DRAFT     DRAFT     DRAFT     DRAFT     DRAFT   

Senate Governmental Organization Committee
Informational Hearing

“A Review of the State Auditor’s January 18, 2008, Report Pertaining to State Entities that Have Not Fully Implemented 

the Auditor’s Recommendations After One Full Year”  

January 18, 2009
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SENATOR DEAN FLOREZ:  Okay, let’s go ahead and call to order the Senate Governmental Organization Committee.  I want to thank staff, particularly on a Friday.  I want to thank the State Auditor for the release of a very timely report.  I should say, obviously, as the state faces a dire fiscal year, the significance of the work of the State Auditor has increased dramatically.

As a past member of this Joint Audit Committee, as a member who is actively watched our state audits being issued by the State Auditor, I can tell you that we have to do a much better job to increase the value of each dollar spent, and from my review of the information and looking at past audits that the Auditor has recommended to the Legislature, I can tell you that we need to do more oversight, and that absolutely is not occurring.
I do believe this report comes out at a key time.  Proposals to cut state government across the board seem somewhat simple minded.  In light of this report, it’s obvious to many members of the Legislature that crude, across the board cuts of state government without consideration of performance by state agencies is not only simple minded, but wrong headed.  
Some state agencies are doing well.  Some are inept, and there are others that are ignoring the need to improve.  This is especially troublesome given the problem that has just been identified by the Auditor, the recommendations that were made, and yet one year later, the bureaucracy has still not moved costing taxpayers in many cases millions of dollars. 
I understand that there are at least 36 audit recommendations that were not followed.  Today we’re going to try to understand the nature of those recommendations and perhaps understand why they weren’t followed.  Getting any financial house in order means searching the couch for all the spare change we can find.  It means cutting coupons and getting the best deal at the store.  And it’s clear at this point in time with the $14 billion deficit, we need to pinch every penny in this building to make sure this budget works. 

Unfortunately, many in government sometimes forget about these practices.  While it’s easy to talk about blowing up the boxes or getting rid of waste, fraud, and abuse, it is, we have to actually be committed to that.  And part of that commitment means when the Auditor makes recommendations for, in many cases, cost savings types of approaches, that we ought to all be working together in this building to make sure those are implemented.  

Actually, I think the Auditor’s work in terms of releasing this report is very appreciated by the Legislature.  And I do know that the policy chairs of all of the committees in the Senate stand ready to help to implement these particular recommendations.  At the end of the day when we look at the 36 recommendations out of the 76 that were examined by the Auditor in terms of remiss types of responses, I think we want to make sure to ask the question, is there a pattern in many cases.  Is it related to finances?  Is it personnel?  Was there a consistent reason people gave for not following the recommendations?  And ultimately, is there going to be a commitment from the Administration as we begin this budget process to, in essence,  as the question, how can we rather than cut a dollar and in many cases, ask people for more dollars, I think what the Auditor has always been good at is asking how do we stretch a dollar?  How do we make it work?  How do we be more efficient with taxpayer money and ultimately, I think that’s what we want to achieve today.  
And I do want to thank you, Elaine, very much, for coming, and this report and we really just, more than anything, just like to listen to you take us through this and I have just a few questions and we’ll hopefully then, the policy chairs in the Legislature will take their particular jurisdictions and begin the work necessary to make sure this works as we move forward.  So thank you for being here.

MS. ELAINE HOWLE:  Thank you, Senator.  For the record, my name’s Elaine Howle.  I’m the California State Auditor.  And what I thought I would do, Senator Florez, is first of all you’re very familiar with the State Auditor’s office, but just give a brief little background down the State Auditor’s office.  We conduct a variety of types of audits.  Certainly the majority of our work is done via the Joint Legislative Audit Committee where members come to the committee with questions about the efficiency and effectiveness of government programs. 

We also conduct audits that are included in statute where a member has actually put something into a statute asking us to assess a program after a certain period of time.  We also conduct a financial audit of the State of California where we opine on the financial statements for the State of California which is very important for bond ratings, etcetera.  And then we also conduct federal compliance of audits and investigations of state employees.  Our jurisdictions for investigations is state employees.  Our federal compliance audit is very important.  That’s to provide assurance that the state of California will continue to receive federal dollars upwards this past year of over $70 billion.
What our standard practice when we issue an audit report is is to request the entity to respond to us at three intervals in the following year.  That would be 60 days, six months and one year.  What this new report does is actually extends that time frame.  There was a bill introduced by Senator Speier, a former member of the Joint Legislative Audit Committee to give us the authority and the responsibility to follow up with those state agencies that have not implemented those recommendations that we made after that one year mark.  So those for lack of a better term, those recommendations no longer fall off the radar screen.  

