these efforts.
However, full implementation and evaluation of these efforts are
to occur over a two-year period ending June 30, 2002. These
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efforts will allow the department to determine which outreach
strategies achieve the best results and to share the knowledge with
local programs.

We recommended that the department continue its efforts to assist
in refining the tools that are currently in place for evaluating the
effectiveness of the local programs’ outreach and education efforts.

Department Action: Partial corrective action taken.

The department has received and reviewed the first and second
biannual progress reports from local lead poisoning programs.
The department states that it created a database to track and
analyze the information in the progress reports.

Finding #10: The department developed a comprehensive
lead-safe schools program; however, it may not have the
funding to fully implement the program.

In response to a department study that found many schools
and day care facilities have lead-based paint or lead in their water,
the department developed a curriculum to educate schools and
day care staff on the appropriate steps for reducing or eliminating
lead hazards. Although it has conducted training at slightly more
than half of the school districts targeted for having elementary
schools, it will be unable to complete its training efforts before its
funding expires.

We recommended that the department pursue the funding needed
to complete its lead-safe schools training program in all targeted
school districts and to provide follow-up training to these schools
as necessary.

Department Action: Corrective action taken.

The department states that it is continuing to fund the lead-safe
schools program and is renewing its contract to create
instructional materials and train school district representatives
about lead hazards. The department is also working on
finalizing an evaluation report on the program.
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DEPARTMENT OF HEALTH SERVICES

|
Audit Highlights . . .

Our audit of the Department
of Health Services’
(department) processing of
drug treatment authorization
requests (TARs) disclosed:

M The number of TARs
received and processed
continues to increase.

M The average month-end
backlog of unprocessed
TARs was 11.6 percent for
the current 24-month
review period.

M The department was
unable to fully process
615 of the 2,711 drug
TARs we sampled within
one workday, as required.
However, for 249 of these
TARs, the provider had
access to the department’s
decisions within one
working day.

M Processing is slow
because of staffing
problems and because the
department’s contract
with Electronic Data
Systems does not require
TAR’s processing in the
time period required by
department policy.

Drug Treatment Authorization Requests
Continue to Increase

REPORT NUMBER 2000-009, AUGUST 2000

he Government Code and the Welfare and Institutions Code

required the Bureau of State Audits (bureau) to prepare an

analysis and summary of the Department of Health Services’
(department) data on drug treatment authorization requests (TARs)
and submit a report to the Legislature beginning February 1, 1991,
and every six months thereafter until January 1, 1999. New
legislation in 1999 extended this requirement to January 1, 2001.
This is our most recent and final report, covering four six-month
intervals from June 1998 through May 2000. In summary we
reported the following:

¢ The department did not always comply with the state policy by
taking longer than one working day to fully process 615 TARs
(22.7 percent) of the 2,711 drug TARs we sampled that were
either faxed or mailed. Of the 615 TARs, the decisions on 366
were not available within one workday. The Stockton drug unit
took two to three working days to fully process 591 of the drug
TARs faxed to it. For 366 of these drug TARs, 13 percent of our
sample, the decisions were not available to providers within one
working day. The Los Angeles drug unit also took two to five
working days to fully process 24 of the drug TARs mailed to it.
However, for all 24, the consultants’ decisions were available to
the drug providers within one working day.

¢ The department received 659,328 drug TARs from December 1999
through May 2000, an increase of 580,830 (740 percent) over
that of our first six-month review period 10 years ago. This
increase is due to the fact that, in November 1994, the law
reduced the limit of prescriptions from 10 to 6 per month that
an individual beneficiary could receive before a drug TAR had
to be submitted. In addition, although the number of Medi-Cal
beneficiaries has decreased from its high point in 1995, the
number is still higher than during the first review period.
Moreover, beneficiaries with more severe illnesses remain with
Medi-Cal instead of transferring to managed care, which does
not require the TARs. Also, there is a trend toward giving medi-
cation and care outside of a hospital setting.
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¢ From December 1999 through May 2000, the department received

154,684 (30.7 percent) more drug TARs than it did during our
previous review period of December 1997 through May 1998.
However, compared to the previous review period, the number
of eligible Medi-Cal beneficiaries declined by 8.7 percent during
December 1999 through May 2000.

Drug providers continue to submit most drug TARs by fax. From
June 1998 through May 2000, drug providers faxed to the
department 98.9 percent of all drug TARs. The department received
158,169 more drug TARs by fax from December 1999 through
May 2000, an increase of 32 percent over our previous review
period of December 1997 through May 1998.

The department processed 662,288 drug TARs from December 1999
through May 2000, an increase of 585,006 (757 percent) over
the number processed during our first six-month review period
10 years ago. This increase is directly related to the increase in
the number of drug TARs received.

From June 1998 through May 2000, the average percentage of
unprocessed drug TARs during each six-month interval has
ranged from 10.1 percent to 13.2 percent. These percentages—
while lower than the high of 34 percent during December 1991
through May 1992—are significantly higher than the 1.6 percent
of unprocessed TARs during June 1995 through November 1995.
The average month-end backlog of 11.6 percent for the current
24-month review period does not vary greatly from the
11.9 percent reported during our previous review.

The department’s current policy to process drug TARs within
one working day is less strict than the federal requirement to
process drug TARs within 24 hours. However, the federal govern-
ment acknowledges that processing time can exceed 24 hours
and allows the department to exceed the federally mandated
processing time requirement as long as emergency drugs are
available to beneficiaries when necessary. The department
adheres to this condition by not requiring a drug TAR for
emergency situations.

Beneficiaries submitted 705 fair hearing requests during our
current 24-month review period of June 1998 through May 2000.
Of these requests, 545 were withdrawn or dismissed, 50 were
denied, and the decision on 9 were still pending at the time of
our review.
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¢ The department has not fully implemented all recommendations
in our last report, which was issued in August 1998. The depart-
ment has not closely monitored the staffing of data-entry
personnel, been able to negotiate a new contract with a turnaround
time for drug TARs of one working day, and reinstated procedures
for monitoring processing times. The department, however, has
developed a system to address problems with computer and
data-transmission equipment.

We recommended that the department should take the following
steps to ensure it is promptly processing drug TARs:

¢ Continue to more closely monitor the scheduling of data-entry
staff to ensure that the department can process within the
required time frame the estimated number of drug TARs it
will receive.

¢ When the current contract with Electronic Data Systems expires,
negotiate a new contract with a turnaround time for drug TARs
of one workday.

¢ Ensure that its new system includes comprehensive procedures
for monitoring processing times.

Department Action: Partial corrective action taken.

The department continues to report that it closely monitors
and adjusts the number of data-entry personnel. It requires all
Medi-Cal field offices to immediately report significant changes
in TAR receipts to headquarters so that required adjustments
in data-entry staff may be made to prevent increases in back-
logged TARs due to insufficient staffing. The department also
states that its new contract will require TAR processing turn-
around time consistent with federal law and the department’s
own policy.

In addition, the department continues with its efforts to
redesign its TAR system. The redesigned TAR system will feature
an Internet-based on-line TAR submission and adjudication.
The department expects that the new system will shorten TARs
processing times and substantially reduce the amount of paper
documents. The department states that the new system will
allow comprehensive monitoring of TARs processing.
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DEPARTMENT OF HOUSING AND
COMMUNITY DEVELOPMENT

|
Audit Highlights . . .

We reviewed California
Natural Disaster Assistance
Program (CALDAP) loans
provided to victims of the
Loma Prieta earthquake by
the Department of Housing
and Community Development
(department) and found that:

M Despite borrower
allegations concerning the
quality of repair work,
state and local
jurisdictions generally
provided adequate
oversight.

M The processes used by
some jurisdictions may
have caused a few
borrowers to believe they
were not allowed to select
their own contractors.

M By not sending periodic
loan statements, the
department may have
contributed to some
borrowers’ confusion
regarding their loans.

M The department has not
been diligent in
monitoring compliance
with forgiveness
requirements, thereby
increasing the risk that
some part of $15.6 million
in loans will be
inappropriately forgiven.

Poor Administration of Certain Aspects of
the California Natural Disaster Assistance
Program for Loma Prieta Earthquake
Victims Could Result in Inappropriate
Loan Forgiveness

REPORT NUMBER 2000-129, MAY 2001

he Joint Legislative Audit Committee requested that we
review the Department of Housing and Community

Development’s (department) administration of its California
Natural Disaster Assistance Program (CALDAP) for victims of the
Loma Prieta earthquake. After the earthquake in October 1989,
the department loaned approximately $87 million to more than
900 borrowers to repair and rehabilitate damaged or destroyed
single-family dwellings and rental housing. We found that:

Finding #1: Despite complaints concerning the quality of
repair work, state and local jurisdictions generally provided
adequate oversight.

The CALDAP homeowner loan program provided loans to
homeowners in need of assistance. However, nearly 45 percent of
the homeowner borrowers in Berkeley and Oakland have alleged
various problems. Some of the complaints date to the early 1990s
when the repair work was completed, and relate mostly to poor
workmanship by contractors. We found that the validity of these
complaints varied. For instance, some borrowers have stated
that the work performed on their homes was unsatisfactory or
incomplete, and some said that rehabilitation inspectors did not
appropriately perform their jobs. In fact, a few homeowners have
succeeded in recovering damages from contractors through legal
action. However, based on the available documentation, we found
that for the most part, the local agencies administering CALDAP
had adequately overseen repairs and inspections.

In an effort to assess the complaints of poor workmanship,
Oakland’s Community and Economic Development Agency and
Berkeley’s City Manager’s Office have performed recent inspections
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of some of the properties in their jurisdictions. Although these
inspections have found that many of the complaints are not
related to the original CALDAP repair work, some of the complaints
have merit.

We recommended that the cities of Berkeley and Oakland continue
to provide a process to investigate and evaluate the complaints of
CALDAP borrowers.

Department Action: Partial corrective action taken.

The Berkeley City Council approved a resolution on
October 9, 2001, accepting the city manager’s recommendations
for improvements to city processes related to housing loan
programs. In addition, the resolution requested that, among
other tasks, the city manager (1) work with the State to forgive
the portion of the CALDAP homeowners loans associated with
rental units; (2) consult with various government contacts to
identify a source of funding for grants to correct housing defi-
ciencies in the CALDAP homeowner loan properties; (3) work
with the State to reduce the loan balances by the amount paid
by individuals above and beyond the CALDAP loan amount
to correct work that was incomplete or improperly done, or
work that was caused by work that was incomplete or
improperly done; (4) work with the State so that each CALDAP
property owner who has any loan remaining at the close of
the process will have in writing on an annual basis the amount
they owe, how they can repay their loan, or the accumulation
of interest on a deferred loan; and (5) work with the State to
extend loan repayments beyond six months upon the death
of a property owner to allow the heirs of the deceased property
owner the option of staying in the home.

The City of Oakland has not provided an updated response.

Finding #2: Some borrowers felt limited by the contractor
selection process.

A number of borrowers have alleged that they were not allowed to
choose the contractors who worked on their homes. We found
that the contractor selection processes varied among the local
jurisdictions we contacted. Some jurisdictions involved potential
borrowers in the contractor selection process more effectively than
others. The seemingly restrictive selection process used by some
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jurisdictions may have resulted in a few borrowers believing that
they had to use a specific contractor or were not allowed to select
their own. However, we did not find any documentation in loan
files to support borrowers’ allegations that they were directed to
select particular contractors.

To ensure that future loan programs better achieve their goals, we
recommended that the department reassess its guidelines and
standards of operation for local jurisdictions in areas such as
contractor selection and oversight of work quality.

Department Action: Corrective action taken.

In its initial response to the report, the department agreed that
the program design of CALDAP had shortcomings. It also
noted that it has not used this program design in its more
recent programs.

Finding #3: The department does not provide periodic
loan statements.

The department may have contributed to some borrowers’ confu-
sion regarding their CALDAP homeowner loans by not sending
periodic loan statements. Except for a statement of final
indebtedness following the payment of all anticipated CALDAP
rehabilitation expenses, the department has not provided borrowers
with periodic statements of their increasing total indebtedness as
interest accrues on their loans. Consequently, some borrowers
believed their loans were actually grants while others did not fully
understand loan repayment terms or refinancing restrictions.

We recommended that the department provide periodic loan state-
ments to borrowers that include outstanding principal and
interest amounts and specific contact information for borrowers
with questions.

Department Action: Partial corrective action taken.

The department reported that it is prepared to send annual
loan balance statements to CALDAP borrowers beginning in
January 2002. In addition, the department sent letters to
all borrowers on June 12, 2001, reminding the borrower of
the CALDAP loan and providing information related to
department contacts.
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Finding #4: Repayment terms of CALDAP loans may cause
hardship for the heirs of some low-income borrowers.

Some provisions of the CALDAP owner loans may result in difficult
repayment situations for the heirs of a small portion of the
program’s borrowers. The terms of CALDAP homeowner loans
specify that loan repayment is not required until ownership of the
repaired property is transferred or the property is no longer the
borrower’s principal place of residence. For example, when a
borrower dies, California law and the terms of the promissory note
prohibit the loan from being assumed except by the surviving
spouse, which means that any other heir must repay or refinance
the loan to inherit the property. However, in some cases, the heirs
may not have sufficient financial assets to repay or refinance the
loan. If, for instance, the heirs are disabled or dependent adults,
the department should have a method to determine, on a case-by-
case basis, the action it believes is in the best interest of the State.

We recommended that the department review and evaluate its
existing policies addressing the repayment of homeowner loans
to ensure that its policies adequately address difficult repayment
situations. If the department determines that a revision of these
policies or procedures is, in certain limited circumstances, in
the State’s interest, it should pursue a statutory revision to allow
it the needed operational flexibility.

Department Action: Corrective action taken.

The department reported that it has developed guidelines for
decisions regarding forbearance on the foreclosure or other
enforcement of CALDAP loans to maximize repayment of public
funding while avoiding undue hardships. Because CALDAP
operates under guidelines, the department did not undertake
revisions to any of its statutes. The department also indicated
that its current policy is for departmental management to
review decisions to forebear and these decisions are documented
in each loan file.

Finding #5: The department’s monitoring of CALDAP rental
loans has been lacking.

The CALDAP rental loan program assists owners and tenants of
rental properties. For this reason, CALDAP rental loan borrowers
are required to comply with certain rent restrictions, and if these
borrowers also restrict units to low-income tenants for at least
10 years of their loans, the State will forgive the rehabilitation
portion of their loans. Yet the department did not establish a process
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to monitor its rental loan borrowers until mid-1996, 4 years after
most of the rehabilitation work had been completed. This delay
was despite the statutory requirement that borrowers requesting
loan forgiveness comply annually with specific performance
conditions for rent and tenant-income levels. Moreover, the
department has not always enforced consistent minimum levels
of compliance. In addition, the department’s guidelines require
that assisted units of properties with refinancing loans comply
with rent restrictions for the entire length of the original loan.
However, we found two loans during our review where funds were
used for refinancing but that the department is not monitoring to
ensure compliance with the required rent restrictions. Thus,
low-income tenants in those facilities for which the owners had
opted for forgiveness had no assurance that they were provided
the low-cost housing mandated in the statutes.

Further, the department has not been sufficiently diligent since it
began monitoring compliance with the terms of rehabilitation
loans in 1996, thereby increasing the risk that some part of the
$15.6 million in eligible loans may be forgiven even though some
borrowers may not have complied with the required terms. The
department has not maintained sufficient documents in its files
to verify compliance, and supporting data from loan files has not
always agreed with the summary records that the staff prepares
and provides to the program’s managers.

We also found that the department incorrectly applied maximum
allowable rent rates. Moreover, the department has classified some
borrowers as conditionally compliant despite the fact that they
left units vacant for years at a time or charged rents in excess of
the maximum allowable. However, in these cases, it is unclear
whether the department will require the borrowers to repay a
portion of their loans for the noncompliant years. By granting
these borrowers greater latitude than statutory provisions allow,
the department may ultimately forgive portions of loans that are
not eligible for forgiveness.

To strengthen the process by which it monitors borrowers with
rental loans, we recommended that the department take the
following steps:

¢ Ensure that minimum levels of compliance are specified in writ-
ing and are sufficiently detailed in accordance with underlying
statutes and guidelines.

103



Monitor all applicable borrowers—both those that are pursuing
loan forgiveness and those that received funds for acquiring
property or refinancing—to ensure they meet the terms and con-
ditions of their Regulatory Agreements.

Retain documents such as periodic status letters, correspondence,
and borrower disclosure information of rent and tenant-income
levels in borrowers’ files to verify compliance with loan
forgiveness conditions.

Provide sufficient annual feedback to allow monitored facilities
to correct noncompliant activities. The department should
allow conditional certifications only when borrowers agree to
correct noncompliance, such as by refunding tenants’ over-
payment of rents.

Ensure that future calculations of maximum allowable rent are
applied in the appropriate year. The department should also
establish status tracking work sheets for all borrowers with rental
loans pursuing forgiveness and borrowers with acquisition or
refinancing loans.

Department Action: Partial corrective action taken.

The department reported the following status of its implemen-
tation of the recommendations:

e By May 1, 2002, the department intends to update its
CALDAP desk manual to provide staff with more thorough
detail regarding acceptable minimum levels of compliance.

¢ The department has identified the type of monitoring required
by all loans in its CALDAP portfolio. On October 26, 2001, the
department sent letters to borrowers of all three types of
CALDAP rental loans restating their obligations to maintain
rents and occupancy in accordance with their regulatory agree-
ments. The letters also indicate that these forms and
certifications will be sent annually and borrower response will
be necessary to ensure that the loan remains in good standing.

* The department has developed policies concerning the term
of affordability required to qualify for loan forgiveness.
After the policies were documented, the department’s legal
affairs division reviewed them for consistency with CALDAP
and approved them. The department believes this approach
provides clearer legal guidance than does a legal opinion.
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e The department’s program managers have issued written
instructions to staff concerning the retention of correspon-
dence and documents in the borrower files.

e The department has adopted loan forgiveness policies and
procedures, which include a resolution process of noncom-
pliance issues. On or before May 1, 2002, and annually after
that, the department will provide a certification letter to all
borrowers who are seeking loan forgiveness.

* The department has adopted a policy entitled “Calculation
of CPI Rate of Increase,” which will be applicable to CALDAP
rental loan program rents. In part, the policy provides
(1) after one year of initial occupancy, and annually there-
after, the rents for the assisted units may be increased by
the borrower at a rate not to exceed the most recently
published annual average percentage change in the
U.S. Department of Labor, Bureau of Labor Statistics, Consumer
Price Index, Rent Residential for all Urban Consumers for
the West (CPI); and (2) borrowers may appeal to the depart-
ment for a greater adjustment in rents, if necessary, to ensure
the fiscal integrity of the rental housing development. In
addition, CALDAP program staff have determined that the
department’s computer database is capable of incorporating
loan forgiveness data fields as well as data fields to record
information about borrowers with acquisition or refinancing
loans. These necessary enhancements are included in the
department’s annual work plan and will be implemented
during fiscal year 2001-02. Meanwhile, electronic spreadsheets,
which facilitate the submittal of operating budgets and rent
increase requests, of another of the department’s loan
programs will be made available to CALDAP borrowers and
management agents by December 30, 2001.
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DEPARTMENT OF INSURANCE

|
Audit Highlights . . .

Our review of the settlement
practices at the Department
of Insurance (department)
revealed that:

M The former commissioner
abused his authority by
requiring companies to
make “off-the-book”
payments directly to third
parties that were unrelated
to the enforcement
activities that led to
the payments.

M Other settlement
payments made directly
to third parties, while
apparently legal, were
imprudent because they
were not subject to
state purchasing and
expenditure controls.

M Many settlements failed
to include any monetary
penalties against insurance
companies that violated
the law.

continued on next page

Recent Settlement and Enforcement
Practices Raise Serious Concerns About
Its Regulation of Insurance Companies

REPORT NUMBER 2000-123, OCTOBER 2000

he Joint Legislative Audit Committee (audit committee)

asked us to determine the number of settlement agreements

the Department of Insurance (department) reached with
insurers between January 1996 and the end of May 2000. The
audit committee also asked us to track payments ordered by the
settlement agreements to determine if and when insurers made
such payments. Finally, we evaluated the department’s record
keeping to determine whether it is adequate to ensure appropriate
and prompt payment of settlement agreements.

Finding #1: The former insurance commissioner abused
his discretionary authority in the settlement of
enforcement actions.

Between January 1, 1996, and May 31, 2000, the former com-
missioner entered into 96 settlement agreements requiring some
form of monetary payment on the part of the insurance companies
for various violations of the insurance code. However, the former
insurance commissioner abused his authority by requiring insurance
companies to make $12.3 million in outreach payments directly
to vendors and nonprofit organizations when such payments did
not relate to the regulatory activities that gave rise to them. These
funds were not subject to the State’s system of fiscal controls and
were outside the Legislature’s oversight. According to an attorney
general’s opinion, to be legal, an outreach payment to a third party
must be related to the enforcement responsibilities of the depart-
ment that led to the settlement agreement.

The department also omitted critical enforcement provisions from
settlement agreements—such as the levying of fines and issuance
of cease and desist orders when insurance companies engaged in
unfair or deceptive business practices. Failure to assess penalties or
ordering insurers to cease unfair or deceptive practices misleads
the public and gives the appearance that no improper conduct
occurred while precluding the department from using stronger
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M The department deprived

consumers of important
information regarding
insurance companies
because settlement
agreements omitted
details of the insurers’
illegal activities.

Insurers that violate

the law may go
unpunished because the
department does not
effectively manage its
enforcement activities.

sanctions in the future if the insurer violated the same sections of
law. In lieu of assessing penalties, the department required insurers
to make outreach payments directly to third parties. In fact, the
amount of outreach payments required of insurers generally
increased in proportion to the amount of fines and penalties
assessed to insurers during the 4.5-year period we examined.

