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Summary

e received an allegation under the Reporting of
Wlmproper Governmental Activities Act that a

manager of the California Department of Education
(department) improperly managed the funds of a statewide
student vocational club under the department’s jurisdiction and
the funds of a charitable corporation that received payments
from departmental contracts. It was also alleged that he had a
conflict of interest relating to his position as a monitor of
departmental contracts and his position as an officer of the
charitable corporation.

We investigated and substantiated these and other improper
governmental activities. Specifically, we found the following
illegal or improper activities by the manager:

e He illegally paid over $44,100 of his personal expenses,
including a trip to the Bahamas, out of the California
Association of Vocational Industrial Clubs of America
Leadership Foundation (foundation) and the California

Association of Vocational Industrial Clubs of America
(CAVICA) funds.

e He submitted false claims that resulted in improper
payments totaling over $17,745 for his travel expenses.

e He illegally exchanged at least $4,100 in airline tickets
purchased with federal funds for other tickets, which he
used to take personal trips, including one to the Virgin
Islands.

e He appears to have influenced decisions by the
department’s fiscal agents to do business with his business
associate, who was also a close personal friend, and her
corporation resulting in payments totaling more than
$26,300. The manager had financial interests totaling
over $41,000 in his friend and her corporation.

e He failed to report over $30,000 in income he received
from another corporation in which he was a corporate
officer and a shareholder, and all his other business
positions and financial interests.



e He was able to gain the above personal benefit at least in
part because he used his various roles to improperly divert
more than $95,900 from a number of sources into the
foundation account.

We also found that by using a community college district
(Los Rios Community College District), a university auxiliary
organization (University Auxiliary Services at California State
University, Los Angeles), and the foundation as fiscal agents,
department employees circumvented state policies and controls.
As a result, both the manager and the department made the
following additional improper expenditures of state and federal

funds:
e Paid $37,480 for services not received.

e Purchased more than $76,000 in services and computer
equipment without obtaining competitive bids.

e Paid over $13,500 for travel expenses not allowed by state
regulations and policies.

Further, the following improper activities occurred:

e Another employee misappropriated $1,800 of state funds.
e The manager made an improper political contribution.

e Other department employees engaged in improper cash
handling practices.

Finally, the department may have violated limits on the amount
of federal grants that can be spent for administrative expenses
and the State’s budgetary controls. :

The department has taken the following corrective actions:

e Strengthened controls over program operations to ensure
compliance with laws and regulations.

e Replaced the chain of command responsible for vocational
service organizations.



In addition, the department reports that it will take the following
action:

e Pursue criminal prosecution of the manager, who retired on
August 8, 1996.

e Discipline other employees who abused the system.



Introduction

Allegation 1940262

e received an allegation that a manager of the
WCaIifornia Department of Education (department)

improperly managed the funds of a statewide student
vocational club under the department’s jurisdiction and the
funds of a charitable corporation that received payments from
departmental contracts. It was also alleged that he had a
conflict of interest relating to his position as a monitor of
departmental contracts and his position as executive director
of the charitable corporation.

Background

In accordance with the California Business and Professions
Code, Section 19632, the department provides state funding to
maintain and strengthen secondary (high school) and
postsecondary vocational student organizations in agriculture,
business, home economics, and industrial education. This
section of the law states that the funding shall be used, among
other things, to conduct leadership development programs for
students, provide in-service training to teachers who advise
student organizations, and train students to develop and
participate in vocational fairs. The State funds these activities
through contracts between the department and the
postsecondary educational institutions that the students attend.

The Vocational Industrial Clubs of America (VICA) is a national
organization that serves secondary and postsecondary
vocational and technical students by developing their skills and
leadership qualities.  The national VICA is divided into
state and territorial associations, including California’s state
association—California Association of Vocational Industrial
Clubs of America (CAVICA).

In order to manage and coordinate its vocational education
program with student organizations such as VICA and CAVICA,
the State funds two positions. The CAVICA advisor position was
initially paid for with federal funds through a department
contract with University Auxiliary Services, Inc. (UAS), an
auxiliary organization serving California State University,
Los Angeles. The CAVICA advisor became a department



employee in March 1995. In addition, a manager of the
department oversees the CAVICA advisor and provides overall
guidance to the CAVICA program. The manager also serves as
the liaison between VICA and CAVICA.