Even when the department does impose a fine or penalty on an
insurance company that violates the Insurance Code, it fails to
consistently report such actions to the National Association of
Insurance Commissioners (NAIC)—a voluntary association created
to coordinate the regulation of multistate insurers. Between
January 1, 1996, and May 31, 2000, we identified 78 settlement
agreements that included fines or penalties. However, the depart-
ment reported just four such cases to the NAIC. By failing to
consistently report the fines and penalties it does impose, the
department removes an effective deterrent against future violations.

Additionally, the department sometimes masked the purpose of
outreach payments by omitting specific information from public
settlement agreements. For example, settlement agreements that
included an outreach component did not always stipulate the
exact amount that was to be paid to the nonprofit organization or
vendor. In these cases, the payment amount was specified in a
separate letter, which the department agreed to keep confidential.

We recommended that the Legislature consider a change to the
Insurance Code forbidding the insurance commissioner from
requiring that payments be made to nonprofit organizations,
foundations, or vendors as a part of a settlement agreement. We
also recommended that the department make penalties a public
component of the settlement in all instances involving egregious
violations in which a penalty is justified. In addition, the depart-
ment should include as part of any public settlement agreement
the date each type of payment is due, provisions listing the
alleged violations, an order to cease and desist from such activities,
and any other pertinent terms of the agreement. Finally, we
recommended that the department report all penalties assessed
against insurers to the NAIC. These actions would ensure the
appropriate public disclosure of the nature of the violations and
provide the department with more enforcement power should
repeat violations occur.
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Legislative Action: Corrective action taken.

Chapter 1091, Statutes of 2000 (SB 2107), prohibits the
commissioner from ordering an insurer, agent, or broker to
make settlement payments to a nonprofit entity, or direct funds
outside the state treasury system.

Department Action: Corrective action taken.

The department reported it has implemented a policy whereby
standardized language will be used in settlement agreements.
Specifically, the language will include the terms of settlements,
including monetary amounts to be paid and the time frame
within which payment is due. Settlement agreements will also
specify the code or regulatory provisions said to have been
violated and include, where applicable, cease and desist orders.

The department also stated it has implemented a policy
whereby all penalties assessed against insurers will be reported
to the NAIC.

Finding #2: The purposes of outreach payments made to
entities outside state control were often questionable.

Based on the attorney general’s criteria, the settlement terms
directing a total of $16.5 million in outreach payments to third
parties appear to be legal. However, we believe this practice is
imprudent because such payments fall outside the State’s fiscal
controls. As a result, the subsequent use of these funds can be for
questionable purposes.

The Insurance Code requires that the fines and reimbursements
the commissioner receives through settlement agreements or by
order of an administrative law judge be deposited in the
General Fund and Insurance Fund of the state treasury system.
Such requirements enable the department to better track insurers’
adherence to settlement provisions. In addition, funds deposited
in this manner are subject to state purchasing and expenditure
controls, and their disbursement must be reviewed and approved
according to state laws and regulations. The funds must also be
included in the department’s budget process, which allows for
legislative oversight and public disclosure. Absent these fiscal
controls, more than $1.4 million in settlement funds directed
to one nonprofit organization were spent for purposes wholly
unrelated to the department’s regulatory responsibilities.
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To ensure that all activities and expenditures funded by settlement
payments relate to the department’s regulatory responsibilities that
prompted the payments and adhere to the State’s fiscal controls,
we recommended that the department:

e Require insurers to direct all settlement payments to the
department.

e Deposit these funds in the state treasury system.

¢ After depositing such funds, the department could either con-
duct outreach activities itself or contract for these activities so
as to increase its direct control over the expenditures made for
outreach and ensure that they clearly relate to the regulatory
responsibilities that initiated the payments.

Department Action: Corrective action taken.

The department stated it has instituted a policy that prohibits
outreach provisions in settlements with insurers and other regu-
lated entities. The department also reported it has implemented
procedures pursuant to SB 2107 that requires the
commissioner’s approval of settlement terms.

Additionally, the department indicated it has implemented
procedures whereby all settlement funds are invoiced by and
remitted directly to its accounting bureau. Standardized language
has been included in settlement documents that inform
licensees that they will be invoiced for penalties and reim-
bursements and directs them to wait for the invoice before
remitting payment. The department’s legal branch will provide
information to the accounting bureau as to the proper
characterization of the monies, and whether the funds should
be deposited into the Insurance Fund or General Fund.

The department did not specifically address our recommen-
dation concerning conducting outreach activities itself or
contracting out for these activities. However, the changes it
addressed in its response sufficiently address our concern over
the direct control of expenditures.

Finding #3: The department does not effectively manage its
enforcement activities.

Insurers that have committed Insurance Code violations may go
unpunished because the department does not effectively manage
its enforcement activities. Specifically, the department is unable
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to compel insurance companies to correct identified violations
promptly because of significant delays by the legal division in
resolving cases. For example, according to the legal division’s
tracking system, as of April 2000, 183 (33 percent) of the 554 open
cases in the legal division’s compliance bureau have yet to be
assigned to an attorney for resolution. Thirty-seven of these cases
have been open for more than one year, even though several are
designated as high priority. Additionally, bureaus that have initiated
enforcement actions cannot quickly determine the status of cases
referred to the legal division because the department’s systems for
monitoring cases are not integrated. We identified at least five
separate systems used by the department to track the status
of enforcement actions, none of which are capable of sharing
information. Finally, poor controls over the remittance of fines,
reimbursements for the costs of enforcement activity, and outreach
payments do not ensure the prompt receipt and deposit of funds
or the appropriate use of settlement payments.

To improve the effectiveness of its enforcement activities, we
recommended that the department:

e Develop an integrated system for tracking enforcement
activities and establish protocols for the consistent recording of
key information.

¢ Periodically review open enforcement cases and determine why
the legal division is taking so long to resolve cases referred to it
and correct the situation.

¢ Instruct insurance companies to remit settlement payments
directly to the accounting division or establish cashiering units
in the bureaus initiating enforcement actions and the legal
division to better safeguard these funds.

¢ Communicate settlement terms to the accounting division upon
approval of settlement agreements so that appropriate accounts
receivable can be established to track and monitor payments.

e Strengthen controls in the accounting division to ensure that
all settlement payments are collected promptly and deposited
in the appropriate state funds.
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Department Action: Partial corrective action taken.

The department stated its E-Government and Technology
Solution Branch has begun to integrate all enforcement tracking
databases within the department. Specifically, it has developed
a plan to consolidate its case management systems into one
Web-based system. Additionally, the department intends to
develop a core information system that will provide case
information tracking by pulling data from the consumer
services, financial surveillance, and company/criminal inves-
tigations management systems. The department’s legal branch
is also continuing to work toward full implementation of its
case tracking system.

Additionally, the legal branch has established a permanent
compliance office in Los Angeles. Attorneys are available to
the consumer services and market conduct branch and the
criminal investigations branch for the purpose of discussing
ongoing and proposed investigations and other matters that are
currently the subject of administrative proceedings. The depart-
ment stated it has also instituted monthly meetings of all
compliance attorneys to discuss both specific cases and matters
of mutual concern regarding consistency and efficiency in the
enforcement program.

As previously stated, the department indicated it has imple-
mented new procedures to improve controls over the collection
and accounting of proceeds of settlements. Specifically, all
settlement funds will be invoiced by and remitted directly to
the accounting bureau. Additionally, language will be included
in the commissioner’s orders informing insurers that they will
be invoiced and instructing them to wait for the invoice before
remitting payment.

The department has developed a new standard form to be
completed by the legal branch, attached to a copy of the
settlement agreement, and forwarded to the accounting bureau.
The form will characterize any payments to be received as
either a fine or cost reimbursement. The form will also indicate
whether the funds should be allocated to the General Fund or
the Insurance Fund. Finally, the legal branch’s database has
been modified to provide for the tracking of settlement funds
from invoice through final disposition.
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DEPARTMENT OF INSURANCE
CONSERVATION AND
LIQUIDATION OFFICE

|
Audit Highlights . . .

Our review of the operations
and internal controls of the
Department of Insurance’s
(department) Conservation
and Liquidation Office (CLO)
disclosed that the CLO:

M Does not adequately
safeguard and conserve
assets that come under
its control.

M Has not updated estate
closing plans since 1998,
and has never included
projected cash flow needs
in these plans.

M Does not effectively
manage its contracts and
its basis for allocating
certain costs to insurers’
estates is inequitable.

M Has never adopted a
comprehensive conflict-of-
interest policy for its
employees and
contractors to follow.

continued on next page

Stronger Oversight Is Needed to Properly
Safeguard Insurance Companies’ Assets

REPORT NUMBER 2001-102, JULY 2001

he Joint Legislative Audit Committee (audit committee)

asked the Bureau of State Audits to conduct an audit of the

operations of the Department of Insurance’s (department)
Conservation and Liquidation Office (CLO). Specifically, the audit
committee asked us to determine whether the CLO has adequate
internal controls to detect the mishandling of the assets of conserved
and liquidated insurers. The audit committee also asked us to
evaluate the sufficiency of the department’s efforts to regularly
monitor all CLO operations. We found that:

Finding #1: The CLO does not promptly identify and secure
all assets of seized or conserved insurers.

The Conservation and Liquidation Office (CLO) does not follow
recommended procedures when it inventories the fixed assets
of an insurance company (insurer) that it seizes or places in
conservation. In a recent example, rather than immediately
completing an inventory to identify and safeguard the assets of a
seized title insurance company, the CLO waited to do so until at
least three weeks after it was authorized to take control of the
insurer in February 2000. More recently, the CLO omitted several
items from the inventory count of another conserved insurer’s fixed
assets. In addition, the CLO does not account for all of the assets
of liquidated insurers after they are auctioned, so it does not know
whether the auction company returns all of the unsold items. Such
practices fail to safeguard and conserve the insurer assets that come
under the CLO’s control.

To ensure that it adequately safeguards the fixed assets of insurers
under its control, we recommended that the department see that
the CLO take the following steps:
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M Sspent at least $6 million
of insurers’ money on a
claims processing system
that does not meet
its needs.

Additionally, the department
has allowed the CLO

to continue its poor
management practices by
failing to properly oversee
its activities.

e Develop work plans for each inventory it conducts, based on
prudent business practices that include:

¢+ Holding preparatory meetings to discuss the inventory process.

¢ Providing instructions regarding how each inventory will
be taken.

¢+ Promptly conducting inventory counts to reduce the risk
of loss.

¢ Ensuring that all count sheets are pre-numbered and collected
after the inventory is complete.

¢ Checking all counted items to ensure that they are clearly
marked or tagged to avoid omitting any.

e Train its staff in proper inventory procedures and require all
personnel who participate in the inventory process to follow
the new procedures.

¢ In its contracts with auction companies, require auction lists of
sold and unsold items to include the inventory tag number and
the exact same description as is included on the CLO’s list of
inventory available for auction, and reconcile the lists to ensure
that all inventoried items are accounted for.

Department Action: Corrective action taken.

The department states that the CLO has completed a review of
its fixed asset inventory policies and procedures manual and
made the necessary modifications to ensure that all of the above
recommendations were properly included. The revised manual
was finalized on September 10, 2001, and will be used for all
future inventories.

Finding #2: The CLO does not ensure that investment
decisions are optimized.

We found that the CLO is not as effective as it could be in managing
insurers’ invested assets and budgeting for its operations, because
it does not regularly update the individual closing plans for the
estates it manages. Since 1998, the CLO has failed to update its
estate closing plans, and it has never included an estimation of
each estate’s future cash flows as part of those plans. This
information would be very helpful to its investment managers in
maximizing the assets of the estates they manage. In 1998, the
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CLO did prepare an aggregate cash flow projection that aided its
investment managers. Since then, however, the CLO has neither
updated estate closing plans nor projected its cash flow needs, so
this information has been unavailable for making investment
decisions or to more accurately budget for its operations.

In addition, since 1995, the CLO has not reviewed its invest-
ment guidelines or performance benchmark to ensure that its
investment strategy is appropriate, even though the size of its
investment pool has more than tripled since then. In addition, in
calendar year 2000, the CLO paid $930,000 to its investment
managers, but since 1998, it has not evaluated the fees it pays to
ensure that they are reasonable when compared to what other
investment firms would charge to manage a pool of similar value.
Consequently, the CLO may be needlessly spending estate funds
on fees for its investment managers.

To maximize the return on the assets it manages, we recom-
mended that the department ensure that the CLO takes the
following actions:

e Update estate closing plans and include estimates of the future
cash needs for each estate. The CLO should use this informa-
tion to ensure that it reaches its goal of maximizing estate assets
and to accurately plan and budget for its operations.

e Periodically reevaluate its investment strategy and benchmark
to reflect changing conditions and requirements.

e Periodically review its contract for investment management
services to determine whether the fees it pays are reasonable
compared to what other investment managers would charge to
manage an investment pool of similar value.

Department Action: Corrective action taken.

The department states that the CLO has completed updating
estate plans for the 55 estates under its control as of July 2001,
and developed a schedule to keep them updated.

In March 2001 the CLO requested the current investment
management firms to provide their recommendations for
modifying the investment strategy, and in July 2001 decided
not to modify the current strategy or benchmark. In addition,
in August 2001 the CLO issued a request for proposal for
investment management services.
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Finding #3: The CLO did not always follow its procedures for
awarding and managing contracts for professional services.

The CLO does not adequately manage its contracts to ensure that
contract managers follow its competitive bidding policy, which
specifies only three circumstances when obtaining competitive bids
is not required. Two of the 10 contracts we reviewed should have
been competitively bid but were not, and the reasons the CLO
gave for using sole-source contracts did not appear to qualify under
any of the exceptions listed in its policy. When the CLO fails to
properly control and monitor its contracts, estate assets may be
spent improperly or unnecessarily.

We recommended that the department see to it that the CLO:

e Amend its contracting policies and procedures to define how
managers should seek competitive bids, including the type of
documentation required for bids obtained by telephone, and
ensure that its contract managers understand and adhere to the
CLO’s contracting policies and procedures.

e Assign each contract a unique number and require its contract
managers and accounting staff to track payments made using a
spreadsheet or other means as a control against misapplied
payments or overpayment.

e Review contracts periodically to determine if and when they
should be renewed, and require all contractors to adhere to all
contract terms and conditions.

¢ Ask one vendor who provided security services to pay back
$43,340 in overpayments due to the CLO paying a higher rate
than its contract specified.

Department Action: Partial corrective action taken.

The department states that on September 12, 2001, the CLO
completed a contracts manual that is based on the policies
and procedures used by the department. The CLO plans to
expand the manual to include detailed processes to be followed
for the various methods used to procure services. In addition,
the CLO established a contract coordinator position that is
responsible for ensuring that the contracting policies and pro-
cedures are followed. Finally, the CLO sent a demand letter to
the contractor that received the overpayment on July 27, 2001.
The contractor agreed to pay back the overpaid amount by
December 14, 2001.
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Finding #4: The CLO does not ensure that it hires and
promotes qualified staff.

The CLO does not ensure that it hires and promotes the most quali-
fied applicants. For example, the CLO hired two applicants and
promoted one employee who did not appear to meet the CLO’s
minimum qualifications. Consequently, the CLO cannot be
certain that it is employing the most qualified personnel, and it
may be compensating some employees for qualifications they do
not possess.

We recommended that the department see to it that the CLO hire
qualified applicants and promote qualified employees to positions
requiring technical knowledge and experience. In addition, the
CLO should also verify applicants’ references, including work and
education records, before making hiring decisions and should
document its justification when hiring applicants and promoting
employees who do not meet minimum qualifications.

Department Action: Corrective action taken.

The department states that the CLO has established a formal
process to ensure that individuals who are hired or promoted
meet the minimum qualification requirements of the position
classification, and that references, including work and educa-
tion records are always checked. The new process is documented
in the CLO’s procedure manual.

Finding #5: The CLO is not sure that its salary levels are
still competitive.

Although the CLO has obtained market trend reports for salary
scales, it has not considered and evaluated this data. As a result,
the CLO has not adjusted its structure for salary ranges since 1995.
When the CLO does not periodically evaluate its salary structure,
it cannot be sure that its salaries are reasonable and remain
competitive enough to attract and retain qualified applicants.

To ensure that its salaries remain competitive, we recommended
that the department have the CLO evaluate its salary structure,
using both private and public sector comparisons, to ensure that
it attracts and retains qualified employees.

Department Action: Corrective action taken.

The department reported that the CLO has completed its review
of its salary structure. This evaluation includes both private
and public salary comparisons.
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Finding #6: The CLO has never established a comprehensive
conflict-of-interest policy for its employees and contractors.

The CLO has never had comprehensive conflict-of-interest policies
and guidelines for its employees and vendor contractors to follow.
Because it lacks comprehensive conflict-of-interest policies and
guidelines, the CLO cannot ensure that its employees and con-
tractors adequately safeguard sensitive information and act in
the best interest of the estates it manages.

We recommended that the department instruct the CLO to:

¢ Finalize, approve, and implement a conflict-of-interest policy
similar to the policy used by state agencies.

e Require all designated employees and multiyear contractors to
complete an annual conflict-of-interest statement.

Department Action: Pending.

The CLO is drafting its conflict-of-interest code and statement
of incompatible activities. Senate Bill 80 authored by
Senator Speier established an implementation deadline of
February 1, 2002. The bill was chaptered in October 2001.

Finding #7: The CLO’s basis for allocating fixed costs unfairly
burdens some insurers.

We found inequities in the CLO’s basis for allocating its fixed costs
to estates. Moreover, the CLO does not regularly review the status
of estates to identify those that meet its criteria for sharing the
fixed costs. For example, we found that for one estate the CLO did
not allocate more than $4,000 for one month'’s fixed costs despite
the fact that staff spent 94 direct hours working on this estate’s
activities.

We recommended that the department have the CLO:

¢ Review other options for allocating fixed costs to insurers that
are more equitable than its current method, and implement a
method that allocates fixed costs to all insurers’ estates with
assets that benefit from these costs.

e Develop a system of review to ensure that insurers who should
be paying a portion of the fixed costs are included in its alloca-
tion process and that insurers who should not be included are
not paying these costs.
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Department Action: Corrective action taken.

The department states that the CLO has reviewed the various
types of costs that need to be allocated to insurers’ estates and
has worked with the department to finalize a methodology for
allocating these costs. The CLO completed the analysis in
October and will use the new methodology to allocate
September expenditures. The department also states that as
new costs are incurred or estates come under the CLO’s control,
it will evaluate the appropriateness of the cost allocation
system for those costs and estates.

Finding #8: The CLO spent millions in estate assets to
implement a claims processing system that does not
effectively support its operations.

Although the CLO has spent more than $5.7 million to implement
the claims processing system it purchased in 1995, the claims system
continues to be costly and inefficient, and it does not effectively
support the CLO’s operations. For example, although the claims
system was purchased in part to improve the CLO’s reinsurance
claims process, reinsurance recovery claims continue to be handled
manually—a process that is inefficient and prone to error. Unless
the CLO properly accounts for all of its reinsurance contracts and
establishes receivables for all amounts due, it cannot ensure that it
bills for all the reinsurance it is entitled to and promptly collects
payments owed to avoid losing interest earnings because of delayed
reinsurance payments, thus providing fewer funds to pay the
insurance companies’ creditors.

We recommended that the department instruct the CLO to:

e Work diligently toward defining its overall claims processing
system needs. If it chooses to purchase a new claims processing
system, the CLO should explore the option of alternative
procurement, whereby the software company would have a
direct financial stake in the successful implementation of the
claims system.

¢ Ensure that reinsurance claims are both properly accounted for
and promptly billed.
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Department Action: Pending.

The CLO issued a request for proposal on August 10, 2001, to
acquire the necessary assistance to find a solution to the CLO’s
overall claims processing and reinsurance collection needs. The
CLO states that the proposals of the prospective firms have
been received and reviewed, and a firm was selected in
October 2001.

The CLO is currently reviewing its system and processes for
promptly identifying and collecting on reinsurance claims and
plans to make appropriate modifications to procedures based
on the results of the review. In addition, the CLO is in the
process of developing a request for proposal for assistance in
maximizing the recovery of reinsurance. The fees paid to the
selected vendor will be based solely on the recoveries made.

Finding #9: The department’s flawed oversight of the CLO
weakens its ability to ensure that the CLO properly
safeguards and manages estate assets.

Although the department considers the CLO to be exempt from
several components of the State’s control system, it has failed to
take the steps necessary to otherwise oversee the CLO’s activities.
For example, although the CLO’s internal auditor acts as an
oversight arm for the department, it does not require the internal
auditor to adhere to the department’s policy that requires a
two-year internal audit cycle. In fact, the current audit plan does
not have the internal auditor completing his first audit cycle until
2002—nearly five years after its start. Consequently, the internal
auditor has not yet reviewed the CLO’s operations in some
important areas, such as its processes for inventorying the assets
of the insurers it manages, preparing budgets, and the operation
of its information systems. Had the department enforced its policy,
some of the weaknesses we detected might have been identified
and corrected sooner.

We recommended that the department:

e Strengthen its oversight process by ensuring that the CLO’s
accounting and administrative controls are periodically monitored
and the highest-risk areas are promptly reviewed by requiring
the internal auditor to complete a full audit cycle at least once
every two years.
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e Ensure that when the CLO’s internal auditor reports on control
weaknesses and recommends improvements, the CLO implements
such recommendations or documents why it does not.

¢ Follow up on the CLO’s efforts to implement recommendations
for improvement made by external auditors and ensure the status
of those efforts is regularly reported.

Department Action: Corrective action taken.

The Insurance Commissioner (commissioner) established an
audit/oversight committee that will have full access and
oversight of the operations of the CLO. This committee’s
duties will include such things as the CLO budget and all
audit activities and other functions requested by the com-
missioner. The committee held its first oversight meeting
on September 13, 2001, and will meet at least quarterly.

To ensure that the CLO’s accounting and administrative con-
trols are periodically monitored, the CLO will have the
Department of Finance complete an internal control review
once every two years and high-risk areas will be reviewed by
CLO internal audit staff. Additionally, the audit/oversight
committee will review the CLO audit plan.

To ensure the accurate and prompt follow up and imple-
mentation of both internal and external audit recommendations,
the department states that it has made several changes,
including moving the CLO internal audit function from the
CLO to the department and formalizing follow-up procedures
for implementing recommendations.
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DEPARTMENT OF JUSTICE

Audit Highlights . . .

The Department of Justice
(department) has improved
controls over the California
Witness Protection Program
(CWPP). Our most recent
audit found that the
department has made
improvements that meet our
previous recommendations.
These improvements include:

M Establishing a formal
review process for
approving applications
and reimbursements.

M Ensuring that staffing is
sufficient to perform
program activities.

M Performing field audits of
district attorneys’ offices
participating in the CWPP.

M updating the
CWPP policies and
procedures manual.

It Continues to Use the Improvements
It Made to the California Witness
Protection Program

REPORT NUMBERS 98024, FEBRUARY 1999; 99024,
NOVEMBER 1999; 2000-012, NOVEMBER 2000; 2001-013,
DECEMBER 2001

s required by the 1998-99 Budget Act, we conducted

an audit of the Department of Justice’s (department)

California Witness Protection Program (CWPP). In
response to requirements of subsequent budget acts, in
November 1999, November 2000, and December 2001, we
performed follow-up audits to examine the department’s
implementation of our recommendations. During these audits we
noted the following conditions:

Finding #1: The CWPP does not have consistent
management oversight.

Because only one analyst operates the CWPP, program responsibili-
ties are concentrated and the department may not detect errors or
omissions. In addition, the department does not always ensure
that it has all the proper documents before it pays program costs.
As a result, the department may reimburse costs of services for
ineligible witnesses.

We recommended that the department establish a formal
management-review process for the approval of applications and
reimbursement requests. The department should deny payments
on claims when crucial documents, such as applications and
witness agreements, are missing or incomplete.

Department Action: Corrective action taken.

The department has implemented a checklist system to ensure
that all necessary documents are received before reimburse-
ments are processed. Also, the department has implemented
formal management oversight procedures. Now a division
manager has final approval of all program applications and
reviews each reimbursement request prior to payment.
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Finding #2: The program may lack the necessary staff to
handle anticipated growth.

The program is assigned one analyst who performs all of its
day-to-day activities. However, this analyst is already using limited
overtime to complete the work. Any delays in processing claims
or approving cases could delay payments to counties, or possibly
place witnesses at risk.

We recommended that the department conduct a workload analysis
to ascertain the CWPP’s staffing needs. The department should
also find staff who can back up the primary program analyst
when necessary.

Department Action: Corrective action taken.

The department has hired a temporary analyst to serve as an
immediate backup to the CWPP’s primary analyst. We believe
the staffing level of the CWPP is adequate for the current
caseload, but the department should continue to monitor its
staffing needs as the program grows.

Finding #3: The department does not independently ensure
the propriety of expenditures at the district attorneys’
offices.

As a result, the department has no way of knowing with any cer-
tainty that underlying support for reimbursement claims actually
exists, or that the claims comply with CWPP requirements. The
department therefore risks paying improper or misstated claims.

We recommended that the department perform periodic field audits
to ensure that the district attorneys’ offices are:

¢ Only claiming allowable costs.
¢ Using other funding sources before applying to the CWPP.

¢ Administering the program consistently.

Department Action: Corrective action taken.

The department has begun to perform periodic field audits
to ensure that district attorneys’ offices are claiming only
allowable costs and are using the CWPP consistently. As of
our December 2001 report, it had completed eight audits of
district attorneys’ offices and was in the process of
completing another.
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Finding #4: A formal reconciliation process between program
and accounting records does not exist.

After the program analyst forwards a claim to the accounting
department for payment, she has no way of knowing whether the
claim was paid and if so, whether the payment was correct, prompt,
or recorded accurately.

To account for all CWPP transactions, we recommended that the
department develop and perform periodic reconciliations between
accounting and program records.

Department Action: Corrective action taken.

The department has implemented procedures to periodically
reconcile program and accounting records for all CWPP
transactions.

Finding #5: The department has not adequately clarified
certain policies in its manual to ensure consistent,
appropriate use of CWPP funds.

To promote consistent administration of the program and help
ensure that the department and the district attorneys’ offices
properly account for and spend CWPP funds, we recommended
that the department specity in its policies and procedures manual
how the district attorneys’ offices should account for housing and
utility deposits and meal receipts. We also recommended that the
department periodically review established program rates and make
adjustments as needed. In addition, the department should hold
an informational workshop for the district attorneys’ offices
regarding the administration of the CWPP.

Department Action: Corrective action taken.

The department updated its policies and procedures manual
to modify requirements related to meal receipts and unused
portions of housing deposits. Further, it has plans to make
additional revisions to its policies and procedures manual and
in the interim has issued a policy memorandum.

The department reports that it has also taken advantage of
opportunities to inform representatives from the district
attorneys’ offices about the use of the CWPP. The program
analyst indicated that, as of October 2001, she has presented
26 briefings and workshops explaining various aspects of the
CWPP and has scheduled three more training sessions for
the future.
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Finding #6: The department has not documented its basis for
denying certain cases.

The program analyst has not maintained any records document-
ing the applications denied over the phone or the rationale for
the decisions. Because the department has not documented these
requests, it cannot ensure that its policies are consistently applied.

We recommended that the department maintain written records
documenting the reasons that it denied certain applications.

Department Action: Corrective action taken.

The department has developed and implemented a case-denial
form to document all cases it denies.
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DEPARTMENT OF MOTOR VEHICLES

|
Audit Highlights . . .

Our review of the Department
of Motor Vehicles (Motor
Vehicles) to determine whether
it has adequate procedures
and resources to detect or
prevent the issuance of
fraudulent documents
revealed that:

M Motor Vehicles lacks the
technology to use the
computer-mapped finger
images it collects to verify
the identity of all
applicants for driver
licenses and ID cards.

M Motor Vehicles cannot
accurately quantify the
effect of new procedures
aimed at detecting or
reducing fraud.

M Motor Vehicles can
implement further
procedures such as
requiring two employees
to verify photos it retrieves
for existing customers
obtaining a temporary
license, driver license,
or ID card.

continued on next page

Although Unable to Measure the Extent
of Identity Fraud and the Effect of Recent
Reforms, It Should Improve Its Technology,
Procedures, and Staffing Further

REPORT NUMBER 2001-103, SEPTEMBER 2001

y issuing driver licenses and identification cards (ID cards)—

California’s basic identification documents—the Department

of Motor Vehicles (Motor Vehicles) enables residents to
establish who they are for the purposes of driving, getting jobs,
and making basic financial transactions such as purchasing goods
and opening lines of credit. In fiscal year 2000-01, Motor Vehicles
issued about 8 million driver licenses and ID cards, with an
unknown number of them going to people who managed to outwit
the issuing system and obtain fraudulent driver licenses or ID cards
by taking over someone else’s personal information and
“becoming” that person.

At the request of the Joint Legislative Audit Committee, we reviewed
the procedures Motor Vehicles uses to issue driver licenses and its
resources to determine whether they are adequate to detect or
prevent the issuance of fraudulent documents. We also reviewed
Motor Vehicles’ process for issuing ID cards, because the procedures
are similar to those used to issue driver licenses. Based on our
review, we found the following:

Finding #1: Motor Vehicles cannot use existing computer-
mapped finger images to verify customer identity.

Although Motor Vehicles uses finger images to investigate
potentially fraudulent applications, it cannot use them to verify
the identity of all customers applying for driver licenses or ID cards
because of inadequate technology, questionable image quality, and
privacy concerns from opponents of finger imaging.

Because it lacks the necessary technology, Motor Vehicles cannot
ensure that a customer applying for a renewal or duplicate driver
license or ID card is the true holder by conducting a one-to-one
search, which would compare a finger image in its database against
the image the customer is providing in person. Technology limitations
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Motor Vehicles can better
help employees prevent
fraud by standardizing its
fraudulent document
detection training course.

Motor Vehicles’
Investigations and Audits
Division, responsible for
investigating fraud, lacks
adequate policies,

procedures, and resources.

also prevent Motor Vehicles from making sure that a new customer
does not already hold a driver license or ID card under another
name by using a one-to-many search, which would compare a
new or existing finger image with all other images in the database.
Additionally, although the finger images in Motor Vehicles’ existing
database date back to early 1990, Motor Vehicles was not able to
collect finger images that meet Federal Bureau of Investigation
standards until 1999. Furthermore, after three unsuccessful attempts
at capturing an acceptable image, field representatives can force
the software to accept the image and record the last print taken,
which may or may not be readable. Therefore, the finger images
that Motor Vehicles has taken may not support computerized
searches even if it does receive the funding to upgrade its technol-
ogy. Finally, some opponents of the use of finger imaging have
raised both legal and policy concerns about the potential for this
technology to interfere with individual privacy rights. However,
with appropriate limitations on their use, finger images can be
a legal and effective way to reduce identity fraud that can harm
the public.

We recommended that the Legislature should reconsider funding
to support an upgrade of Motor Vehicles’ finger-imaging technology
if recent reforms to the process for issuing driver licenses and
ID cards prove insufficient. If it provides the funds, the Legislature
should consider protecting against unauthorized dissemination of
finger images by allowing only those entities it believes have a
legitimate interest in protecting the public, such as state and local
law enforcement agencies, to access Motor Vehicles’ finger-imaging
data. The Legislature should also consider imposing criminal sanc-
tions for unauthorized use of the data. Further, if the Legislature
approves the use of finger imaging, it should consider directing
Motor Vehicles to establish controls that protect the privacy of
California citizens.

Finally, Motor Vehicles should train its field representatives to
capture good-quality finger images and prohibit them from
bypassing system requirements for obtaining readable customer
images without prior approval from their managers.

Legislative Action: Unknown.

We are unaware of any legislative action implementing these
recommendations.
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Department Action: Pending.

Motor Vehicles states that it has begun work on a business case
that will include a legislative proposal to authorize it to
implement an Automated Fingerprint Identification System.
While funding will be a prerequisite to implementation, Motor
Vehicles states that it will not request funding at this time
because it cannot accurately estimate the costs. Motor Vehicles’
proposal will include a synopsis of current statutes, policies,
and court rulings that it follows to prevent the unauthorized
dissemination of confidential data, including finger images.

Motor Vehicles has also appointed a chief privacy officer
and is drafting a privacy policy as required by California
Government Code, Section 11019.9. Adherence to this privacy
policy will also become a requirement of any future finger-
print identification system.

According to Motor Vehicles, on October 3, 2001, two field
offices began conducting a survey to analyze the thumbprint
capture process. The purpose of the survey is to identify any
gaps in current training, procedures, or equipment use, and
determine whether supervisory approval for overrides is
necessary. Motor Vehicles anticipates reporting survey results
in March 2002.

Finding #2: Its recent reforms should reduce fraud, but
Motor Vehicles cannot measure their impact.

Between October 14, 2000, and January 2, 2001, Motor Vehicles
implemented reforms to prevent the issuance of fraudulent driver
licenses and ID cards. Motor Vehicles began verifying Social Security
numbers with the federal Social Security Administration, retrieving
renewal customers’ most recent photographs from its database,
and requiring two employees to verify birth-date and legal-presence
documents that customers present to obtain original licenses.
However, Motor Vehicles cannot accurately quantify the effect of
its new procedures for three reasons. First, Motor Vehicles has
inadequate methods of tracking potential fraud. Second, changes
in the way Motor Vehicles categorizes and investigates fraud make
it difficult to compare the number of potential fraud cases identified
before and after the new procedures were in place. Third, the
effect reforms have on preventing attempts to obtain fraudulent
driver licenses or ID cards is impossible to measure.
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Motor Vehicles should establish mechanisms to measure the
effectiveness of its recent and future reforms because until it does
there is no way of knowing how successful its recent reforms have
been in reducing identity fraud.

Department Action: Pending.

Motor Vehicles is in the process of identifying performance
measures that will quantify the effects of its fraud reforms.

Finding #3: Despite promising reforms, more improvements
are needed to reduce fraud.

Although Motor Vehicles has taken significant action to reduce
the possibility of issuing fraudulent driver licenses and ID cards,
some reforms could be expanded. For example, photo retrieval to
identify a prior customer would be a stronger reform if a second
employee confirmed the original field representative’s verification
that the customer matched the retrieved photograph. Also, our
review of the processes for issuing driver licenses and ID cards
revealed additional opportunities for Motor Vehicles to improve
its controls to reduce fraud. For instance, Motor Vehicles has yet
to evaluate or implement most of the recommendations of its
Anti-Fraud Task Force (task force) on ways to reduce driver license
and ID card fraud. Finally, since the new fraud prevention proce-
dures have increased the average waiting times of customers with
appointments by 1.5 minutes and customers without appointments
by 9.3 minutes, Motor Vehicles needs to continue its efforts to
improve customer service and mitigate this effect.

To further improve its existing controls and reduce waiting times
for customers at field offices, Motor Vehicles should take the
following steps:

¢ Instruct its Driver License Fraud Analysis Unit (Fraud Analysis)
to conduct a study to determine the benefits of verifying
identification by comparing new photos of existing customers
obtaining temporary licenses, driver licenses, or ID cards with
photos already in the Motor Vehicles’ database.

e Establish deadlines for staff to address all of the task force
recommendations and conduct a timely evaluation of the merits
of each recommendation.
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e Continue its efforts to decrease field office waiting times by
installing additional electronic traffic management systems and
posting real-time data to its Web site. Also, it should complete a
staffing analysis to assess the impact that the recent reforms
have had on its ability to carry out its procedures.

Department Action: Pending.

Motor Vehicles believes that the number of records related to
driver licenses and ID cards issued to existing customers with
new photos is greater than 1.2 million. It states that because of
Fraud Analysis’ increasing workload, and the current hiring
freeze, it will need to evaluate how the recommended study
can be undertaken with the least amount of disruption to Motor
Vehicles’ services to the public.

Motor Vehicles reports that 20 task force recommendations
have been approved of which 12 have been implemented and
8 are in the process of being implemented. Motor Vehicles
expects responsible divisions to complete the analysis of
36 additional recommendations by March 31, 2002.

Motor Vehicles is planning to install electronic traffic
management systems in 33 additional offices from December 2001
through June 2002. Motor Vehicles also plans to begin posting
wait time data on its Web site during fiscal year 2002-03.
Finally, Motor Vehicles states that it is in the process of identi-
tying the appropriate methodology to accurately complete a
staffing analysis to assess the impact recent reforms have had
on its ability to carry out the new fraud procedures.

Finding #4: Motor Vehicles fraud detection training
needs improvement.

Motor Vehicles is not maximizing the benefits of its training course
in detecting fraudulent documents. The Field Operations Division
(Field Operations) and field office managers’ goals conflict regarding
which employees should receive the training. Also, database flaws
prevent Field Operations from knowing if it even meets its goals.
Further, in interviewing trainees and reviewing departmental
evaluations, we found significant concerns with the trainers, the
curriculum, and available resources. Problems include a lack of
hands-on experience with original documents, uniformity among
trainers’ presentations, and time to cover the material. Consequently,
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the training is less useful to employees responsible for fraud detec-
tion and prevention and a less effective tool for Motor Vehicles in
its efforts to reduce the issuance of fraudulent driver licenses and
ID cards.

To improve its fraudulent document detection training, Motor
Vehicles should take the following steps:

¢ Instruct Field Operations management to meet with field office
managers to reiterate training expectations and monitor them
for compliance with Field Operations’ training goals.

¢ Correct training database errors and modify the Departmental
Training Branch’s database to allow users to view and sort
employees’ attendance at the training course for fraudulent
document detection by reporting unit location.

e Continue to communicate with trainers and supervisors
regarding Motor Vehicles’” commitment to standardization
and uniformity. Determine if additional funding is necessary
to improve its training program.

Department Action: Partial corrective action taken.

Field Operations management has reiterated to field office
managers its training expectations and short- and long-term
training goals as they relate to fraudulent document detection
training. Additionally, it generates a weekly report to reflect all
field office personnel who have received this training and shares
this information with region and office managers monthly.

Motor Vehicles states that discrepancies in the tracking of
training for fraudulent document detection have been identified
and resolved. The Departmental Training Branch also requested
a modification of its tracking system to allow viewing and
sorting of the information by reporting unit location.

Finally, Motor Vehicles reports that its Investigations’
management has met with all training staff and instructors to
emphasize the necessity for standardization and uniformity of
fraudulent document detection training. A smaller working
group has also been established to update the course curriculum.
This group met the first week in November 2001. However, it
plans to wait until appointments are made to the two vacant
management positions within Investigations to finalize the
plans for the continuing operation of the training program.
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Finding #5: Missing procedures and flawed data prevent
Motor Vehicles from properly managing its fraud complaints.

Despite its safeguards against driver license and ID card fraud,
Motor Vehicles finds that both customers and employees sometimes
violate procedures and break the law. Motor Vehicles’ Investigations
and Audits Division (Investigations) is responsible for looking into
cases of possible fraud. However, a lack of procedures and resources
hinder Investigations’ inquiries into driver license and ID card
fraud. Without improvements, Investigations will remain limited
in how well it can carry out its mission of stopping fraud, assisting
victims, and helping to prosecute wrongdoers. For example, the
Field Investigations Branch (Field Investigations) lacks procedures
dictating how its staff should manage and resolve complaints.
Consequently, Motor Vehicles cannot accurately determine how
long it takes to conduct an investigation from start to finish and
what its true staffing needs are. A weakness in Field Investigations’
case management database also prevents its investigators from
sharing information such as current fraud trends. Finally, Fraud
Analysis lacks sufficient staffing to handle an increased workload
caused by Motor Vehicles’ new fraud prevention procedures and
consumer fraud hotline.

To increase its effectiveness in preventing fraud, assisting victims,
and helping to prosecute wrongdoers, Motor Vehicles should take
these actions:

¢ Establish procedures to more effectively manage its complaints
and track accurate data. These procedures should cover, at a
minimum, logging a complaint on receipt, promptly sending
an acknowledgment letter to the complainant, prioritizing and
assigning complaints, and deadlines for completing the investi-
gation and reporting the results.

e Evaluate the feasibility of upgrading the case management
database so that field offices can share data.

¢ Evaluate the staffing needs of Investigations’ branches and units.

Department Action: Pending.

Because Investigations still has two vacant management
positions, no reportable progress has been made toward
establishing procedures for more effectively managing its
complaints and tracking accurate data or studying the feasibility
of upgrading its case management database.
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Finally, Motor Vehicles’ study to evaluate the staffing needs of
Investigations’ branches and units will not be complete until
end of March 2002.

Finding #6: Clearer policies and definitions are needed to
ensure that Motor Vehicles’ Special Investigations Branch
receives all employee fraud cases.

Motor Vehicles has not established a clear policy that precisely
identifies the role of the Special Investigations Branch (Special
Investigations) in investigating employee misconduct. Moreover,
clear definitions of employee misconduct and fraudulent or dishon-
est behavior do not exist, creating inconsistencies in staff reports
of possible fraudulent activity. Until it clearly establishes definitions
and policies, and identifies Special Investigations’ role in investi-
gating employee misconduct, Motor Vehicles cannot ensure that
it investigates all questionable employee activities or that employees
participating in these activities receive consistent discipline.

To increase its effectiveness in preventing employee fraud, Motor
Vehicles should establish a clear policy that identifies Special
Investigations’ role in investigating employee misconduct; defines
such misconduct; and clarifies how employees, managers, and
regional administrators are to report employee misconduct.

Department Action: Pending.

Special Investigations reviewed all of its policies and
procedures regarding employee misconduct to identify
conflicting statements, and is in the process of drafting a
new comprehensive policy.
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BLACKOUT PREPAREDNESS

The Office of Emergency Services and the
California National Guard Each Have
Weaknesses in Their Blackout Preparations

REPORT NUMBER 2001-111.1, SEPTEMBER 2001

! I \he Joint Legislative Audit Committee asked us to determine
whether the California National Guard (CNG) has a plan to
deal with blackouts resulting from the State’s energy

shortage. Our review also includes an evaluation of the Office of

Emergency Services’ (OES) plan since it is primarily responsible

for assuring the State’s readiness to respond to and recover from

man-made emergencies such as electrical blackouts. Specifically,
we found:

Finding #1: The OES has an alternative power source during
a blackout but other concerns about its preparedness exist.

In the event of a blackout, the OES has a generator at its head-
quarters as an alternative power source. The OES headquarters
houses its State Operations Center, which is one of the key locations
it uses to receive and process local government’s requests for assis-
tance. According to the OES, it runs and inspects the generator on
a regular basis, which is a reasonable precautionary step to ensure
that this critical facility will have power. However, the OES may
have other weaknesses that can affect its blackout preparedness.

In March 2001 the OES distributed to its staff an Energy Shortage
Response Matrix (response matrix), which provides background
and insight into potential public safety impacts, state actions to
date, and its policy relating to energy responses. For example, the
OES found that an evaluation of its plans for transferring
responsibilities for critical functions to unaffected units and
relocating staff to an alternative work site was necessary to refine
its Business Continuity Plan (continuity plan). It also recognized
the need to evaluate its continuity plan and emergency procedures
to ensure back-up systems are operating and whether it could
handle a natural disaster during an energy crisis. The OES asserts
that it has taken steps to address some of the activities found in
the matrix, but we are uncertain if or how it has resolved a few
key concerns it raised in its response matrix.
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To strengthen its blackout preparedness, the OES should, at a
minimum, review and document its efforts to ensure that its
relocation and transfer plan, business continuity plan, and emer-
gency procedures address sufficiently the State’s energy situation.