CAVICA

Legally, CAVICA is a branch of VICA, a national, nonprofit
charitable trust incorporated in 1965 under Section 501(c)(3) of
the Internal Revenue Code. Section 501(c)(3) organizations
include corporations, community chests, funds, or foundations
organized and operated exclusively for religious, charitable,
scientific, literary, or educational purposes. The annual receipts
and expenses of CAVICA are reported each year to VICA,
which incorporates the amounts into a group tax return.
VICA is administered from its national office located near
Washington, D.C.

CAVICA's annual receipts consist mostly of student membership
dues and student conference fees. For fiscal years 1992-93
through 1994-95, the three years we examined, CAVICA
received a total of $234,097 from students." These receipts
consisted of approximately $17,723 in state dues, $180,924 in
state conference fees, $26,120 in national conference fees, and
$9,330 in skill olympics fees. Additional receipts, including
funds from the sale of state pins, totaled approximately $9,222.

CAVICA also received reimbursements for expenses from
various entities.  For example, in fiscal year 1992-93, it
received approximately $5,600 from the CAVICA Leadership
Foundation as a reimbursement for computer equipment initially
purchased by CAVICA. We discuss this foundation in the
following section. As another example, CAVICA received
$10,737 in federal funds from the Los Rios Community College
District (community college district) as reimbursement for
various expenses in fiscal year 1994-95. These funds came
from contracts between the community college district and the
department as well as a contract between the community
college district and the Chancellor’s Office of the California
Community Colleges (chancellor’s office). The following table
shows the sources of all funds deposited to CAVICA’s account
during the three-year period we reviewed.

'CAVICA'’s fiscal year runs from September 1 through August 31.



Table 1

Sources of Funds Deposited to CAVICA
September 1, 1992 Through August 31, 1995

Source of Funds Amount Percent of Total

State Conference Fees $180,924 67.5%
National Conference Fees 26,120 9.8
State Dues 17,723 6.6
Skill Olympics 9,332 3.5
Foundation 13,827 5.2
Community College District 10,737 4.0
Other Sources 9,222 3.4

Total $267,885 100.0%

The CAVICA Leadership Foundation

The California Association of Vocational Industrial Clubs of
America Leadership Foundation (foundation) was a separate,
nonprofit corporation incorporated in 1976 as a nonprofit
charitable trust under Section 501(c)(3) of the Internal Revenue
Code. Although the purpose of the foundation was to promote
the educational programs and goals of CAVICA, the foundation
was a separate legal entity. The foundation was dissolved in
February 1996.

Although the foundation was incorporated to receive charitable
donations from businesses and private donors, only a small
percent of its receipts were actually charitable contributions.
During fiscal years 1992-93 through 1994-95, only $25,145
(11 percent) of the $234,600 deposited in the foundation
account was from charitable donations. Most of the remaining
deposits consisted of expense reimbursements from various
entities. The majority of these came from the community
college district and the UAS. Together, using state and federal
funds received from contracts with the department and the
chancellor’s office, these two entities reimbursed the foundation
approximately $141,000, or 60 percent of its total receipts for
the three years. Another $25,000 (11 percent) came from other
federal funds through the Employment Training Panel (ETP).
Table 2 shows the sources of funds deposited to the foundation
account.



Table 2

Sources of Funds Deposited to the Foundation
September 1, 1992 Through August 31, 1995

Source of Funds Amount Percent of Total
Community College District $122,445 52.2%
CAVICA 35,303 15.0
ETP Contract 25,000 10.7
Charitable Contributions 25,145 10.7
University Auxiliary Services, Inc. 18,504 7.9
Reimbursement of Advances 8,217 3.5

Total $234,614 100.0%

Neither the foundation nor CAVICA kept the reimbursements
from the UAS and the community college district in bank
accounts separate from receipts from other sources; therefore,
the federal and state funds were commingled with all other
receipts. As a result, it was impossible for us to determine
which expenses paid out of the foundation and CAVICA were
paid with federal or state funds.

Officers of the Foundation

The foundation’s by-laws stated that it should be administered
by a board of directors consisting of 15 members. An executive
director was to direct the affairs of the foundation, subject to
the approval of the board of directors. The officers of the
foundation were to be elected by the board of directors.
We found no minutes of meetings or other documents showing
that the foundation elected officers, yet the foundation had three
officers.

Its officers had other roles and responsibilities in addition to
those performed for the foundation. For example, during the
period of our review, the foundation’s primary officer was
also the department's manager who had responsibility for
overseeing the CAVICA advisor. In fact, it appears that the
manager held his position as an officer of the foundation as a
result of his position at the department. When we asked him
how he became a foundation officer, he stated that when he



assumed his position at the department, his supervisor told him
serving as primary officer of the foundation was one of the
duties. The manager also regulated CAVICA's finances and had
signatory authority over both the foundation’s and CAVICA’s
bank accounts. In his role as a manager at the department, he
oversaw the CAVICA advisor, as discussed earlier, and
monitored various contracts with the community college district
and the UAS. One of these contracts with the UAS funded the
CAVICA advisor’s position before she became a state employee.

During the same period, the second officer of the foundation
was a vocational instructor at the Sacramento County Office of
Education.  This vocational instructor also had signatory
authority over both the foundation’s and CAVICA’s bank
accounts and served as bookkeeper for both entities.

The foundation’s third officer during this period was an
administrator at American River College, which is part of the
community college district mentioned earlier. The administrator
also had signatory authority over both the foundation’s and
CAVICA’s bank accounts. In addition, the administrator
approved payments from the community college district's
contracts with the department and the chancellor’s office.

Scope and Methodology

To investigate the allegation, we examined the available
accounting  records, bank records, and supporting
documentation for CAVICA and the foundation for the period
September 1, 1992, through August 31, 1995. In addition, we
reviewed the general ledgers for CAVICA and the foundation
from September 1, 1995, through December 31, 1995. We
also reviewed records of payments from the community college
district and UAS to CAVICA, the foundation, and the
bookkeeper. We examined travel reimbursements paid to
the manager and other department employees by the
community college district, UAS, auxiliary organizations from
other state universities, county education offices, and some
private businesses.

We interviewed the manager, other department employees, and
the bookkeeper for the foundation and CAVICA. We also
reviewed the personal bank documents of the manager and
examined documents relating to a contract between a private
contractor and the State’s ETP. Although we requested all of the
invoices and documentation to support all the expenditures of
CAVICA and the foundation from September 1, 1992, through
August 31, 1995, we received documentation for only
42 percent of these. Payments to cash, the department



manager, hotels, airlines, etc., were frequently unsupported by
any documents showing the reason for the expenditure. As a
result, the dollar amounts of our findings, and possibly the
scope of our investigation, were limited by this lack of
documentation.

Finally, after we determined that department employees had
engaged in illegal activities, we reported our investigative
findings to the Department of Justice, the Internal Revenue
Service, the Franchise Tax Board, and the Fair Political
Practices Commission.



Chapter 1

A Department Manager lllegally
Benefited From His Position

(department) abused his position with the State to obtain
over $65,900 in personal benefits in violation of state
laws.>  Specifically, the manager illegally paid more than
$44,100 of his personal expenses, including a trip to the
Bahamas, out of California Association of Vocational Industrial

ﬁ manager for the California Department of Education

The manager illegally Clubs of America Leadership Foundation (foundation) and
used foundation and California Association of Vocational Industrial Clubs of America
CAVICA funds to pay (CAVICA) funds. Because most of the funds in the foundation
$44,100 of personal and some of the funds in CAVICA were state and federal funds,
expenses and submitted the manager violated a number of prohibitions against using the:
false claims for over funds for personal benefit.! He submitted false claims that
$17,745. resulted in improper payments totaling over $17,745 for

additional personal travel expenses."  The manager also

improperly exchanged at least $4,100 in airline tickets
purchased with federal funds for other tickets, which he used to
take personal trips, including one to the Virgin Islands.

The manager also used his position to obtain over $41,130 in
personal benefits from various undisclosed financial and
personal connections that violate state law." For example, he
appears to have influenced decisions by the department’s fiscal
agents to do business with his own business associate, who was
also a close personal friend, and her corporation, resulting in
payments to her and her corporation totaling more than
$26,300. In addition, the manager had financial relationships
with and interests in both his friend and her corporation.
Specifically, he received over $15,000 in personal loans
from her and obtained $4,330 from a school district in
South Carolina where she worked as an administrator.
Moreover, he was able to write checks to himself totaling
$21,800 out of her corporation’s accounts.

The manager violated state law when he failed to report over
$30,000 in income he received from another corporation in
which he was a corporate officer and a shareholder, along with
his other business positions and financial interests.

w

Summaries of the various laws and regulations referred to in this report
can be located in the end notes located at the end of each chapter. End
note references are indicated by lower-case Roman numerals.



Foundation funds paid for
personal trips to the
Bahamas and South
Carolina, for restaurants,
flowers, leather goods,
and department store
purchases.