Department Action: None.

The OES 60-day response to our recommendations was simply
a reiteration of its original audit response letter. The OES states
that weaknesses in blackout-specific preparedness activities
were already addressed by pre-existing, all-hazard emergency
management practices. We disagree. The OES prepared a
response matrix in March 2001 and for certain potential
public safety impacts, the OES identified additional steps it
should take to minimize disruptions to its operations. For
example, it recognized the need to evaluate whether it could
handle a natural disaster during an energy crisis. Because
the OES identified these concerns itself, it seems clear that
they were not already addressed by pre-existing practices as
the OES is now claiming.

Further, we disagree with OES’ belief that its continuity plan
and Relocation and Transfer Plan can address a potential
blackout situation. In June 2001 the OES identified concerns
with its continuity plan and Relocation and Transfer Plan.
Moreover, since the OES did not provide us with any evidence
such as changes it made or changes that may be pending during
the audit or as part of its most recent response, we question
whether it has taken the necessary steps to resolve its concerns
about its own preparedness.

Finding #2: The OES has taken steps to inform the
emergency response community and others about
blackouts but some efforts could be stronger.

In addition to preparing itself for blackouts, the OES has worked
with the emergency response community to share information
about the energy crisis and assist them in planning for blackouts.
The OES has also implemented a notification process that provides
for a series of alerts prior to a potential blackout. However, the
OES lacks a way to evaluate its effectiveness and therefore, may
overlook necessary changes or improvements. Finally, the OES
developed a guide for local governments in planning for power
outages. Although this document addresses many critical planning
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issues, the OES may not be able to assist local governments
because it has not designated staff to respond to inquiries nor has
it trained its staff on how to use the planning document.

We recommended that the OES establish a method to periodically
evaluate its notification process, which includes documenting the
results of its evaluations and following up with participants to
ensure that all necessary changes are made. In addition, the OES
should assign specific staff to be responsible for responding to local
governments’ inquiries about its power outage planning guide. It
should also train these staff on how to use the guide and advise
local governments on their planning efforts.

Department Action: None.

The OES 60-day response to our recommendations was simply
a reiteration of its original audit response letter. The OES states
that there is no need for it to specifically evaluate its notification
process because the OES uses these same tools for all other
types of disasters and emergencies daily. We disagree. In a
meeting held on August 14, 2001, the deputy director of
Emergency Operations, Planning and Training Division agreed
that a formal, periodic assessment of how the notification
process is working would be beneficial to identify process
improvements. The deputy director also told us that the OES’
blackout notification process improved upon its prior notifica-
tion procedures. For example, it allowed for expanded use of
its Emergency Digital Information Service and the incorpo-
ration of its Response Information Management System.
Therefore, we would expect the OES to ensure that these new
enhancements are effective.

The OES stated further that even though there are some issues
unique to blackouts, there is no need to designate or train
staff to respond to local government’s inquiries because
these capabilities exist within its structure already. We
disagree. Because the OES did not designate and train staff to
accept these inquires, there is a potential that when the local
governments contact the OES for assistance, they may get
passed on to multiple staff and not receive the help they need
at all. Moreover, because as the OES states there are issues that
are unique to blackouts, despite their technical expertise in
overall emergency management operations, staff may not be
able to assist the local government in using OES’ Electric Power
Disruption Toolkit for Local Government.
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Finding #3: Although its communication systems are
redundant, the CNG’s lack of maintenance weakens
these systems.

The CNG’s outage plan specifies that the armories are to rely on
commercial telephone systems as the primary means of commu-
nication. If commercial services are unavailable, the plan directs
staff to use two alternative communication methods: high frequency
radios (HF radios) and cellular phones. Although the CNG’s outage
plan appears reasonable in that it provides for redundant methods
of communication, because the CNG does not ensure that its HF
radios and cell phones are intact and operational, it cannot be
certain that these alternatives will be available when necessary.

To strengthen its readiness for blackouts, the CNG should develop
a plan that sets forth inspection dates for each location with a HF
radio, the person responsible for the inspection, and a date certain
for the completion of all repairs; and continue with these mainte-
nance checks on an ongoing basis. In addition, the CNG should
establish a process to periodically check that each cell phone is
operating and the batteries are fully charged.

Department Action: Partial corrective action taken.

The CNG provided us with a maintenance schedule for its
19 HF radios including a party responsible for inspections and
an inspection date. The CNG plans to inspect all the radios by
March 2002. The CNG also provided information demonstrat-
ing that it had made six of its planned visits. However, the
CNG still needs to establish completion dates for necessary
radio repairs.

The CNG also reported that it is recalling the cell phones it
issued to the armories in an effort to reduce its telecommuni-
cations expense.

Finding #4: The CNG does not monitor its tactical
generators’ operability.

The CNG’s outage plan specifies that tactical generators may be
used in CNG facilities when power is essential for safety, security,
and mission requirements. The CNG normally uses tactical
generators when staff are in the field and need a power supply for
their equipment. Although these generators cannot be connected
to the buildings’ electrical system to supplant traditional power
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sources, they can be used to operate portable light fixtures and
radios thereby contributing to the normal operation of a CNG
facility during a blackout. However, the CNG does not ensure its
facilities periodically test its tactical generators. Therefore, the CNG
has limited its assurance that it can use these generators in the
event of a blackout.

We recommended that the CNG develop policies and procedures
for testing and maintaining its tactical generators and include
these policies and procedures in its outage plan. In addition,
the CNG should continue to monitor the operational status of
these generators.

Department Action: Partial corrective action taken.

The CNG reports that it has amended its Power Outage
Plan, which now includes a requirement for field commanders
to test their units’ tactical generators monthly. The headquarters
staff will also review monthly maintenance reports the units
submit in order to monitor the generators’ operational status.

Finding #5: The CNG does not include in its plan or
adequately monitor its headquarters’ back-up generators.

The Department of General Services expects state agency and
department emergency plans to address how they will ensure that
any back-up generator sources are tested and readily available.
Although the CNG's plan addresses tactical generators, it does not
address the back-up generator in its headquarters building. Accord-
ing to the Director of Plans, Operations and Security, once a week
an automatic timer trips and the back-up generator will start up
and run for several minutes to ensure the generator is working
properly. Because the back-up generator is critical to the CNG’s
Joint Operations Center during a blackout, we would expect it to
include this generator in its plans and to have policies and proce-
dures in place for tracking the weekly generator test and as part of
that test, inspecting the generator for sufficient fuel, leaks, or other
malfunctions. However, according to the Military Support Civilian
Authorities Communications Officer responsible for the headquar-
ters’ generator, no such policies or procedures exist; he simply listens
for the generator to start up each week.

We recommended that the CNG update its outage plan to address
its headquarters’ back-up generator that it needs to operate its Joint
Operations Center, periodically inspect it for leaks, check its fuel
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levels and other critical elements, and execute a maintenance
contract to ensure that more extensive inspections occur on an
ongoing basis.

Department Action: Partial corrective action taken.

The CNG amended its Power Outage Plan to include weekly
tests of its headquarter’s back-up generator. In addition, the
CNG developed a preventative maintenance inspection
checklist to follow when testing the generator. Finally, the CNG
provided a description of its scope of work for a commercial
contractor to service its generator. The CNG has not let the
contract yet as it is trying to determine how the new contract
affects an existing warranty.
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GOVERNOR’S OFFICE OF
EMERGENCY SERVICES

|
Audit Highlights . . .

An executive and a contract
manager at the Governor’s
Office of Emergency
Services (OES):

M Falsely claimed that they
had made reasonable
attempts to identify
alternative and
competitive sources of
training services and that
they had verified
references for their
preselected vendor.

M Misled their deputy
director about the subject
matter of training to be
provided. Then they
exceeded their authority
by changing the scope of
the contract without
proper approval.

OES:

M Made payments for
expenses not allowed
under state regulations
and entered into other
contracts lacking
sufficient specificity.

Investigations of Improper Activities by
State Employees, Report 12001-2

ALLEGATION 1990186, SEPTEMBER 2001

e investigated and substantiated that the Governor’s

Office of Emergency Services (OES) improperly awarded

a sole-source contract and failed to follow proper
contracting procedures. Specifically, we found:

Finding #1: OES improperly awarded a sole-source contract.

Contrary to their representations, an OES executive and a contract
manager did not seek an alternative source for a $37,500 contract
for training services. After amending the contract to total $77,500,
OES paid the contractor the full per-person amount even though
the full number of people did not attend the training. OES denied
other entities the right to compete for this business and may not
have received the best training at the best price.

In addition, an OES assessment form indicates OES verified the
contractor’s references, but it did not. The form also indicates that
OES received the consultant’s resume and verified his experience,
but there was no documentation in the file to support that state-
ment. As a result, the individuals responsible for approving contracts
may be making decisions based on false or misleading information.

Finding #2: OES employees misled their superior to obtain
contract approval and then changed the terms of the contract.

The same OES executive and contract manager also misled their
deputy director about the nature of training being purchased
through another contract because they believed she would not
approve the training they wanted to offer. After the deputy direc-
tor approved the $36,985 contract, the employees changed the
training from the specified course to another that was part of a
longer certification program. Ultimately, the contract was amended
to total $90,588. Although OES told us that its practice is to allow
someone at the executive’s level to change the scope of a contract
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as long as it does not change the dollar amount, the executive did
not have specific authority to approve contracts. Further, it
appears that OES paid more for the training than necessary.

OES Action: Partial corrective action taken.

OES disagrees that its executive and contract manager misrep-
resented their efforts to identify alternative sources of training
and misled their deputy director. OES contends that any
mistakes that occurred probably occurred because of an
imperfect understanding of state contracting rules, a lack
of formal contract management training, and an incom-
plete contract tracking system. However, OES will review
contractor A’s bills to determine if billing errors occurred. If
so, OES will recover any overpayments or seek additional
training. OES promoted the contract manager to a career
executive assignment effective September 17, 2001.

Finding #3: OES paid for improper contract expenditures and
mismanaged other contracts.

OES violated state regulations when it provided meals at a three-day
conference for 40 managers at a cost of $3,827. In addition, OES
made a questionable decision when it agreed to pay a contractor
more than $1,300 for an estimated 20 hours of work.

Some OES contracts lack relevant details, which could lead to mis-
understandings or disputes between the parties over contract terms.
Also, some contract files did not contain sufficient information to
allow individuals reviewing and approving the contracts to make
an informed decision about the need for or quality of the services
being purchased.

OES Action: Partial corrective action taken.

OES disagrees that it paid more for some training than was
necessary, but agrees it should not have paid for meals for
employees within 25 miles of their headquarters. OES stated
that the payment occurred because of the contracting method
used, and the approving official did not realize that meals were
included. OES no longer uses this method of contracting.

OES reported that it has established a process that involves
both its deputy director and director in approving all
service contracts.
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CALIFORNIA PUBLIC EMPLOYEES’
RETIREMENT SYSTEM

|
Audit Highlights . . .

Our review of the California
Public Employees’ Retirement
System’s (CalPERS) foreign
investment policies found that:

M CalPERS uses a reasonable
process to contract for
external managers who
research and administer
its international
investment portfolio.

M CalPERS investment policy
is primarily based on
financial factors, which is
consistent with state and
federal law.

M CalPERS uses a screening
process to identify foreign
financial markets in which
its external managers
can invest.

M The external managers
invested in the five
questioned companies
because they believed
the investment would
be profitable.

M The federal government
has not prohibited or
restricted investment
in any of the
questioned companies.

Its Policies for Foreign Investing Are
Consistent With Its Mission and With
Legal Guidelines

REPORT NUMBER 99138, DECEMBER 2000

he California Public Employees’ Retirement System

(CalPERS) manages and administers the retirement

benefits of more than one million public members. The
largest public pension fund in the United States, CalPERS had net
assets at June 30, 2000, of more than $172 billion. Its investment
portfolio is divided into asset classes that include international
and domestic stocks and international and domestic fixed income
investments (primarily bonds). We reviewed CalPERS policies and
procedures related to foreign investments and the rationale for
investing in the five companies specified in the audit request.
Specifically, we found that:

Finding #1: CalPERS uses reasonable procedures to select,
contract with, and oversee its external managers.

Because it does not have the expertise and specialized skills required
to invest in foreign markets, CalPERS contracts with external
managers to research and administer all of its international
investments. To choose those external managers, CalPERS follows
a process that assures fair competition among a range of qualified
applicants. To protect its assets, CalPERS then develops for each
external manager a contract that specifies unique investment guide-
lines, contains repercussions for unsound investment practices,
and requires the manager to achieve returns at least equal to a
benchmark level. In addition, to make sure the external manager
uses appropriate methods to invest and account for funds, CalPERS
has a comprehensive oversight process.

Although in most respects CalPERS oversees its external managers
adequately, CalPERS can improve the timeliness of its assessment
of its general pension consultant’s performance. The general
pension consultant helps CalPERS determine the investment needs
of the portfolio and is responsible for various monitoring procedures
related to the external managers. The contract between the general
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pension consultant and CalPERS does not have a set duration;
instead, the contract continues in perpetuity at an annual cost of
$1.9 million until one of the parties cancels it. The general pension
consultant is subject, however, to a yearly review, which CalPERS
has not been performing in a timely fashion. The first year of the
current contract expired on June 30, 2000, but CalPERS was just
beginning its review as of October 1. We recommended that
CalPERS finish its review of the consultant for the year ended
June 30, 2000, and establish controls so that it performs the
review promptly each year.

CalPERS Action: Corrective action taken.

On December 11, 2000, and October 15, 2001, CalPERS staff
presented the results of the annual reviews of the pension
consultants to the investment committee. In addition, at its
September 2001 meeting, the investment committee approved
its staff’s recommendation to hire an independent consulting
firm to assist in the development and implementation of
a new process to evaluate annually the performance of its
pension consultants.

Finding #2: CalPERS bases its foreign investment policy
primarily on financial considerations, and this practice is
consistent with state and federal laws.

CalPERS’ policies concerning international investments protect
members’ retirement benefits by directing the external managers
to base their investment decisions primarily on the financial merits
of the investments. To that end, CalPERS had its general pension
consultant create a permissible country list of countries with
financial markets that are suitable for CalPERS investment. In
creating this list, the general pension consultant considered factors
that make a country’s market financially suitable, such as a fair,
stable legal system and prudent requirements for companies to be
listed on the market.

CalPERS is not the only public retirement system that bases
investment decisions primarily on financial factors. Other public
retirement systems in the State of California and in other states
use financial criteria, rather than social or political criteria, when
making investment decisions. Further, for the other asset classes
within its portfolio, CalPERS also generally relies on financial
criteria when making investment decisions even in instances that
arise from socially motivated events. Examples of these types of
decisions are the CalPERS Board of Administration’s decisions to

144



invest in some redevelopment projects, and the board’s recent
decision to divest the retirement system’s investment in tobacco-
related stocks.

If CalPERS were to eliminate a specific country from its permissible
country list based on actions of that country’s government, CalPERS
could be challenged as infringing on the federal government’s
power to set foreign policy. Specifically, in the foreign policy arena,
even if a federal law does not say that it preempts state law, state
law must yield to a federal law if Congress intends to enact policy
measures or if state law conflicts with federal law. Moreover, the
United States Supreme Court has consistently upheld the federal
government’s exclusive powers in setting foreign policy.

In April 1999, the CalPERS investment committee believed it found
possible shortcomings in the methods the general pension consult-
ant used to create the most current list, so CalPERS is amending
these methods. These possible shortcomings may have led CalPERS
to improperly classify some countries as “limited exposure” or
“prohibited.” Because it did not promptly create a new screening
process after identifying the possible shortcomings in the procedures
to develop the original list, CalPERS may be using a list that classifies
countries inaccurately. Moreover, CalPERS and its general pension
consultant differ in their views of the list’s purpose, so the invest-
ment committee is working to establish clear objectives for the
list. We recommended that CalPERS finish revising the process for
developing its permissible country list and create a timetable for
the review of existing criteria.

CalPERS Action: Corrective action taken.

The CalPERS investment committee has chosen to use outside
research firms to develop screening criteria to be used to create
the permissible country list. Two research firms, Oxford
Analytica and Verite, are under contract to provide assessments
of selected foreign countries. The research firms will provide
three written annual reports to the investment committee.
The first written report is due to CalPERS on January 1, 2002.
Subsequent reports will consist of an annual evaluation of
the initial assessment and are due December 1, 2002, and
December 1, 2003.
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Finding #3: CalPERS evaluated financial returns and followed
federal law when investing in companies considered
potential security risks.

Investments by CalPERS in five foreign companies have been
questioned as having a possible effect on national security issues.
Four of these companies are based in Hong Kong, but either the
parent company is located in mainland China or the major
shareholder is a company based in mainland China. The remaining
company, based in Canada, is developing and constructing oil fields
and pipelines in the Sudan. Our audit covering fiscal year 1999-2000
revealed that CalPERS and its external managers did not violate
state or federal laws or its own policies by investing in the
five companies. In each case, the managers determined that the
investments would be profitable for the retirement system.
Investments in these companies were purchased on either the
New York Stock Exchange or the Hong Kong Stock Exchange, both
designated unrestricted markets on the CalPERS permissible
country list.

Based on the information we obtained, investments by CalPERS
in the five questioned companies did not violate any federal laws.
Investments in four of the five questioned companies were legal
under federal law because the United State government does not
prohibit or restrict investment in China or in companies based in
China. Investment in the other company, which is based in
Canada, was also legal according to federal law because although
the company was doing business in the Sudan, the company was
not on a federal list of companies in which the United States
prohibits investing.

We recommended that if the CalPERS Board of Administration
believes that the actions of a specific country’s government may be
contrary to international standards of human rights or may
compromise national security, CalPERS should work with the State
Legislature to communicate those concerns to Congress through
a legislative resolution.
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CalPERS Action: Corrective action taken.

The CalPERS board has sponsored Senate Joint Resolution 9,
introduced by Senators Costa and Soto on March 7, 2001.
This resolution would call on the President of the United States
and the Congress to identify, and to place on a federal list,
investments in foreign countries and businesses that pose a
threat to the national security interests of the United States
and to encourage appropriate federal measures to deny these
entities access to capital from the United States. The resolution is
held in the Senate Banking, Commerce and International Trade
Committee under submission and is not subject to legislative
calendar deadlines.

In addition, during the due diligence process, if issues arise
regarding human rights and national security risks, the CalPERS
board will act accordingly to ensure investments in foreign
countries maintain high international standards for human
rights and low national security risks.
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DEPARTMENT OF REHABILITATION

|
Audit Highlights . . .

The Department of
Rehabilitation could improve
its fiscal administration of the
Business Enterprises Program
for the Blind (program) by:

M Preparing a
comprehensive business
plan to better monitor
and prioritize the use of
its program resources.

M Better identifying,
pursuing, and collecting
vending machine
commissions.

The Business Enterprises Program for the
Blind Is Financially Sound, but It Has Not
Reached Its Potential

REPORT NUMBER 99020, JUNE 2001

s required by the California Welfare and Institutions Code,
we conducted a fiscal audit of the Department of

Rehabilitation’s (department) Business Enterprises Program
for the Blind (program). This, our third and final fiscal audit of the
program, found that the Vending Stand Fund (vending stand fund)
and the Vending Machine Account (vending machine fund) are
financially sound. Each fund adequately provides for the program'’s
needs and for the blind participants’ pension plan. Nevertheless,
the department could improve its fiscal management of the pro-
gram by developing a comprehensive plan outlining the program’s
growth and by pursuing more actively the vending machine com-
missions that support the participants’ pension plan. Specifically,
we found:

Finding #1: The department could benefit from a
comprehensive business plan outlining future fund use.

The program could benefit from a comprehensive business plan
outlining the program’s growth and the department’s plans for
the vending stand fund'’s reserves. The vending stand fund'’s assets
exceeded its liabilities by approximately $3.8 million, of which
$2.1 million—called a surplus—is available for future program
purposes. However, the department has not prepared a com-
prehensive business plan demonstrating that its proposed uses
for this surplus are appropriate and feasible. By developing such a
plan, the department could better monitor and prioritize its use of
this surplus.

We recommended that the department complete its strategic plan,
including a component that outlines its proposed uses of the
vending stand fund surplus, which will help the department
determine whether the surplus is appropriate for future
program needs.
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Department Action: Partial corrective action taken.

The department stated that program management has prepared
a strategic plan for the program, which department manage-
ment is reviewing. In addition, the department is currently
working on a three-year fiscal plan that will enable program
management to improve overall planning for its use of the
vending stand fund. The department estimates approval of the
strategic plan and completion of the fiscal plan in March 2002.

Finding #2: The department could do more to collect
additional vending machine commissions.

The department could increase vending machine income by
identifying additional state and federal locations in which to install
machines and by pursing commissions from vending machine
operators or agencies that have failed to remit these commissions.
Although the department asserts that it lacks the resources needed
to pursue and collect commissions adequately, we found that other
states have composed their statutes to allow the use of certain
vending machine commissions to help administer the program.
The department’s failure to collect all available vending machine
commissions has a direct impact on the blind vendors’ pension
plan, to which a majority of these funds are allocated.

We recommended that the department complete its survey of state
and federal properties to identify sites for additional vending
machines. Additionally, it should identify and pursue the collection
of vending machine income from agencies and vending machine
operators that refuse or fail to remit commissions and should verify
the status of entities that claim they are exempt from having to
remit vending machine commissions. Finally, to address its staffing
needs, the department should evaluate whether it should redirect
staff from other units, contract for professional services, or possibly
seek legislation to amend state law so that the department can use
some of the vending machine commissions for the hiring of staff.

Department Action: Pending.

Although it originally believed that it would be able to com-
plete the survey report by January 1, 2002, the department has
not yet completed the survey because the survey process was
more complex than anticipated. However, the department has
assigned additional staff to assist with the project and estimates
the completion of a draft report for department management
review in February 2002.
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Regarding the pursuit and collection of vending machine
commissions, the department’s position related to commissions
from the California State University system remains unchanged.
The department believes that it has met its obligation to pursue
commissions from the university system and has taken all
reasonable steps to ensure compliance. As for its pursuit of
commissions from vending machine operators that have failed
to remit commissions, the department anticipates that its new
vending machine operator database system will enable it to
start tracking and following up on some delinquent commis-
sion payments by February 2002, with full implementation by
July 2002. The department also stated that its legal staff is still
reviewing the information that the California Highway Patrol
provided in April 2001 regarding its exemption from having
to remit commissions. The department expects to complete its
review and resolve this issue in March 2002.

To address its staffing needs, the department stated that it would
use the results of its strategic planning for the program to
determine if it can allocate staff from other units. In the
interim, staff from the technical support unit are adjusting
their workload, when possible, to assist in implementing the
vending machine operator database. The department is still
investigating the issues involved with obtaining a private
contractor to administer and collect the vending machine
commissions. In addition, the department reported that it
would look at staffing needs within the program and consider
consulting with the federal government regarding the possi-
bility of using commissions from machines on state property
for administrative staff. The department anticipates complet-
ing its evaluations and the strategic plan for the program in
March 2002.
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CALIFORNIA’S VOCATIONAL
REHABILITATION PROGRAM

Although Federal Requirements Have
Contributed to Its Rising Costs, by More
Effectively Managing the Program, the
Department of Rehabilitation Can Better
Serve More Californians With Disabilities

REPORT NUMBER 99111, FEBRUARY 2000

he Vocational Rehabilitation Program (program) provides
| I

Audit Highlights . . .

or purchases various services to assist individuals with

disabilities in preparing for, entering into, and retaining
gainful employment. The Joint Legislative Audit Committee
(audit committee) asked us to conduct a programmatic and fiscal
audit of this program. The audit committee was concerned about
the program’s increasing costs to serve clients, the level and con-
sistency of services, and whether eligible individuals have equal
access to services. Specifically, we found that:

Our review of the Department
of Rehabilitation’s
(department) administration
of the Vocational
Rehabilitation Program
(program) reveals that:

M Program costs have more
than doubled during the

past nine years while the Finding #1: Federal requirements along with the failure of

number of clients the Department of Rehabilitation (department) to
attaining employment adequately manage the program have allowed costs to
has dropped nearly . . . .

50 percent. escalate while the number of eligible clients served who

achieved their employment goals has declined.
M Federal requirements

together with the failure
of the department to
manage the program
adequately have allowed
costs to escalate.

The scoring instrument
the department uses to
identify who receives
program services first
favors those with certain
mental and learning
disabilities.

The department’s average annual cost to serve each client has
increased 106 percent, from $1,225 to $2,521, over the last nine years.
At the same time, the number of clients leaving the program with
employment is half of what it was nine years ago. Changes in
federal law have contributed to the program’s increased costs.
Nonetheless, other states with vocational rehabilitation programs
governed by the same regulations have been more successful than
California in controlling costs for their programs and in helping
clients achieve their employment goals. The department’s failure
to manage certain aspects of the program adequately has also con-
tributed to the program’s decline. We found that the department
does not track the cumulative costs of cases to keep them from
becoming unreasonably high; does not identify and promptly close
unsuccessful cases to avoid spending funds that could go toward
services for other eligible clients; and does not monitor district
performance to ensure consistent, cost-effective delivery of services.
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We recommended that the department use its limited resources
to benefit the greatest number of eligible clients by taking the
following actions:

e Estimate the total cost of each client’s plan for employment
during plan development and after each major revision.

e Establish cost standards and require review and approval of plans
exceeding the standard amount.

e Monitor cumulative case costs against the established standards,
and take appropriate action when costs exceed the standards.

Department Action: Partial corrective action taken.

The department disagrees with our first three recommendations.
It believes that an estimate of plan costs would be inaccurate
and thus, of little value. Further, it believes establishing cost
standards and monitoring cumulative case costs creates a system
for controlling costs that is contrary to federal law. Although
it is true that the department cannot deny services based on
costs, we disagree that establishing cost standards and moni-
toring cumulative costs is contrary to federal law. Thus, we
believe these recommendations have merit in helping the
department to monitor its costs and intervene at appropriate
points when costs exceed reasonable amounts.

Notwithstanding its objections to these three recommendations,
the department intends to take corrective action. During fiscal
year 2000-01, the department developed and initiated informed-
choice training for its counselors, supervisors, and district
administrators to help them write more cost-effective and goal-
oriented client plans for employment. Also, to better utilize
resources, the department has initiated periodic review and
analysis of selected cases to compare client progress against
plan goals. Counselors can then direct resources to those
clients fulfilling their vocational goals. A department advisory
group has submitted for management’s approval a draft plan
to increase supervisor scrutiny and ensure plan services are
economically sound and lead to viable vocational objectives.
Additionally, to assist in monitoring of outcomes and case
service costs, the department plans to revise and use manage-
ment information reports that trigger the review of casework
practices with significant deviations, both positive and negative,
from expected results.
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In addition to our first three recommendations, the department
should also take the following actions:

¢ Close cases as soon as it becomes apparent that the clients cannot
attain employment.

e Identify and adopt strategies used by other states and the
department’s own district offices that have been effective in
reducing costs and improving success rates.

e Use existing management tools to assist in monitoring the
program. This may include expanding the scope of district reviews
and generating management reports that highlight district
performance in terms of costs and outcomes.

Department Action: Partial corrective action taken.

The department agrees with our remaining three recommenda-
tions and states it has initiated an ongoing review and analysis
of selected cases at the district level to identify and develop
measures that will help counselors make timely case closures.
Also, the department has adopted a strategy to survey peer
states on an ongoing basis to identify and adopt best practices
that contribute to the department meeting its goals of increased
employment outcomes, maximizing its resources, and
managing its program costs. In addition, the department has
conducted a survey of field staff and continues to be involved
in ongoing collaborations with other state vocational
rehabilitation agencies to identify and implement current best
practices. Finally, despite its concern that highlighting district
performance solely in terms of costs and outcomes may result
in district staff limiting or reducing services based on their costs,
the department has expanded the scope of periodic district
reviews to include an assessment of plan costs and outcomes.
The department states it will use cost and outcome data obtained
from these reviews to formulate and implement additional cost
efficient strategies. Also, the department established a
workgroup that reviewed the information available on its
statewide database and recommended changes to the man-
agement information system, including reports on district
costs and outcomes. The department plans to implement the
adopted recommendations in fiscal year 2000-01.
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Finding #2: The department’s method for evaluating the
severity of clients’ disabilities favors clients with certain
disabilities.

The scoring instrument that the department now uses to identify
those individuals whom its program must serve first favors people
with learning and certain mental disabilities, so access to voca-
tional services may be inequitable.

To ensure that the most severely disabled in all disability groups
have equal access to services under order of selection, we recom-
mended that the department modify its significance scale.

Department Action: Partial corrective action taken.

The department has proposed major revisions to its significance
scale. The revisions have been presented to and received
approval of the State Rehabilitation Council and disability
advisory groups. The department, in conjunction with
San Diego State University, tested the revised significant scale
and determined it to be reliable and valid. Proposed regulations
required to implement the revised significant scale are being
finalized, and the department expected the revised significant
scale to be implemented and in regulation by July 2001.
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DEPARTMENT OF SOCIAL SERVICES

It Still Needs to Improve Its Oversight of
County Child Welfare Services

REPORT NUMBER 2000-500, MAY 2000

e performed a follow-up audit to determine the extent
Wto which the Department of Social Services (depart-
ment) implemented the recommendations included
in our January 1998 report, number 97103, titled Kern County:

Management Weaknesses at Critical Points in Its Child Protective Services
Process May Also Be Pervasive Throughout the State.

Specifically, we reviewed the timeliness and completeness of the
department’s compliance reviews of county child welfare services
agencies. We also evaluated the department’s efforts to track
statewide child fatalities caused by maltreatment, and its efforts
in analyzing this information to develop prevention strategies.
Finally, we assessed the department’s progress in developing and
implementing assessment tools to aid caseworkers in making critical
decisions regarding the welfare of children.

Finding #1: The department conducts compliance reviews as
required, but is not promptly ensuring corrective action.

The department now conducts timely compliance reviews of
county child welfare services programs; however, it is still slow to
give counties written reports of their deficiencies and remiss in
ensuring counties promptly submit corrective action plans (CAPs).
These delays may extend the amount of time a county remains
out of compliance with department regulations designed to ensure
children are adequately protected.

We recommended that the department continue pursuing and
implementing measures to reduce the amount of time it takes to
issue compliance reports and to receive and respond to CAPs.
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Department Action: Partial corrective action taken.

In its October 2000 response, the department stated that it
continues to use the tracking tool it developed for compliance
reports and CAPs to ensure these items are completed timely.
It is also revising the CAP process to clarify what is expected
from counties in order to facilitate their preparation of CAPs.
It now immediately assigns corrective action specialists to
provide technical assistance in developing and improving the
quality of county CAPs. Finally, the department hired four new
analysts to enhance its compliance review efforts.

Finding #2: The department has not fully implemented our
recommendations to improve the quality of its county
compliance reviews.

Although it implemented our recommendation to examine cases
from county emergency response systems during its compliance
reviews, the department does not always require corrective action
when it notes deficiencies. It is important to review each county’s
emergency response system and to ensure problems are corrected
because a system that is not working properly may prevent a county
from responding quickly to allegations of abuse or neglect, leaving
children at risk.

In addition, the department does not examine the administrative
practices of child welfare services as part of its county compliance
reviews. Because weak administration can hinder the delivery of
key program services, the department is missing opportunities to
better ensure children’s health and safety.

We recommended that the department require counties to develop
CAPs for all emergency response deficiencies noted during com-
pliance reviews and that it review county administrative practices
during compliance reviews.

Department Action: Partial corrective action taken.

The department reports that it implemented a requirement for
CAPs for all emergency response deficiencies beginning in
July 2000. Further, the department told us that it is working
with the County Welfare Directors Association to develop a
process for reviewing county administrative practices that
will be consistent with reviews the federal government will
be conducting.
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Finding #3: The department should begin assessing child
abuse and neglect-fatality data currently available.

The department does not yet analyze existing data on children’s
deaths from abuse and neglect. Until the department analyzes this
data, it cannot identify potential systemic weaknesses in child
welfare services or consider whether legislative or regulatory
changes might prevent future deaths of children from abuse
and neglect.

In addition, the department has not distributed procedures for
counties to comply with Chapter 1012, Statutes of 1999, which
requires counties to report all cases of child deaths suspected to be
related to abuse or neglect through the child welfare services Case
Management System (CMS). The reporting of all child deaths
through the CMS would improve statewide data regarding the
extent of these deaths.

We recommended that the department assess the data currently
available regarding child fatalities from maltreatment and that it
develop and disseminate procedures for counties to report all child
deaths through CMS as soon as possible.

Department Action: Pending.

The department is exploring ways to improve the monitoring,
analysis, and tracking of data on children who die from abuse
and/or neglect in California. In addition, it is finalizing a pro-
cedure to facilitate the documentation on the CMS of all child
deaths related to suspected maltreatment.

Finding #4: Although its Structured Decision-Making Project
appears to have potential for statewide benefit, the
department does not have plans to assess whether counties
participating in the project achieve better outcomes for
children and families than counties that are not participating.

The department continues to provide leadership for statewide child
welfare services by implementing its Structured Decision-Making
Project. Although this pilot project is just getting started, initial
indicators suggest it can benefit all child welfare services. However,
the department presently does not plan to assess whether counties
participating in the pilot project achieve better outcomes for
children and families than counties that are not participating.
Without such a comparison, the department cannot easily confirm
the project’s benefits and advocate its expansion to all counties.
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We recommended that the department conduct an outcome evalu-
ation to determine if the pilot project results in better outcomes
for children and families.

Department Action: Pending.

The department is continuing its review of data generated from
the pilot project to evaluate its capacity to improve the decision-
making capabilities of child welfare workers. The department
is also continuing discussions regarding the possibility of
hiring a contractor to conduct an outcome evaluation of the
project. However, the department believes that such an
evaluation should not be conducted before fiscal year 2002-03
in order to allow for a sufficient case sample size.
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DEPARTMENT OF SOCIAL SERVICES

To Ensure Safe, Licensed Child Care
Facilities, It Needs to More Diligently
Assess Criminal Histories, Monitor Facilities,
and Enforce Disciplinary Decisions

REPORT NUMBER 2000-102, AUGUST 2000

he Joint Legislative Audit Committee requested that we

assess the Department of Social Services’ (Social Services)

policies and practices for licensing and monitoring child
care facilities.

|
Audit Highlights . . .

As the State’s agency for
licensing and monitoring child
care facilities, the Department

. . Finding #1: Social Services has significant discretion and should
of Social Services:

use greater caution when issuing criminal history exemptions.
M Has wide discretion for

granting criminal history
exemptions and allowing
people who have
committed crimes to care
for or come in contact
with children.

Has allowed its staff to
make exemption decisions
with little or no
management oversight.

Should exercise
more caution when
granting criminal
history exemptions.

Does not always follow
up on complaint
investigations or
perform required, timely
facility evaluations.

Imposes appropriate
disciplinary actions
against child care facility
licensees but does not
effectively enforce these
actions once the
decisions are made.

Social Services has broad statutory authority to grant exemptions
to the law that prohibits anyone with a past criminal conviction
from caring for children or residing in a licensed child care facility.
In 1999 Social Services approved 95 percent of the exemption
requests it received. Although people convicted of such crimes as
murder or rape cannot qualify for an exemption, Social Services
may consider individuals who have committed other crimes, even
felonies like spousal battery and assault with a deadly weapon.

In early 2000 Social Services concluded that its exemption pro-
cedures were inadequate and its staff may have too much latitude
in granting exemptions. Our review of 25 exemptions confirmed
that its own policies contributed to poor decision making because
Social Services:

¢ Allowed staff to grant exemptions with little or no management
oversight.

¢ Did not sufficiently consider information other than conviction
data or deem important an applicant’s lack of honesty in filing
for an exemption, before an exemption was granted.

We recommended that the Legislature determine whether Social
Services’ current level of discretion to exempt individuals with
criminal histories is appropriate, consider pursuing laws that
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automatically deny an exemption on a greater range of crimes,
and consider expanding the variety of serious arrests Social Services
may review during its exemption process.

We also recommended that Social Services continue following its
new management review procedures of criminal exemptions
involving felonies but also require management to periodically
review and approve a representative sample of all other exemptions
granted. Finally, Social Services should actively consider all available
information, not just “rap sheets” when granting exemptions.

Legislative Action: Partial corrective action taken.

In September 2000, the governor signed Senate Bill 1992
(Chapter 819, Statutes of 2000). This bill, among other
things, expanded the list of crimes for which Social Services
cannot grant an exemption and added crimes to the serious
arrest list.

Department Action: Corrective action taken.

In its final response to our audit recommendations, Social
Services indicated that it continues to require supervisory review
of all felony exemption cases. In addition, its supervisors are
reviewing 10 percent of all other exemption requests. Finally,
staff are actively considering all available information, not just
rap sheets when deciding on an exemption request.

Finding #2: Social Services’ criminal history checks are slow,
sometimes incomplete, and its FBI background check
procedures are questionable.

Social Services has some fixed timelines for processing criminal
history exemptions; however, it is not always able to work within
these timelines. Municipal agencies, such as courts and local law
enforcement, contribute to Social Services’ criminal history-
exemption process but do not always provide information in a
timely manner or may report incomplete criminal history data.
Because access to licensed child care facilities pending a criminal
history review differs between license holders (licensees) and facility
employees, when Social Services delays granting an exemption it
may impede a person’s right to work or put children in the care of
people who pose a threat to their safety.
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We recommended that Social Services establish and meet its goal
for notifying individuals that an exemption is needed, develop
safeguards to help ensure that municipal agencies provide
information promptly, and use its tracking system to identify cases
that are not progressing to a reasonable, timely conclusion.

Department Action: Partial corrective action taken.

Social Services reported that it began piloting an automated
case-management system in December 2000 to assist staff in
tracking all background check activities. Tracking includes
generating a notice to be mailed to individuals for whom a
criminal history exemption is needed, and a tickler component
reminding staff when certain documents or actions are due.
Social Services stated that the system is ‘on schedule,” but did
not indicate an operational date.

Social Services stated that as it has no jurisdiction over munici-
pal agencies, changes would require legislative action—and
recent legislation did not pass. Nonetheless, our recommenda-
tion is still appropriate because Social Services could take steps
to change its own processes to help ensure that municipal
agencies are responsive to its requests for data.

The law states that individuals who declare they have not been
convicted of crimes can start operating, working in, or residing in
a child care facility while Social Services conducts an FBI check.
For 9 of 11 individuals we reviewed, Social Services licensed or
allowed them to operate, work in, or live in child care facilities
without FBI checks even though these individuals disclosed
criminal convictions. Social Services’ interpretation of the law is
to allow people who disclose criminal convictions to begin caring
for children before going through the mandatory FBI check. Our
interpretation differed as we believe the law means that Social
Services cannot authorize any individual who discloses criminal
convictions to begin caring for children until an FBI check is
complete. Social Services’ actions could leave children in the
hands of individuals whose criminal histories make them unfit
to supervise children.

According to the deputy director for the Community Care Licensing
Division, Social Services does not believe the Legislature intended
to delay licensure or employment pending individuals’ FBI checks.
And, Social Services contends that although designed as an addi-
tional safeguard, the FBI checks have not proved more accurate or
up-to-date than information the Department of Justice (Justice)
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provides through its records review. Nevertheless, we believe that
children are best protected when Social Services conducts FBI checks
on individuals before they come in contact with children.

We recommended that the Legislature clarify the existing FBI check
requirements to specify whether an individual can have contact
with children pending an FBI check.

We also recommended that Social Services, to implement the FBI
record-checking requirement in accordance with the law, reevaluate
its current FBI records review policies and procedures and properly
apply the requirements that allow individuals to work with or be
in close proximity to children while their FBI check is pending.

Legislative Action: Unknown.

We are unaware of any legislative action taken to implement
these recommendations.

Department Action: Corrective action taken.

With regard to FBI checks, Social Services noted that it reviewed
its processes and found them to be in accordance with the law
and legislative intent. In its final response to our audit
recommendations, Social Services stated that in April 2001
Justice began sending FBI check information to Social Services
electronically. Social Services previously stated that it hoped
electronic submission of these records would further improve
the accuracy and responsiveness of the process.

Finding #3: Justice’s process for reporting subsequent
criminal activity is flawed.

For four of nine cases we reviewed, Justice failed to notify Social
Services when an individual it previously approved for access to a
child care facility was convicted of a crime or arrested for certain
statutorily defined crimes. Justice’s lack of a method for tracking
new arrest and conviction information contributed to its failure
to notify Social Services as required. As a result, Social Services
cannot monitor individuals who continue criminal activity after
their criminal histories are initially reviewed and cleared, which
may compromise the safety of children in care.

We recommended that Justice establish a system to track notices
sent to Social Services about individuals previously granted access
to child care facilities who commit additional crimes.
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Department Action: Partial corrective action taken.

In the short run, Justice stated that by December 2001 it will
modify the work area to enable staff to work and track in
chronological order individuals previously granted access to
child care facilities who commit additional crimes. In addition,
in November 2001, Justice added an evening shift to its Record
Information and Services Program to process subsequent arrest
information. In the long run, Justice is redesigning its Automated
Criminal History System so it can process subsequent arrest
notifications electronically. Justice indicated the target date is
July 2003.

Finding #4: Parents lack information about caregivers’
criminal history exemptions.

Neither Social Services nor the caregiver are required to disclose to
parents crimes the caregiver committed or that Social Services has
granted a criminal history exemption. State law prohibits Social
Services from disclosing the contents of an individual’s rap sheet;
however, during the audit Social Services acknowledged it could
disclose to the public its exemption decisions and to whom
exemptions were granted. However, Social Services has never
directed licensees to disclose criminal history exemptions, believing
that doing so may expose both it and the caregiver to legal liability.
Until Social Services ensures that disclosures are made, parents will
not receive critical information they need to make informed child
care choices.

We recommended that Social Services, working with the Legislature,
require disclosure of criminal history exemptions. Further, the
two parties should determine the types of criminal histories and
lengths of time this requirement should apply to, such as disclosing
for five years an exemption received for certain convictions and
serious arrests.

Legislative Action: Unknown.

The Legislature passed Assembly Bill 2431 in August 2000, which
would have added Health and Safety Code Section 1596.8775,
allowing the public to view documents Social Services sent to
a licensee regarding criminal background check exemptions.
However, the governor vetoed this legislation and we are
unaware of any subsequent legislative action.
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Department Action: Partial corrective action taken.

Social Services reported that, along with Justice, it studied
California law and determined that making criminal history
exemptions public information would violate an individual’s
right to privacy. Social Services is currently litigating a Public
Records Act request regarding past criminal history exemptions
it has granted. The lower court upheld Social Services’ decision;
however, an appeal is pending and that decision will provide
further direction in this area.

Finding #5: Social Services has been lax in ensuring complaints
against child care facilities are corrected and that required
periodic monitoring is performed.

Although Social Services appears to effectively investigate complaints
it receives regarding child care facilities, it does not consistently
pursue substantiated complaints to ensure that problems are
corrected. For 14 substantiated complaints we reviewed, in almost
40 percent of these cases, Social Services could not demonstrate
that the problem at the facility was corrected. Because Social Services
does not always perform the necessary follow-up procedures on
substantiated complaints, it cannot guarantee that child care facility
licensees comply with the laws and regulations and provide safe
and healthy environments for children.