The Manager Used the Foundation and
CAVICA To Pay His Personal Expenses

At the manager's direction, the foundation and CAVICA
improperly paid over $44,100 of his personal expenses. As
described in the background section of this report, through his
position at the department, the manager served as an officer of
the foundation and a financial manager of CAVICA. In these
capacities, he used funds from the foundation’s and CAVICA’s
accounts to pay for his personal airline tickets, hotels, cars, and
telephone calls. He also used these funds to pay for travel
expenses that would not otherwise be eligible for
reimbursement by the State. Although the foundation and
CAVICA were private corporations, they received monies from
contracts funded by the state and federal governments and
should have used these funds in accordance with state
and federal requirements.

From August 1, 1994, through July 7, 1995, the manager used
foundation checks to pay over $26,500 in expenses charged to
an American Express credit card he obtained through the
department.  Of this amount, $15,888 was for personal
expenses. For example, personal airline tickets, hotels, and
cars for weekends or periods marked as vacation on his time
sheets added up to $5,138. One of these charges was his
airfare for a personal trip to the Bahamas. The manager also
improperly charged $2,400 for airline tickets, including airfare
for a trip to the Bahamas, for a close personal friend and
business associate. Other personal charges on the credit card
included $1,760 for his travel to South Carolina where his close
personal friend lives, $2,513 to various restaurants, $389 to
Nordstrom, $573 for leather goods, $270 for flowers, and $530
paid to hotel gift shops.

The manager charged the remaining $10,612 to his American
Express credit card while he was on trips related to state
business. Due to a lack of documentation, we were not able to
determine the details of some of these charges. However, we
verified that $1,300 of the charges were for personal expenses.
For example, he charged $179 for hotel gift shop purchases,
$30 for concierges, $80 for phone calls to his close personal
friend, and $400 on food and bar charges.4

* Although both the state and federal governments reimburse certain
meal expenses, the manager received other travel reimbursements for
periods covered by these charges. He was not entitled to travel and
meal reimbursements for the same expenses from more than one
source.



The manager used

foundation funds to travel

first class and stay in
hotel rooms exceeding
allowable state rates.

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,

The manager also used foundation funds to pay for travel
expenses that were not eligible for reimbursement by the State.
Specifically, in March 1995, he stayed two nights at the
San Francisco Marriott at a cost of $185 per night. For in-state
travel, the State only allows reimbursement for lodging at a rate
of $79 per night plus tax, and many hotels offer this rate to state
employees." Because the foundation paid the entire credit card
bill, the manager received $490 in personal benefits.

Further, the manager wrote foundation checks totaling $4,100
for expenses related to trips taken on behalf of other entities.
For example, he wrote a foundation check of $1,517 in
January 1994 to cover the cost of an airline ticket to Columbia,
South Carolina. Although the foundation paid for this bill, the
manager was traveling to present a speech on behalf of a
school district in South Carolina. This school district also paid
for the manager’s travel expenses plus an honorarium. Because
the trips included in the $4,100 were taken on behalf of other
entities who reimbursed the same travel expenses, we consider
the foundation’s payments to be for the manager's personal
benefit. Also, state law prohibits employees from traveling out
of state on behalf of the State without obtaining specific
approval, which the manager failed to do.”

In addition, the manager wrote himself foundation checks,
presigned by the foundation’s bookkeeper, totaling $33,600
between September 1992 and June 1995, presumably as
reimbursement for foundation expenses paid by him. However,
$4,100 of this was for expenses that should not have been paid
according to state regulations and policies. For example, in
November 1992, the manager reimbursed himself $860 for a
first class airline ticket to Nashville, Tennessee. The State will
only pay for first class travel in rare circumstances, and only
when the proper approval is obtained in advance.” In addition,
the manager reimbursed himself for hotel charges in excess of
lodging limits established by the State, such as $139 per night
for rooms in Monterey and $157 for a room at Harrah’s Casino
in Lake Tahoe for one Saturday night. Improper food charges
included $50 for food and $75 for liquor charged at a
social-athletic club in December 1992. Because he would not
have been eligible for these reimbursements under state
regulations, we consider the payments for these expenses to be
for his personal benefit.

We could find no evidence that the manager personally paid for
$13,980 (42 percent) of the $33,600 in reimbursements he
received from the foundation over the three-year period. For
example, he stated that he paid $2,100 to register six people at
a conference in Scottsdale, Arizona, held between January 14
and January 17, 1993. As proof of his payment of the expense,







































































































