Social Services also does not always meet its requirement to evaluate
each child care center annually and each child care home every
three years. Frequently, facilities are inspected long past the
deadline, and sometimes not at all. Of 91 evaluations (46 child
care centers and 45 child care homes) we reviewed, Social Services
failed to perform 21 of them on time—6 of the 21 were performed
more than seven months late. Evaluations that are significantly
late prohibit Social Services from ensuring that licensees are
operating properly and caring for the children entrusted to them.

We recommended that Social Services:

e Review and modify its complaints processing procedures so that
all necessary complaint follow-ups occur.

¢ Conduct facility evaluations as required within the timelines
established for both child care centers and child care homes.

¢ Track and monitor evaluations that are not performed on time
until the evaluations are conducted.
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Department Action: Partial corrective action taken.

In its final response to us in August 2001, Social Services stated
that a work group was drafting changes to an existing supervi-
sory handbook. The handbook was expected to have been
finalized by December 2001. Social Services is also planning a
training program that will focus on more effectively managing
and monitoring field staff activities. Social Services planned to
provide the training in early 2002.

Regarding facilities evaluations, Social Services reported it has
modified its tracking system to display facility visit histories to
more accurately track due and overdue visits. However, Social
Services believes staff vacancies and workload increases affect
its ability to complete prompt evaluations.

Finding #6: Social Services’ oversight of its staff and district
operations is insufficient, and it does not consistently
monitor county licensing functions.

Other than overseeing new analysts for the first three to six months
on the job, Social Services lacked a systematic process for supervisors
to ensure that analysts continually make sound decisions and
appropriately enforce licensing regulations. Consequently, Social
Services has little assurance that analysts are effectively admin-
istering the child care facility licensing program.

We recommended that Social Services:

e Establish standards requiring district offices to periodically
review evaluation reports analysts prepare.

e Make certain that each district office is scheduling and perform-
ing its quality-enhancement process evaluations as required.

Department Action: Corrective action taken.

Social Services reported that it is requiring the district offices
to submit to their regional office an annual report of all
completed quality-enhancement process evaluations. The district
offices are to provide a justification in the reports if evaluations
are not completed or are delayed. Social Services believes this
will serve to address or eliminate the findings regarding
insufficient staff oversight.
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Social Services’ regional offices are responsible for monitoring
district office operations. However, Social Services has failed to
establish policies and procedures or standards to direct its regional
offices in their oversight role. As a result, the regional offices
do not effectively or consistently monitor the district offices’
licensing activities, and Social Services cannot ensure that its
licensing activities are conducted in accordance with state laws
and regulations.

We recommended that Social Services establish policies and pro-
cedures to ensure that regional offices periodically and consistently
assess district offices” operations.

Department Action: Partial corrective action taken.

Social Services is awaiting approval for a divisionwide reorga-
nization and hopes to create a quality control unit that will
help ensure regional offices periodically and consistently assess
district offices’ operations. Additionally, in December 2001, the
department expected to begin piloting a systems review program
designed to evaluate district office operations. Upon completing
the pilot, Social Services anticipated conducting statewide
periodic district office reviews. However, Social Services did
not indicate a time frame for completing the pilot and full
program implementation.

Social Services contracts with 10 counties, allowing them to license
and monitor child care homes; 9 of these counties are within its
northern region. As outlined in its agreements with the counties,
Social Services is responsible for inspecting, reviewing, and
monitoring each county’s activities. However, over an eight-year
period from 1991 to 1999, the northern region reviewed only
3 of 9 county licensing programs under its direct supervision.
Because Social Services lacks a schedule for periodically and con-
sistently monitoring the counties’ licensing programs, it cannot
ensure that county programs are operating effectively and may be
allowing deficiencies within these programs to persist.

We recommended that Social Services develop and maintain a
schedule to periodically review each county’s child care facility
licensing operations.
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Department Action: Corrective action taken.

Social Services reported in its final response to our audit
recommendations that it had developed a schedule to periodi-
cally review each of the 10 counties authorized to perform child
care licensing functions and had visited those scheduled. It
further stated it will make visits more often if necessary, and
follow-up visits will be made to ensure the counties correct
any deficiencies.

Finding #7: Social Services should take further steps to
process legal actions more quickly.

In April 1998 Social Services set a goal of six months for filing
pleadings for all cases received. For 33 cases reviewed that were
filed after April 1998, only 3 cases took more than six months to
file the pleadings, most took less than four months. Although our
report acknowledged that the most serious cases should be pro-
cessed first—which is what Social Services reports that it attempts
to do—we question whether the six-month goal for filing cases is
short enough. Social Services takes disciplinary action against a
licensee who is not appropriately caring for children; a six-month
goal for taking action seems imprudent, especially when
children are left in the licensee’s care pending the outcome of
the disciplinary process.

We recommended that Social Services reassess its goal of filing a
case pleading within six months of receiving a request for legal
action and strive to shorten it. Once it sets a more appropriate
time goal for processing legal actions, it should ensure that its
processing goals for legal cases are met.

Department Action: Partial corrective action taken.

Social Services states that the most serious cases are filed first
and that procedures exist for expedited pleadings when requested
by district office staff. Further, it believes its ability to meet a
shorter turnaround period for filing case pleadings is constrained
by the increased numbers of administrative actions requested.
However, Social Services reports that it recently hired 10 addi-
tional legal staff and reorganized its enforcement unit, which
will ensure legal case processing goals are met.
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Finding #8: Social Services’ enforcement of legal actions
is weak.

Social Services does not always consistently and diligently enforce
decisions regarding license revocation and individual exclusions
by appropriately following up to ensure the child care facility is
closed or the excluded individual is barred from the facility. In
addition, it does not effectively ensure that all licensees on proba-
tion comply with the settlement terms. These weaknesses are due
primarily to Social Services’ failure to provide adequate guidance
to district offices, which are responsible for enforcing legal decisions.
As a result, Social Services does not always make certain that
serious and potentially dangerous conditions in child care facilities
are remedied.

We recommended that Social Services establish policies to guide
district offices on:

¢ Enforcing all license revocations and facility exclusion decisions
promptly, effectively, and consistently.

¢ Creating formal plans to monitor licensees placed on probation
as a result of legal actions.

Department Action: Corrective action taken.

Social Services reported that in February 2001 it distributed to
staff revised procedures for facility closures and following up
to verify that an individual excluded from a facility is not
present. At the same time, Social Services provided staff with
policies and procedures to use in monitoring probationary
facilities.
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TECHNOLOGY, TRADE AND
COMMERCE AGENCY

Audit Highlights . . .

Our review of the Technology,
Trade and Commerce Agency
(agency) found that:

The agency has no agency-
wide strategic plan, and
many program plans continue
to lack elements of strategic
planning including:

M Goals for all
significant aspects of
program missions.

M Targets for significant
goals or targets that
challenge performance.

M A comparison of results to
targets in external reports.

Further, external coordination
of export services is limited for
the agency’s International
Trade and Investment Division,
but recent activities indicate a
renewed focus on this issue.

Finally, programs in the
agency’s Economic
Development Division
generally satisfy their
customers but lack formal
processes to measure
customer satisfaction.

Its Strategic Planning Is Fragmented and
Incomplete, and Its International Division
Needs to Better Coordinate With Other
Entities, but Its Economic Development
Division Customers Generally Are Satisfied

REPORT NUMBER 2001-115, DECEMBER 2001

he Joint Legislative Audit Committee (committee) requested

that we review the Technology, Trade and Commerce

Agency’s (agency) progress in implementing a strategic plan,
mission, goals, and performance measures, and that we examine
the effect of state policy guidance provided by the World Trade
Commission. The committee also requested that we evaluate the
agency'’s coordination activities with external entities involved in
export promotion and foreign investment, and the responsiveness
of the agency’s Economic Development Division to its customers.
We found that:

Finding #1: The agency does not have an agency-wide
strategic plan, and program plans continue to lack elements
of strategic planning.

Despite starting two agency-wide strategic planning processes since
1996, the agency still does not have an agency-wide strategic plan.
It has reverted to using individual program plans, which are often
incomplete and vary widely because the agency has not set stan-
dards for planning. For example, many program plans do not
include goals for all significant aspects of their mission or vision
statements or for outcomes included in external reports. In some
cases, these plans do not include any outcomes goals, thus lacking
a focus on the benefits that their programs are trying to achieve.
In addition, some plans do not include quantified targets for their
goals, and some do not include targets that challenge performance.
Moreover, internal and external reports on program accomplishments
rarely compare targets that do exist with actual results, reducing
accountability within the agency and to stakeholders such as the
Legislature. Finally, no programs we reviewed developed plans
covering five or more years, and many programs did not consider
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opportunities or threats from their external environment in
establishing their plans, diminishing their ability to position
themselves for maximum effectiveness. By de-emphasizing strategic
planning, the agency misses the benefits of a broad, outcome-
oriented approach, which is vital to integrating diverse programs,
allocating resources to efforts that best advance overall goals, and
demonstrating the value of the agency’s activities.

We recommended that the agency develop an agency-wide strategic
plan covering at least five years and include basic strategic planning
elements in its process. These elements include goals and targets
for all significant aspects of its mission and vision and for signifi-
cant accomplishments noted in its external reports, outcome goals
that focus efforts on results, targets that are challenging in light of
past performance and expected economic assumptions, comparisons
of results with targets in internal and external reports, and scans
of the environment to identify opportunities and threats that could
significantly affect goals. We also recommended that the agency
report to the Legislature biennially on its progress in implementing
a strategic approach to planning.

Agency Action: Pending.

The agency said that it would review and update its 1997 strate-
gic plan and incorporate elements we recommended, where
appropriate. It also agreed to review the format of program
plans to add elements we recommended. The agency questioned
whether a biennial report to the Legislature on its progress in
implementing a strategic approach is necessary.

Finding #2: Vacancies in the agency’s International Trade
and Investment Division (International Division) weakened
planning and operations at the foreign offices and World
Trade Commission (commission).

Lengthy vacancies for appointed positions at some of the
International Division units weakened planning and operations.
Vacancies at foreign offices, where all positions are appointed,
resulted in a lack of plans and focus during two recent years. For
instance, almost half of the positions at the Mexico office were
vacant for about a year or more, causing the office to function at a
minimal level. A review of appointments made to all foreign
offices since January 1999 showed that, on average, positions were
vacant 10.5 months with the agency taking nearly 9 months to
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submit nominations. Similarly, the commission lacked a chairper-
son and did not meet between October 1998 and March 2000.
Subsequently, the commission has provided little policy direction.
It is now considering initiating its first study since 1998.

We recommended that the agency give high priority to nominating
persons to appointed management positions in the International
Division and that it nominate persons to appointed staff positions
where necessary for program continuity even if managers are not
yet appointed. We recommended that the commission consider
implementing procedures so it can continue to advise the agency
even if a chairperson is not appointed.

Agency Action: None.

The agency did not indicate that it would change its processes
for nominating persons to positions in its International
Division. It contends that it has always given its highest priority
to nominating persons to its appointed management positions.
Further, it stated that it cannot commit to fill lower level
positions before managers are appointed since it questions
whether this is a sound management principle.

Commission Action: Pending.

The commission is revising its bylaws to address the issue of
operating when a chairperson is not yet appointed.

Finding #3: Some data on program benefits and outcomes
may be unreliable or inaccurate.

The agency’s programs generally do not verify data that may be
considered inherently unreliable, such as data from clients who
may have an incentive to exaggerate results. For example, the Small
Business Loan Guarantee Program relies on estimates provided by
borrowers on the number of jobs they expect to create or retain
through guaranteed loans. These clients may perceive an incentive
to overestimate these outcomes in hopes of securing loan guaran-
tees. Where data is not inherently unreliable, the agency may still
report inaccurate results. For example, the agency’s Office of Foreign
Investment receives data from its clients on the number of jobs
they expect to create, but it does not have a process for systemati-
cally rechecking this data at the completion of a project, when
actual figures should be available. When programs base the results
in their performance reports on such data, they risk misstating the
true benefits of their programs.
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We recommended that the agency verify some of the inherently
less reliable, client-supplied information on a sample basis. We
also recommended that the agency ensure the accuracy of its data,
performing follow-up on client estimates as needed.

Agency Action: Pending.

The agency plans to contact the Employment Development
Department to obtain data to verify job estimates on a sample
basis. The agency did not, however, say how it would address
the recommendation to follow up on client estimates.

Finding #4: The International Division’s efforts to coordinate
its export-related services have been limited.

The International Division has coordinated its export-related
services with other entities working in the international commu-
nity to only a limited extent while it appears to have adequately
coordinated its services to promote foreign investment. With only
limited coordination, the International Division cannot ensure that
it has fully leveraged the State’s resources and addressed gaps and
redundancies in the delivery of services. For example, its Office of
Export Development generally uses its own resources to match
potential foreign buyers with California exporters, sending trade
leads from foreign buyers to other entities only if it cannot find an
appropriate exporter match. In addition, the International Division
does not hold regular, broad-based coordination meetings with
other entities and has experienced problems coordinating
with the California Department of Food and Agriculture and
the California Energy Commission. Acknowledging it needs to
put more effort into coordination, the International Division has
begun some initiatives to coordinate export services. Although they
are steps in the right direction, their effectiveness remains to be
seen, and further initiatives are needed.

We recommended that the International Division increase its
coordination efforts, including holding regular meetings with other
entities to discuss goals and operations, analyzing the service
delivery system to reduce service gaps and redundancies, establish-
ing agreements that spell out its roles and interactions with other
entities, and discussing the trade lead system with other entities.
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Agency Action: Pending.

The agency said that the International Division is committed
to increasing the level of coordination with other entities, but
it did not indicate what specific actions it plans to undertake.

Finding #5: Possible redundancy in the existing service
delivery structure merits further study.

The current service delivery structure seems to perpetuate redun-
dancies. Under the existing structure, the International Division
promotes its services, generates trade leads, matches trade leads
with exporters, organizes trade missions and shows, and guarantees
loans to exporters. Various other entities provide similar types of
services, and duplication of services appears to occur at the local,
state, and federal levels. The question of which entities should
provide particular services is, however, complicated. Although some
entities may provide similar services, their overall mission, focus,
and policy on charging for services may be different. In addition,
entities represent different levels of government, and some are not
even a part of government. Despite these complications, the issue
of possible redundancies warrants further attention, with an eye
toward better leveraging each party’s efforts.

We recommended that the Legislature consider commissioning
an independent statewide study of the existing delivery system
for export services to determine the best division of work and
resources among the various entities in the international arena.

Legislative Action: Unknown.

Finding #6: The agency’s Economic Development Division
generally provides good customer service, but it could benefit
from formal processes to measure customer satisfaction.

Although programs lack formal feedback mechanisms and targets
for customer satisfaction, our survey of a sample of customers for
seven Economic Development Division programs found that
customer service rankings for five programs were above average.
Nevertheless, the survey results indicated room for improvement,
with some customers noting specific concerns. Customers’
suggestions included improving the timeliness of information,
being more proactive in obtaining feedback, and improving the
transition process during changes in administration. By using
formal methods, such as goals and targets for customer satisfaction
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and customer satisfaction surveys, programs would be able to
measure their performance and more reliably determine customers’
unmet needs and expectations.

We recommended that the Economic Development Division
improve customer satisfaction by developing goals and targets for
customer satisfaction, periodically surveying customers to gauge
the quality of customers service, evaluating performance by com-
paring survey results with targets, and changing services as needed.

Agency Action: Pending.

The agency agreed with the importance of gauging customer
satisfaction and committed to incorporating such measure-
ments into work plans, as resources allow.

Finding #7: The Small Business Loan Guarantee Program
needs to work out differences with the financial
development corporations.

Although customers for most of the Economic Development
Division programs we reviewed were satistied, those of the Small
Business Loan Guarantee Program were not. These customers,
financial development corporations, gave the program a score of
only 2.2 on a 5-point scale. The financial development corporations’
concerns included inconsistent and slow technical service, lack of
continuity during the latest transition in state administrations,
lack of a statewide marketing effort for the program, and no
efforts to gain their feedback. Some also complained that the
program did not do enough to promote increased state funding.

We recommended that the Small Business Loan Guarantee Program
work with the financial development corporations to discuss
their concerns and determine what actions it should take to
resolve them.

Agency Action: Pending.

The agency said that it is committed to developing and sus-
taining a positive and productive working relationship with
the financial development corporations. Additionally, it said
that it will take steps to develop a more comprehensive state-
wide marketing effort, but it did not discuss other actions it
would take to implement this recommendation.
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DEPARTMENT OF TRANSPORTATION

|
Audit Highlights . . .

A California Department
of Transportation
(Caltrans) employee:

M Had a conflict of interest
when he participated in
making Caltrans decisions
that benefited a company
owned by his wife.

M Misused his state position
to influence Caltrans
contractors and other
private businesses to
do business with his
wife’s company.

M Used state resources to
solicit work for his private
consulting business.

Caltrans:

M Did not require this
employee, nor others in
similar classifications, to
file annual statements
of economic interest to
assist in identifying and
preventing conflicts
of interest.

Investigations of Improper Activities by
State Employees, Report 12001-1

ALLEGATION 1980141, APRIL 2001

e investigated and substantiated that an employee of

the California Department of Transportation (Caltrans)

violated conflict-of-interest laws and engaged in
incompatible activities. In addition, Caltrans failed to identify and
prevent conflicts of interest. Specifically:

Finding #1: The employee participated in a governmental
decision that benefited his wife’s company.

The employee, acting within the authority of his position, but
contrary to state law, recommended that the erosion control
product sold by his wife’s company be used on a Caltrans project,
resulting in state payments to her company.

Finding #2: The employee’s actions created at least the
perception of more conflicts of interest.

At least 35 contractors, subcontractors, or vendors on Caltrans
projects also purchased products from the company owned by the
employee’s wife. The employee’s state position provided him with
the opportunity to influence contract specifications and wield
considerable power over a substantial number of contractors
and subcontractors, creating at least the perception of more conflicts
of interest.

Finding #3: The employee offered to use his influence to
benefit other companies and potentially himself.

The employee told a business owner that he could use his Caltrans
position to make sure that a product he wanted to manufacture
and sell with the owner would be specified for projects throughout
the State. The employee violated the prohibition against incompat-
ible activities by offering to use the influence of his state position
in ways that would financially benefit not only contractors but
possibly himself. Another company’s Web site contained a quote
from the employee, who was identified as a Caltrans employee,
which could be interpreted as an endorsement.
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Finding #4: Contractors believe the employee used his
authority to influence and intimidate them and others.

Contractors told us that they believed the employee had used his
state position to compel, intimidate, or threaten contractors to get
them to use particular materials produced by his wife’s company. In
addition, the employee’s favoritism toward some vendors was not
only discouraging for the competition but also might have resulted
in Caltrans paying higher prices.

Finding #5: The employee created confusion by representing
both Caltrans and his wife’s company.

The employee represented both Caltrans and his wife’s company
at professional conferences, creating confusion about whose
interests he was representing. The fact that the employee both
works for Caltrans and represents his wife’s company could be
interpreted as a Caltrans endorsement, creating an unfair advantage
for the company.

Finding #6: Caltrans conducted three investigations of possible
conflicts of interest involving the employee but did not take
appropriate action.

Caltrans knew the employee wrote contract specifications and tried
to use his influence in other ways that benefited his wife’s company.
Caltrans also knew the employee solicited private consulting work
on state time. Although Caltrans issued instructions for conduct
to the employee, he violated the instructions and continued to
use Caltrans information to his advantage by assisting his wife’s
company. Individuals in the erosion control industry said that
Caltrans’ inaction sent a clear signal that this is what passes for
acceptable behavior by state employees.

Finding #7: Caltrans has not established adequate controls
over conflicts of interest.

Caltrans did not require the employee, or other employees in similar
positions of influence, to disclose their financial interests. As a
result, Caltrans may be unaware of employees’ financial interests
that could conflict with their responsibilities as state employees.
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Caltrans Action: Partial corrective action taken.

In January 2001 Caltrans told us it reassigned the employee to
a job where he no longer had responsibilities that could
constitute a conflict of interest. Caltrans told us it issued revised
policies on conflicts of interest and incompatible activities.

Caltrans also told us it had suspended the employee for 45 days
without pay. However, we discovered that this information was
incorrect. After serving the employee with notice of a 60-day
suspension without pay, the employee appealed and a formal
agreement between the parties stipulated a 30-day suspension
without pay. Although Caltrans says that the employee did
not report to work for 30 working days per the agreement, due
to a Caltrans processing error, the employee continued to
receive his full salary and failed to notify Caltrans of this fact.

After we brought this matter to its attention in October 2001,
Caltrans notified the employee that he would have to repay
over $7,300 and has given him a number of repayment options.
Since Caltrans made the error, it does not plan to take any
further action against the employee for failing to disclose the
fact that he continued to receive his full salary and benefits
during his suspension. It is unclear whether Caltrans would
have discovered its error or whether the employee would have
ever brought it to Caltrans’ attention. Nevertheless, Caltrans’
error essentially led to the employee receiving an interest
free loan.
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DEPARTMENT OF TRANSPORTATION

|
Audit Highlights . . .

Our review of the Department
of Transportation’s
(department) State Route 710
historic properties
rehabilitation project revealed
that the department:

M Did not use a strategic
approach to ensure it
would complete the
project within the
authorized funding.

M Completed the reha-
bilitation of less than half
of the properties at an
average cost of more than
$400,000 each, and has
nearly exhausted the
funding it received.

M Cannot demonstrate that
it used the most cost-
effective methods when
performing work and
that it exercised the
discretion allowed by
federal guidelines.

M Relied on an undocu-
mented process to ensure
work performed complied
with applicable codes,
and thus has limited
assurance that all
relevant code requirements
were considered and
applied properly.

Inadequate Strategic Planning Has Left
the State Route 710 Historic Properties
Rehabilitation Project Nearly Without
Funds and Less Than Half Finished

REPORT NUMBER 2000-127, DECEMBER 2000

e reviewed the Department of Transportation’s (depart-

ment) expenditure of state funds to rehabilitate

historic properties along the proposed State Route 710
corridor. Our review found the following problems concerning the
department’s historic properties rehabilitation project:

Finding #1: The department did not adopt a strategic
approach to ensure that it would complete the project
within authorized funding.

The plan the department presented to the California Transportation
Commission (CTC) in November 1996, when it requested
$16 million to rehabilitate 81 historic properties, did not adequately
consider or address all relevant information. The estimates it used
in support of its funding request were neither well developed nor
feasible. Further, after receiving the CTC’s approval for the additional
funds, the department did not manage the project as though
$16 million was all the funding it would have to complete the
81 properties. Even when it became clear early in the project that
funding was not adequate, the department did not raise this as a
concern to the CTC or sufficiently explore other alternatives. In
fact, it waited at least two years before it informed the CTC of its
financial problems. As a result of not using a strategic approach,
the department has rehabilitated only 39 of the 92 historic proper-
ties it currently owns and has nearly exhausted the $19.4 million
in funding it received to complete the entire project.

We recommended that in the future when faced with similar
projects with funding constraints, the department should ensure
that it assesses the needs of the entire project and prioritizes those
needs. In addition, we recommended that the department notify
funding authorities promptly when it becomes aware that existing
funding will not be sufficient to meet project goals.
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Department Action: Pending.

The department agreed to implement our recommendations
on future projects that it undertakes.

Finding #2: The department cannot demonstrate that it
exercised the discretion allowed by federal guidelines to
achieve the most cost-effective approach to its historic
properties rehabilitation project.

Although the department appears to have implemented certain
cost-reduction measures, it could not demonstrate that it used the
most cost-effective methods when performing work on the project.
It is especially important for the department to be able to show
that it was cost-effective to justify the significant amounts it spent
rehabilitating its historic properties. On average, the department
spent more than $400,000 per property for those it completed.
However, the department cannot demonstrate that it implemented
a systematic approach for the project to ensure that it fully explored
its options or exercised discretion allowed by federal guidelines,
such as focusing rehabilitation efforts on the features that are
most important in contributing to the overall significance of
the property. As a result of these shortcomings, the department
lacks assurance that it performed work on the project in the most
cost-effective manner.

We recommended that to ensure any future rehabilitation work
that the department performs is as cost-effective as possible, the
department should develop revised cost estimates for each property
using condition assessments that assist the department in
prioritizing its rehabilitation efforts. The department should focus
its efforts on those historic features that are most important in
contributing to the overall significance of the property and consult
with the Office of Historic Preservation to ensure that it takes
advantage of the flexibility allowed by federal guidelines. In addi-
tion, it should consider the technical and economic feasibility of
planned work when determining whether it has considered the
least costly yet acceptable alternatives.

Department Action: Partial corrective action taken.

The department reports that condition assessment reports and
related cost estimates have been completed for 7 of the
48 historic properties not yet rehabilitated. As part of the condi-
tion assessment process for each property, character-defining
features are identified and prioritized. Additionally, the Office
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of Historic Preservation reviews each condition assessment
report. The department’s goal is to have all of the condition
assessment reports completed by December 2002.

Finding #3: The department’s failure to consider long-range
rehabilitation plans seems questionable.

When it requested federal participation in the State Route 710
extension project, the department proposed to the Federal Highway
Administration millions of dollars in mitigation and rehabilitation
efforts to minimize the adverse effects to the historic properties
along the route. However, the department did not consider this as
part of its planning process for the current historic properties
rehabilitation project. The current rehabilitation project uses
only state funds, but the extension project and subsequent rehabili-
tation will be funded primarily with federal funds. We question
why the department would not have factored these future plans
for rehabilitation into the decisions being made for the current
rehabilitation project. Because it did not do so, the department
lacks assurance that it made the most appropriate decisions on its
current project and that it maximized the use of federal funds.
Further, it does not appear as though the department was always
clear with the CTC about its future mitigation plans when request-
ing state funds for the current project. Disclosure of the
department’s long-range plans and the impact of future federal
funding is important information for the CTC to consider when it
makes funding decisions.

We recommended that the department consider how future
rehabilitation work to be performed as part of the department’s
long-range mitigation plans for the freeway will impact the
proposed work.

Department Action: Pending.

The department states that it notes the proposed disposition
of the historic properties under the current freeway alignment
on the condition assessment reports it prepares. It further states
that this information will be taken into consideration con-
cerning any future work. However, the department did not
otherwise address how it plans to consider the impacts future
rehabilitation work to be performed as part of the department’s
long-range mitigation plans will have on the proposed work
on the historic properties rehabilitation project.
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Finding #4: The department did not consider expected
selling prices when determining how much to spend
performing work on each property.

All the historic properties acquired for the State Route 710 corridor
will eventually be sold. However, the department did not perform
any analyses to determine a reasonable amount of funds to spend
on rehabilitation costs for the properties based on the earnings it
could expect from their sale once they were declared excess
property. Given that the department had discretion regarding the
extent of work performed on the properties, the expected selling
prices for the properties would have been useful information to
consider when setting a budget for work to be performed.

We recommended that the department take into account that the
properties will ultimately be sold, some at less than fair market
value, when determining to what extent the remaining historic
properties should be rehabilitated.

Department Action: Pending.

The department reports that it will take this information into
consideration with regard to any future work performed. How-
ever, it did not address the extent to which it considered this
information when preparing the seven cost estimates that have
been completed.

Finding #5: Although the department is proposing options
for vacating and preserving its historic properties, certain
concerns need to be addressed.

In response to the department’s request for additional funding in
March 2000, the CTC asked the department to develop alternatives
for minimizing costs. The department prepared two alternative
plans based on the mothballing preservation treatment approach
prescribed by the Secretary of the Interior. However, mothballing
is intended to be only a temporary measure, which is of concern
because the department does not know how long it needs to
maintain the properties. Further, we noted some specific concerns
regarding the department’s mothballing proposals. For example,
the department’s mothballing proposals do not address providing
adequate ventilation, although this is considered to be one of the
highest priorities according to federal guidelines. Also, the depart-
ment did not consult with historical experts, including the Office
of Historic Preservation, to ensure that all significant features will
be stabilized and maintained. As a result of the various shortcom-
ings we noted, the department cannot ensure that it is presenting
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an accurate estimate of the level of funding necessary for
mothballing, or that mothballing is appropriate under
the circumstances.

We recommended that if it pursues either of its mothballing
proposals, the department should ensure compliance with federal
guidelines, and it should obtain approval from the Office of
Historic Preservation as to their propriety.

Department Action: Pending.

The department states that as of this time, the mothballing
option has not been selected as the proposed treatment for the
properties. According to the department, if mothballing is
selected, it will take over one year to obtain appropriate
environmental clearance. However, the department reports that
the Office of Historic Preservation, during preliminary con-
sultations, stated that mothballing may have an adverse
effect on the historic districts and there may be other
environmental impacts.

Finding #6: The department relied on the Department of
General Services’ (General Services) process, but did not
require documentation to ensure the project complied with
applicable codes.

The department relied on its contractor, General Services, to ensure
that the work on its State Route 710 historic properties reha-
bilitation project complied with applicable codes. General Services
appears to have a process designed to ensure that it considers and
applies codes relevant to the project. However, General Services
did not document the key judgments it made in carrying out its
process, such as identifying the specific code requirements applicable
to this project because it is not its standard practice to do so.
Additionally, it did not document its process for ensuring that
code requirements were applied properly. Because the department
neither required General Services to document its process nor
conducted its own review to ensure compliance with codes, the
department has limited assurance that staff considered and
applied properly all relevant code requirements when performing
work on the project. In fact, neither General Services nor the
department considered the State code section that requires the
department to conform to local building codes that were in effect
at the time it acquired its properties.
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We recommended that to ensure future work on this or any similar
projects complies with all applicable codes, the department should
develop a process to identify and evaluate all code requirements
related to the project, including evaluating local codes to
determine whether they apply, and if so, whether they conflict
with applicable state codes. Additionally, the department should
ensure that it can demonstrate it has considered and applied
properly the relevant code requirements.

Department Action: Partial corrective action taken.

The department reports that a checklist has been developed to
identify local code violations as well as decent, safe, and
sanitary standards and that it is working well. However, the
department points out that it is important to note that property
use is an important factor in determining the level of work
required on the properties.

Finding #7: Questions have been raised about the project’s
compliance with building codes.

Tenants raised concerns with local building inspectors that reha-
bilitation work on the project did not conform to codes. Local
building inspectors inspected three of the properties that had been
rehabilitated and discovered several violations of the city code and
the Uniform Building Code. We questioned General Services about
some of these apparent violations. Although General Services’
explanations appear reasonable, they raise questions about how
well the department has communicated with the tenants and local
authorities regarding what they should expect from the
department’s rehabilitation work.

Both the department and General Services have indicated that they
do not believe current local codes apply to the rehabilitation work.
It seems apparent, however, that both tenants and local building
inspectors expected these rehabilitated properties to meet local
building codes. This gap between the community’s expectation
that the work would comply with local building codes and the
department’s assertion that those codes do not apply to the reha-
bilitation project illustrates a need for the department to provide
better information about what the community can expect in
rehabilitated historical properties and why.
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We recommended that the department look for methods that will
provide the community with better information about what they
can expect in rehabilitated historic properties.

Department Action: Pending.

The department agreed to implement our recommendation
when it initially responded to our audit. However, it did not
report the status of this recommendation in its one-year
response to us.
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DEPARTMENT OF TRANSPORTATION

Its Seismic Retrofit Expenditures Generally
Comply With the Bond Act, and It Has
Begun to Reimburse the Interim Funding
for Fiscal Years 1994-95 and 1995-96

REPORT NUMBER 2001-010, DECEMBER 2001

n March 1996 California voters approved the Seismic Retrofit
IBond Act (Bond Act), which authorized the State to sell

$2 billion in general obligation bonds to reconstruct, replace,
or retrofit state-owned highways and bridges. Legislation passed
in 1995 requires the Bureau of State Audits to ensure that projects
funded by the Bond Act are consistent with that measure’s purposes.
This is the sixth in a series of annual reports on the Department of
Transportation’s (department) revenues and expenditures authorized
by the Bond Act.

Overall, the department has moved forward toward its goal of
retrofitting more than 1,150 state-owned highway bridges and
7 state-owned toll bridges. As of June 30, 2001, the department
has spent $1.49 billion for retrofit projects and had completed
work on 98.1 percent of the highway bridges and 2 of the 7 toll
bridges. In addition, as required by the Bond Act, the department
has begun to reimburse other accounts for interim funding obtained
during fiscal years 1994-95 and 1995-96. During those years, the
State Highway Account (highway account) and the Consolidated
Toll Bridge Fund (toll bridge fund) provided a total of $114 million
for the retrofitting of California’s bridges. As of June 30, 2001, the
department had reimbursed the highway account $26.3 million
and it intends to fully reimburse both the highway account and
the toll bridge fund before the Bond Act expires in 2005.

Finding #1: The department inappropriately charged some
expenditures to seismic retrofit projects.

In general, the department has done a good job of ensuring that
its seismic retrofit projects meet the criteria for funding outlined
by the Bond Act. However, we found two instances in which the
department charged expenditures to the Bond Act that were not
eligible for such funding. In both instances, department staff stated
that they were unaware of the department’s policies requiring the
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allocation of certain types of facility costs. As a result, the staff
inappropriately charged approximately $6,800 for a lease payment
and a repair bill entirely to seismic projects rather than allocating
the amount among seismic and nonseismic projects that benefited
from the expenditure.

To ensure that Bond Act proceeds are used only to pay for eligible
expenditures under the Bond Act, we recommended that the
department direct its staff to follow its policy of allocating facility
costs among all projects benefiting from the expenditure.

Department Action: Corrective action pending.

The department agrees with the report and recommendation and
states that it is taking steps to correct the identified problems.
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DEPARTMENT OF TRANSPORTATION

Has Improved Its Process for Issuing
Permits for Oversize Trucks, but More
Can Be Done

REPORT NUMBER 99141, MAY 2000

e evaluated the Department of Transportation’s

(Caltrans) process for approving travel routes and is

suing permits that allow oversize trucks to move along
specified routes on the state highway system. We found the
following deficiencies:

|
Audit Highlights . . .

Our review of the Department

of Transportation’s (Caltrans)

process for issuing

permits disclosed: N .
Finding #1: Caltrans’ reporting structure has too many

M Roadway changes are individuals reporting to too few liaisons.

not always promptly
communicated to the
permits branch.

Hundreds of field
personnel report
roadway changes to only
two regional liaisons.

Policies and procedures
for reporting roadway
changes differ among
reporting units.

Caltrans is taking steps to
improve communication
of roadway information.

The process for writing
permits is inefficient,
labor-intensive, and
susceptible to human error.

Caltrans has too many personnel reporting changes in road
conditions via e-mail, fax, and phone to only two individuals
working as regional liaisons who have no authority to enforce
reporting requirements. The permits branch relies on other Caltrans
units—primarily the Construction, Maintenance, and Traffic
Operations programs and the Office of Structures Maintenance
and Investigations—to provide the required data and information
for the routing database. At any given time, hundreds of individuals
can be involved in projects requiring them to report changes to
only two regional liaisons who have to evaluate all of the changes
and update the database promptly so that permit writers have the
most current information.

We recommended that Caltrans designate district staff to coordi-
nate communication between the permits branch and personnel
working in the field. Caltrans should require communication
coordinators to work with the regional liaisons to develop a
standard reporting format.

Department Action: Partial corrective action taken.

As of May 11, 2001, Caltrans hired nine truck services managers
who serve as a focal point for reporting roadway changes
throughout the 12 districts to the two regional liaisons.
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Finding #2: Caltrans lacks uniform policies and procedures
for reporting roadway changes.

The problem of poor communication of roadway changes is exacer-
bated by the fact that each of the reporting units—Construction,
Maintenance, Traffic Operations and Structures Maintenance and
Investigations—has its own policies and procedures governing the
reporting of roadway change information to the permits branch.
These policies are not uniform and do not always specify who is
responsible for reporting roadway changes.

We recommended that Caltrans ensure that its policies clearly and
consistently specify the types of roadway information that must
be reported to the permits branch, and clearly communicate its
policies and procedures to all responsible parties.

Department Action: Corrective action taken.

In July 2000 Caltrans reported that it issued a high-level policy
directive that defines roles and responsibilities of various
functional areas and various Caltrans functional program
policies to strengthen reporting of roadway policies. In addition,
Caltrans has contracted with a fax service provider to notify
annual permit holders of highway changes.

Finding #3: Programs that report roadway changes have not
always followed the policy for reporting such changes.

The procedures for reporting temporary and permanent clearance
changes clearly state that those responsible for reporting should
notify the regional liaison 15 days in advance. However, those
responsible sometimes report these changes to a district traffic
manager, but do not report them to the regional liaison. Regional
liaisons must gather information from other sources and do not
always have enough lead time to update the routing database and
ensure that permits are issued for appropriate travel routes.

We recommended that Caltrans establish a process and designate
a position with authority to enforce the reporting policies. If
personnel do not adhere to the policies and procedures, Caltrans
should tie reporting to performance evaluations.

Department Action: Partial corrective action taken.

Caltrans’ new truck services managers will play a key role in imple-
menting the new policy, described in the response to Finding #2,
that holds accountable personnel responsible for reporting
roadway changes.
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Finding #4: Caltrans’ current permit-writing process is
labor-intensive and susceptible to error.

The current permit-writing process requires permit writers to
manually process and review most permits by using maps and a
roadway information database. This process is time-consuming,
and it increases the risk of routing errors from transcription mistakes
during the recording process or from a driver misreading an illegible
permit. Another labor-intensive aspect of the current system is the
practice of double-checking all overheight permits because the
system does not have electronic controls that prevent the issuance
of erroneous permits. Although this practice reduces the likelihood
that Caltrans will contribute to accidents, performing this function
manually is an inefficient and costly use of resources.

We recommended that Caltrans develop an automated routing
system. If its current request for an automated routing system is
not approved, Caltrans should seek approval again in the next
budget cycle. In its new request, Caltrans should include an analysis
of its staffing requirements and should also identify what the
funding source would be.

Department Action: Partial corrective action taken.

Caltrans has received approval for funding a semi-automated
routing system and has selected a vendor who will design and
implement the new semi-automated routing system. Caltrans
plans to have a new system operational by September 2002.
Caltrans previously reported that its new system should be
operational by April 2002, but several factors delayed the ven-
dor selection process, causing Caltrans to revise its timeline
for implementing the new system.

Finding #5: Caltrans does not collect adequate data on
permit errors.

Caltrans does not track the number of roadway changes that were
reported after the fact by truck drivers, the public, or other Caltrans
employees; nor does it track changes that were reported late by
those responsible. Moreover, Caltrans’ current computer system
does not allow it to identify all the erroneous permits and related
incidents that may have resulted from late or unreported changes.

We recommended that Caltrans track and compile statistics on
permit errors and use the information to identify problem areas.

193



Department Action: Pending.

Caltrans will incorporate the ability to track and compile statis-
tics on permit errors into its new automated system. Caltrans
will use this information to identify and address problem areas.
Currently, Caltrans addresses permit errors on a case-by-case
basis as it becomes aware that such a problem exists.

Finding #6: Caltrans does not enforce adequate,
standardized procedures for requesting and writing permits.

Caltrans is not actively enforcing its policy of requiring permit
applicants to use its standard application forms. Mistakes in permits
can arise because Caltrans accepts modified permit application
forms from its customers. Differences in these forms make them
more difficult for permit writers to review. Further, Caltrans does
not have standardized procedures for permit writers to use when
issuing permits. As a result, drivers and other permit writers may
have difficulty understanding permit instructions.

We recommended that Caltrans require that customers use the
standard permit application form. We also recommended that
Caltrans develop a standard format for permit writing.

Department Action: Pending.

Caltrans currently requires all of its customers who do not use
its Web-based permit system to use its standard permit applica-
tion form. However, beginning in early 2001, Caltrans planned
to require all of its customers to use the same application form.
In addition, Caltrans’ new automated system will produce
permits using a standard format.

Finding #7: Caltrans does not provide enough training for its
new permit writers, nor does it provide formal ongoing
training or a refresher course for its experienced staff.

Caltrans does not train new permit writers in the use of pilot car
maps, standard terminology for writing a permit, and the routing
database. Pilot car maps help a permit writer determine when a
pilot car is needed. In addition, not all permit writers use the same
abbreviations and wording to describe an approved route on a
permit. Consequently, drivers and even other permit writers may
have difficulty understanding routing instructions. Training will
become even more important for the permit writers if Caltrans’
new routing system is approved.
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We recommended that Caltrans expand training for new permit
writers to include instruction in standardized permit writing, use
of pilot car maps, and use of the routing database, and develop an
ongoing training program for experienced permit writers. In
addition, Caltrans should assess the training needs of experienced
permit writers and develop an ongoing training program.

Department Action: Partial corrective action taken.

Caltrans applied for additional resources through the budget
process to hire a full-time employee to develop formal training
for the permits branch staff. This request was unsuccessful, but
Caltrans will apply for the funding again in the next budget
cycle. Caltrans will continue to use a former permit writer to
train staff on a continuous basis until a permanent trainer
position has been secured.

Finding #8: Caltrans uses a job classification for permit
writers that is no longer appropriate.

One internal factor that might be contributing to high turnover
may be a job classification that is no longer appropriate. Permit
writers are classified as transportation engineering technicians, a
category that requires certain technical skills and knowledge of
transportation engineering principles that do not appear necessary
for permit writers.

Department Action: Partial corrective action taken.

Caltrans reports that it completed an analysis of skill require-
ments for permit writers and within the next two years plans
to develop options to create or modify existing civil service
classifications that best fit the necessary skills for permit writers.
Completion of this process depends on the skills and knowledge
necessary to operate the new system.
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UNIVERSITY OF CALIFORNIA

Some Campuses and Academic
Departments Need to Take Additional
Steps to Resolve Gender Disparities
Among Professors

Audit Highlights . . . REPORT NUMBER 2000-131, MAY 2001

he Joint Legislative Audit Committee requested that we
review the University of California’s (UC) practices for hiring
assistant, associate, and full professors (professors) to
determine whether those practices adversely affect employment
opportunities for women. A decline in the proportion of newly

Regarding the University of
California (UC) and its hiring
of assistant, associate, and
full professors:

M Hiring data for the past

five years indicate that a
significant disparity
appears to exist between
the proportion of female
professors hired and

the proportion of
female doctorate
recipients nationwide.

Certain types of decisions
made by academic
departments effectively
reduced the proportion of
women in the available
labor pool from 46 percent
to 33 percent. The UC
hired 29 percent female
professors during that
five-year period.

Analyses of the hiring
practices used on each UC
campus reveal weaknesses
such as using search
committees that are
either all male or
predominantly male.

M Although the starting

salaries for female
professors averaged from
90 percent to 92 percent
of male professors’
salaries, more in-depth
analyses point out that
factors other than gender
may be the cause.

hired female professors prompted concern about employment
opportunities for women, especially in light of UC’s expectation
that it will need to hire about 7,000 new faculty members over
the next 10 years. Specifically, we found:

Finding #1: Not all UC campuses fully consider gender parity
concerns early in the hiring process.

It is during the position allocation phase, the first of three steps in
the process for hiring UC professors, that departments decide the
specific levels at which to hire professors and the specialized fields
or subfields of study from which to hire them. The likelihood of
obtaining a male or female professor is strongly influenced by a
department’s decision to fill a position at the more senior levels
(e.g., associate or full professor) or from various disciplines or
specialized fields of study that tend to be predominantly male.

Our site visits revealed that some campuses are now directing their
departments to consider the existing gender mix of their professors
during the position allocation phase. For example, in December 2000,
the Irvine campus directed its colleges to “devote attention to
enhancing the diversity of the faculty” as part of the position
allocation phase. Although these overall efforts seem to be steps
in the right direction, we believe that additional considerations
early in the hiring process are critical if gender disparities in hiring
are to be corrected. Because UC professors can have careers that
last 30 years or more, failure to fully consider early in the hiring
process the effect that level and field of study can have on the
likelihood of hiring a female professor can unnecessarily prolong
a department’s efforts to address gender disparities.
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To avoid inadvertently contributing to gender disparities among
professors while still allowing departments to meet their overall
missions, we recommended that UC direct academic departments
to more fully consider during the position allocation phase of the
hiring process how new positions being requested will affect
employment opportunities for women overall and the resulting
gender parity of its professors, especially those positions above
the assistant professor level and those in disciplines or specializa-
tions in which women are underutilized. We also recommended
that deans review the sufficiency of the departments’ considerations
of the effects that level and specialization have on gender parity
before authorizing departments to proceed further with the process
for filling their positions.

UC Action: Partial corrective action taken.

UC states that it incorporated these recommendations into its
Affirmative Action Guidelines for Recruitment and Retention of
Faculty. It also states that individual campuses have imple-
mented our recommendation in a variety of ways. For example,
the Davis campus developed a target for each school to recruit
80 percent of all new positions at the assistant or early associate
professor level. Data for the first year reflect a 70 percent success
rate. Also, the Santa Barbara campus will allocate upwards of
70 percent of new faculty positions at the assistant level and
will ask deans to evaluate departments’ efforts to consider
gender equity in the formulation of staffing plans. Further,
effective this year, departments on the Irvine campus will
conduct an analytical assessment of their diversity profile and
will be asked to justify how any new positions will fit their plan.

Finding #2: Not all departments ensure that they use gender-
diverse search committees during the hiring process.

Within the disciplines we reviewed, the search committees for
half of the 242 professors hired in fiscal years 1995-96 through
1999-2000 had, on average, either four or five men. The average
size of a search committee was six members. Further, the search
committees for 156 new professors—nearly two-thirds of those
hired—included either no women or only one woman. Finally,
while the searches for 83 new professors had no women on the
committees, only nine committees did not have any men. Campus
representatives told us that female professors can provide search
committees with different perspectives that otherwise might be
lacking when evaluating candidates.

198



To take advantage of the differing perspectives that women
can offer in the search for new professors, we recommended
that UC avoid using all-male or predominantly male search
committees. We also recommended that UC encourage depart-
ments to consider, whenever appropriate, participation by female
professors from other departments on search committees.

Further, to address the conflict that can result from low numbers
of women in some departments and the attempt to avoid all-male
or predominantly male search committees, we recommended that
UC develop alternatives to its current search committee methods.
One alternative that we suggested was that UC should consider
whether departments from various campuses are interested in
participating in regional or statewide search committees to conduct
the preliminary selection of qualified candidates. If insufficient
interest exists for this proposal, UC should identify other
specific alternatives.

UC Action: Partial corrective action taken.

UC states that it incorporated these recommendations into its
Affirmative Action Guidelines for Recruitment and Retention
of Faculty and that they have been widely implemented by
each campus. At the Riverside campus, for example, several
procedures are in place to ensure that the composition of search
committees reflects a diverse cross section of the faculty. Search
committees are comprised now of junior and senior faculty
members and, in some cases, students. Committees are also
required to have at least one member from another department.
Further, all search committees have at least one member
designated to be the affirmative action/diversity monitor. The
composition of the search committee is reviewed and requires
approval from the dean, the campus affirmative action officer,
and the executive vice chancellor.

However, UC did not provide an action plan that specifically
addressed our recommendation concerning the identification
of alternatives to its current search committee methods.

Finding #3: Some departments prepare less detailed search
plans to help direct search efforts while some others do not
prepare them at all.

Search committees on some campuses prepare a document
called a search plan before beginning a search. This document
details the steps the committee will take, including the job
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announcement and the advertising media that the search com-
mittee plans to use. According to a representative from one
campus, search plans help eliminate any subjectivity and
allow search committees to solidify selection criteria.
Not all search committees include the same level of detail in their
search plans. For instance, search committees at departments we
visited on the Santa Cruz and Riverside campuses include in their
search plans the position announcements and the advertising
media they plan to use; although they do not identify the selection
processes. Moreover, search committees at departments we visited
on the Irvine and Los Angeles campuses do not submit written
plans before conducting searches. Because the hiring process can
be subjective, the lack of an adequate search plan can compromise
the integrity of search efforts and the selection process.

To help ensure that searches for professors are properly conducted,
we recommended that UC require search committees to prepare
written search plans that describe, at a minimum, the advertising
channels to be used, the position announcements to be used
in advertising, and the criteria and processes to be used to select
winning candidates.

UC Action: Partial corrective action taken.

UC states that it incorporated this recommendation into its
Affirmative Action Guidelines for Recruitment and Retention
of Faculty and that most campuses already adhere to many of
the practices in the guidelines. UC also states that the campuses
have strengthened existing practices and added new ones to
promote diversity and gender equity in faculty hiring. However,
UC did not provide an action plan that specifically addressed
this recommendation.

Finding #4: Some search committees do not use
underutilization data to plan searches.

We found that some search committees use underutilization data
in planning their searches, but others do not. To comply with
federal affirmative action requirements, each campus prepares an
annual report that compares the estimated proportion of women
in the applicable labor pool and the proportion of women in the
department. It also identifies a target number or percentage of
women, called a “goal,” for the department to hire to achieve
gender parity. Departments are required to make good-faith efforts
to address this goal.
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Some search committees receive this underutilization information
and use it to plan the outreach efforts they will need to conduct
searches. This helps search committees focus their efforts to achieve
their hiring goals. However, some departments on campuses we
visited, including Riverside and Santa Barbara, are not incorporat-
ing underutilization data and related strategies into their written
search plans. Without formally considering the underutilization data
while planning searches, search committees may not know how
much effort they need to make to help address issues related to the
lack of gender parity within their departments.

We recommended that UC require search committees to incorpo-
rate underutilization data into their search plans, together with
strategies to help achieve any departmental recruiting goal.

UC Action: Partial corrective action taken.

UC states that it incorporated this recommendation into its
Affirmative Action Guidelines for Recruitment and Retention
of Faculty and that most campuses already adhere to many of
the practices in the guidelines. UC also states that the campuses
have strengthened existing practices and added new ones to
promote diversity and gender equity in faculty hiring. However,
UC did not provide an action plan that specifically addressed
this recommendation.

Finding #5: Some search committees do not effectively
use underutilization data to assess their success in
recruiting women.

We found that not all search committees compared the estimated
proportion of women in the labor pool to the proportion of
female applicants to help determine whether outreach efforts were
successful. Certain other search committees did not perform such
comparisons until well into the search process, increasing the risk
that the hiring process could not be stopped or delayed while out-
reach efforts were supplemented. Performing such comparisons
allows search committees to examine and, if necessary, revise their
search efforts to secure a more gender-diverse applicant pool.

To help assess the success of the outreach efforts by search com-
mittees in recruiting female applicants and in monitoring the
inclusiveness of the hiring process, we recommended that UC
compare the proportion of women in the total applicant pool to
the proportion in the labor pool as soon as possible after
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departments have received applications. If the proportions are
not comparable, UC should consider performing additional
outreach to identify a broader applicant pool.

UC Action: Partial corrective action taken.

UC states that it incorporated this recommendation into its
Affirmative Action Guidelines for Recruitment and Retention
of Faculty and that most campuses already adhere to many of
the practices in the guidelines. UC also states that the cam-
puses have strengthened existing practices and added new ones
to promote diversity and gender equity in faculty hiring.
For instance, the Irvine campus implemented a new web-based
system for gathering and analyzing applicant data on race and
gender, which will allow it to provide departments with timely
and accurate information for evaluating searches in progress.
If the system is successful, it will be a model for the other
campuses to follow to improve their current systems of
applicant pool tracking and evaluation.

Finding #6: Outreach efforts of some search committees
should be expanded.

Some search committees have not been successful in their outreach
efforts for professor positions. For instance, while women represent
20 percent of the labor pool in the mathematics discipline, women
made up only 9 percent of applicants for positions in the math-
ematics discipline at two of the UC’s campuses. Search committees
typically rely on outreach tools such as professional journals to
advertise positions. Some search committees advertise on Web pages
and in media that target potential female applicants. However,
when search efforts fail to produce proportionate numbers of
female applicants, search committees may need to go beyond the
typically used tools. For example, departments might encourage
search committee members to personally contact potential
applicants at professional meetings, national conferences, and
seminars. Additionally, UC’s campuses could find ways to
collaborate in the outreach efforts. An unsuccessful applicant
at one campus may be a natural fit at another because of
specialization, research, or teaching interests.

To help increase the number of female applicants, we recom-
mended that UC explore alternative methods of attracting female
applicants when outreach methods prove ineffective. Such
methods can include expanding efforts to make personal con-
tacts at various functions both off and on campus and identifying
ways to collaborate with other campuses in their outreach efforts.
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UC Action: Partial corrective action taken.

UC states that it incorporated this recommendation into its
Affirmative Action Guidelines for Recruitment and Retention
of Faculty and that most campuses already adhere to many of
the practices in the guidelines. UC also states that the campuses
have strengthened existing practices and added new ones to
promote diversity and gender equity in faculty hiring. However,
UC did not provide an action plan that specifically addressed
this recommendation.

Finding #7: Some departments allow a single person to
decide if candidates should be considered further in the
hiring process.

Some departments rely on only one member of a search committee
when reviewing applications to determine which candidates
should be considered further. Such a practice increases the risk
that the reviewer’s own background, experiences, and biases may
unfairly exclude an otherwise qualified individual, regardless of
gender. Having at least two members review applications would
better ensure that all candidates are fairly considered.

Therefore, we recommended that UC require at least two members
of each search committee to review application material submitted
by candidates.

UC Action: Partial corrective action taken.

UC states that it incorporated this recommendation into its
Affirmative Action Guidelines for Recruitment and Retention
of Faculty and that most campuses already adhere to many of
the practices in the guidelines. UC also states that the campuses
have strengthened existing practices and added new ones to
promote diversity and gender equity in faculty hiring. However,
UC did not provide an action plan that specifically addressed
this recommendation.

Finding #8: Some departments do not document the reasons
candidates were not selected.

We found that some departments do not prepare documents
summarizing the reasons why candidates did not advance in
selection processes. Typically, these deselection documents list the
gender and ethnicity of an applicant and the reason why the
applicant did not advance further in the hiring process; they are
an added control to maintain the integrity of the hiring process.
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Without deselection documents, campuses are less sure that
otherwise qualified candidates were not unfairly excluded from
the selection process.

To help ensure that otherwise qualified candidates are not unfairly
excluded from further consideration during the hiring process,
we recommended that UC require search committees to prepare
deselection documents that describe the reasons for rejecting
candidates. When necessary, deans or department chairs could
then review these documents.

UC Action: Partial corrective action taken.

UC states that it incorporated this recommendation into its
Affirmative Action Guidelines for Recruitment and Retention of
Faculty and that most campuses already adhere to many of the
practices in the guidelines. UC also states that the campuses have
strengthened existing practices and added new ones to pro-
mote diversity and gender equity in faculty hiring. However,
UC did not provide an action plan that specifically addressed
this recommendation.

Finding #9: UC’s campuses lack a common methodology for
calculating the availability of women in the labor pool.

Each of the UC’s nine campuses prepares an annual affirmative
action report describing its own benchmarking method, which
measures the availability of women in the labor pool. However,
lacking a common methodology for calculating the benchmarks,
UC cannot compare each campus’s relative success at addressing
gender parity issues. Consequently, UC cannot use data devel-
oped by the campuses to effectively target additional in-depth
reviews or improvement efforts at campuses or disciplines furthest
from uniform benchmarks.

To better enable it to identify potential gender parity issues across
campus and discipline lines, we recommended that UC devise and
implement a uniform method for calculating benchmark data.
We also recommended that UC centrally collect applicable hiring
data, compare the data with its benchmark data, and determine
whether departments need to take actions to address gender parity
concerns. Finally, we recommended that, when determining the
action to be taken, UC should consider developing approaches to
be applied across campuses.
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UC Action: Partial corrective action.

UC states that a working group convened by its Office of the
President prepared a draft uniform method for all campuses
to calculate benchmark data that can be incorporated into
existing campus affirmative action plans developed pursuant
to federal requirements. The group also developed draft
guidelines that are being distributed for review to each campus
before formal adoption. Each campus will be responsible for
incorporating this benchmark data into its affirmative action
plan. UC’s Office of the President will centrally collect the cam-
puses’ analyses of hiring and benchmark data and monitor
campus plans for taking action to address any problem areas.

Finding #10: Campuses do not uniformly evaluate deans and
department chairs on their contributions to affirmative
action and diversity.

Some campuses do not evaluate their deans or department chairs
while another does not always include gender parity as a part of
the evaluation. Several campuses evaluate their deans or department
chairs only once every five years—the interval discussed in UC’s
academic personnel manual. However, such long intervals between
evaluations mean that deans and department chairs do not receive
timely information about their efforts to address gender parity
issues. When campuses do not evaluate deans or department
chairs, when campuses evaluate deans or department chairs
infrequently, or when evaluations do not include efforts to address
issues related to the lack of gender parity, those evaluations
are rendered ineffective as a tool for helping to address gender
parity issues.

To ensure that addressing gender parity concerns remains a priority
on campus, we recommended that UC include an assessment of
the contributions of deans and department chairs to address issues
related to the lack of gender parity as part of their evaluations. We
also recommended that UC evaluate all deans and department
chairs on their efforts to address gender parity issues more frequently
than every five years.
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UC Action: Partial corrective action taken.

UC states that it incorporated these recommendations into its
Affirmative Action Guidelines for Recruitment and Retention
of Faculty and that most campuses already adhere to many of
the practices in the guidelines. UC also states that the campuses
have strengthened existing practices and added new ones to
promote diversity and gender equity in faculty hiring. Further,
UC states that most campuses evaluate diversity and gender
parity efforts annually. For example, the Santa Cruz campus
evaluates all deans and senior academic administrators
annually. Its review includes an evaluation of their diversity
and affirmative action progress and plans. Further, the Riverside
campus is developing a survey to assess the efforts of deans
and department chairs to increase diversity and gender equity
among faculty. The results of the survey will be compiled in
an annual report to all departments so that strategies for
success may be shared.

Finding #11: UC’s concept of excellence does not always
incorporate the values of gender parity.

Some departments did not include the concept of gender parity
within their definition of excellence. When speaking of the impor-
tance of excellence, some departments spoke of it not only in
terms of their faculty members’ research and teaching, but also in
terms of their departments’ placement in national ranking systems.
Two national ranking systems we reviewed attempt to provide a
measure of the quality of the programs. However, because these
systems do not consider gender parity of professors in their
rankings, departments are not likely to give the gender parity
issue as much weight as if it were considered.

To increase the level of excellence, we recommended that UC
redefine its concept of excellence to encompass a broader vision—
one that recognizes that the full use of a talent pool that includes
female professors can promote new ideas, research areas, and
productivity. We also recommended that UC consider working
with university rating organizations to incorporate gender parity
among professors into their definition of excellence.
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UC Action: Partial corrective action taken.

UC states that campuses have been active in responding to
this recommendation. For example, the San Diego campus has
initiated a research, teaching, and service program to foster
new areas of research, create opportunities for cluster hiring,
and other initiatives that will contribute to the diversity of
the faculty.

However, UC did not provide an action plan that specifically
addressed our recommendation concerning working with uni-
versity rating organizations to include gender parity in their
definitions of excellence.

Finding #12: Summary-level salary reviews can help avoid
improper salary disparities.

UC's campuses generally perform some type of detail-level reviews
that help ensure that the starting levels and salary steps for new
professors are appropriate given their education and experience.
While these detailed reviews serve their purpose, they can fail to
identify patterns or inconsistencies in starting salaries that would
warrant further exploration. We found two campuses at which
summary-level reviews were performed. Because campuses and
departments have a great deal of flexibility in determining start-
ing salaries for professors, by using summary-level salary reviews
in conjunction with the detail-level reviews that already occur,
campuses can help ensure that salary disparities between newly
hired female and male professors do not go unnoticed or unex-
plained. Campuses could then investigate further to identify the
factors that contributed to the salary differences and determine
whether appropriate and consistent decisions were made.

In addition to being useful on each campus, it is beneficial at a
system-wide level to make similar comparisons within disciplines
across campuses. A salary-review method used by the Irvine campus
relies on four variables (degree, age, degree year, and date of
hire) as predictors of salary. We have no reason to believe that
these predictors would not be valid indicators for such
system-wide comparisons.
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To help ensure that salary disparities between female and male
professors do not go unnoticed or unjustified, UC should periodi-
cally perform summary-level salary reviews at a system-wide and
campus level to identify patterns indicating whether female
professors are typically receiving lower or higher salaries than male
professors receive when other salary predictors are the same. When
it identifies salary disparities, UC should determine the reasons
why the disparities exist and, if necessary, take appropriate action
to correct any inequities.

UC Action: Partial corrective action taken.

UC states that its Office of the President will perform summary
level salary reviews annually and work with campuses to
resolve any apparent disparities based on race, ethnicity, or
gender. Reports of the systemwide salary review will be available
to the campuses in Spring 2002. Additionally, UC states that
most campuses already have implemented procedures for
campus-level salary equity reviews.

Finding #13: UC should periodically report on its progress in
correcting gender disparity issues.

Given the breadth of the above issues, we recommended that UC
report to the Legislature biennially on its progress in addressing
gender parity issues in its hiring of professors. The report should
include the results of UC’s analysis of hiring data relative to a
system-wide benchmarking method as well as the efforts it has
made relative to the issues described earlier. UC should also include in
this report the results of its progress in addressing salary disparities
between genders.

UC Action: Unknown.

UC did not provide an action plan that specifically addressed
this recommendation.
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Audit Highlights . . .

Our review of the University of
California’s (university) use of
casual employees revealed

the following:

M Casual employees in the
same occupational group
as career employees had
fewer opportunities for
salary increases and
received fewer benefits.

M Several factors
contributed to the
differences among
campuses in the use of
casual employees,
including the extent to
which they monitored
casual employment.

M Use of casual employees
appeared reasonable for
jobs with fluctuating or
sporadic workloads.

M In other instances, the use
of casual employees was
not reasonable because
the employees were
working full-time for
several years with a
minimal break in service
annually, a device used to
perpetuate a position’s
casual status.

Finally, we found that casual
employment had no uniform
pattern of impact with respect
to ethnic group or age group.

New Policies Should Make Career
Appointments Available to More
Employees and Make Campus
Practices More Consistent

REPORT NUMBER 2000-130, APRIL 2001

Ithough casual employees at the University of California

(university) were employed in the same occupational

groups as career employees and may have worked the same
number of hours for a limited time, they had fewer opportunities
for merit salary increases, received significantly fewer employment
benefits, and were less likely to keep their jobs during layoffs.

Until recently, the university defined casual employees as nonstu-
dent employees appointed to work either 50 percent or more of
full-time for less than a year or less than 50 percent of full-time
indefinitely, while it defined career employees as employees expected
to work for one year or longer at 50 percent of full-time or more.
The university now refers to casual employees as limited-
appointment employees and has approved new policies and
agreements requiring it to convert to career status those who work
more than 1,000 hours in any consecutive 12-month period.

As of October 1999 casual employees represented 9 percent of the
university’s employees, despite some general university policies
that may have restricted its use of casual employees. The extent to
which each campus used casual employees ranged from a high of
24 percent (University of California, Los Angeles) to a low of
10 percent (University of California, Davis) of casual employees
to total casual and career employees. Several factors contributed
to the differences among campuses in the use of casual employees.
For example, the campus that had the lowest proportion of casual
employees monitored casual employment centrally to a much
greater degree than occurred at most other campuses. Another
important factor affecting the number of casual employees was
the use of outside contractors at some campuses to perform work
that casual employees performed at other campuses. As a result,
the number of casual employees on the campuses without these
contractors may have appeared disproportionately high.

209



When campus and department administrators explained their
reasons for using casual employees, we found that in some instances
the use of casual employees appeared reasonable, but in others it
did not. In making this assessment of a department’s practices, we
did not consider the use of casual positions reasonable when the
employees worked 50 percent of full-time or more for over a year.
Some kinds of work are well suited to casual employment, and we
found many instances in which campuses’ use of casual employees
was reasonable. For example, various kinds of jobs with fluctuating
workloads and jobs that benefit from having short-term, part-time
staff who can fill in during peak times were generally reasonable
as casual appointments.

On the other hand, we found other instances when the use of
casual employees did not appear reasonable. For example, depart-
ments at one campus cited several reasons, including the uncertainty
of future funding, for using casual employees as staff research
associates and laboratory assistants in various research departments.
However, we question this justification for using casual employees.
Even though the funding may not have been available indefinitely,
nothing precluded the university from providing career status to
these staff research associates or laboratory assistants. Career status
does not guarantee continued employment. We noted that of the
107 casual employees we reviewed in several research departments
on one campus, 14 had worked full-time for more than three years,
with a minimal break in service annually, a device used to perpetu-
ate a position’s casual status. Some of these employees were also
working 20 to 50 hours of overtime monthly. Because these employees
worked in these positions at more than 50 percent time for an
extended period, we think these positions could have been converted
to career status even before the new rules were established.

Finally, we also found that casual employment had no uniform
pattern of impact with respect to ethnic group or age group.

Finding: Some Campuses Did Not Follow University Policies
Related to Casual Employee Benefits

Certain casual employees received benefits that they were not
entitled to receive and that others in their position did not because
some campus administrators misunderstood university policy.
Furthermore, the Payroll/Personnel System required separate codes
to ident