So what this report presents is for audits that we’ve issued from January of 2005 through December of 2006.  The reason we selected that time frame is it corresponds to the subcommittee report that we provided to the Legislature last year which would be those audits, again, that were, would have fallen within those time frames where a recommendation would be about a year old.  What this legislation also requires is that the State Auditor notify state agencies after that one year mark that we believe the recommendations have not been fully implemented.  What that triggers is the responsibility on the agency’s part to respond to my office and let my office know a couple of things.  One, whether or not they intend to fully implement, and if not, the reasons why not.  Second, if they plan to implement, letting us know that they intend to begin implementing within 90 days and giving us an estimated date of when they expect to complete the recommendation.  
What is also required by the statute is the report that we published today, which is a report to policy committees, the Joint Legislative Budget Committee, our Joint Legislative Audit Committee, letting the committee know these are the agencies that we notified and based on recent responses that we’ve received from them within the last few months,  which of those have actually implemented recommendations and we agree and which have perhaps asserted that they have, but we’re not convinced that the recommendation has been fully implemented.
Many of these recommendations do not have a dollar amount associate with them.  They’re more related to efficiency and effectiveness.  It’s not always easy to quantify the effect or the impact of a recommendation.  There are some, however, where we do believe there will be some cost savings to the State of California.  I’m not here to share billions of dollars with you.  But, certainly, efficiency, effectiveness, and there are some, as you indicated, Senator, where we do believe we have quantified the benefit of implementing that recommendation.  So that’s kind of a little bit of background about the legislation and how we went about implementing this particular responsibility that we have.
As you indicated, Senator, there currently in this report we identified 17 different state agencies that have not yet fully implemented recommendations.  This, in this two-year window from January, ’05, through December, ’06, the State Auditor’s office issued 38 reports.  In those reports we made over 170 recommendations.  When we assessed all of those when they hit the one year mark, we felt that about 76 of those recommendations were unfortunately a fairly high percentage had not yet been fully implemented.  Some of them were in progress, but certainly not yet fully implemented.
We notified those departments and based on those responses that number 76 actually dropped down to the 36 that we show in the table where we say no, they have not yet fully implemented the recommendations.  So again, we’ll need to continue follow up with those particular agencies.

The report is organized similar to the budget, so you’ll have a section on education and the audit reports that we issued with respect to the Department of Education, Resources Agency, higher education, health and human services, etcetera, so we try to organize our report so that it would mirror the Governor’s budget as far as categorization.  And again, this includes only those audits that we’ve completed in the last couple of years.

What I thought I could do is kind of give you, walk through a few examples rather than kind of go through the entire report.  And then I’d also like to touch on some other work that we’ve done that we think will also be beneficial to the Legislature in the upcoming, next month or so.  Our subcommittee report as I indicated, we issue that in February of every year.  We issue it close to the time frame that our budget analyst, our Legislative Analyst issues her budget analysis.  So our report will be going out sometime mid-February.  That report will include audits that we have conducted in the last couple of years.  It will be more recent audits, audits that were conducted in 2006 and 2007.  So it will be kind of a, in addition to this report, I think it will be additional information.  That report we also split out by budget subcommittee, so each of the budget subcommittees will receive that report and certainly hopefully that will be additional information that’s beneficial to the process.  
The few that I wanted to highlight and I’m certainly, I’ll do the best I can to answer any questions you have about ones that I may not highlight--one particular audit that I thought was important to highlight was it was a Department of Health Services and the Department of General Services, and this is related to the purchase of pharmaceuticals.  This is actually an audit that we conducted in response to statutory language where we were asked to go in and take a look at pharmaceutical purchases.  Department of General Services is involved because they assist all state agencies in putting together a formulary and contracting with a pharmacy benefits manager and the vendors for pharmaceuticals.  
What we identified in this report is there were some errors.  We were using inappropriate, the wrong methodology for pricing and the end result of that was a $2.5 million error.  EDS is the fiscal intermediary that was being used and we, and the Department agreed that there were some errors related to that.

So, again, we issued this report in May of 2005.  Our one year response in May of 2006, the Department agreed, indicated that it would recoup the 2.5 million, but at that point in time, it had not yet begun the process to recoup, primarily because of priorities that had a lot of different responsibilities, but that was their response to us.  We sent them, as I said, this year a letter notifying them that we hadn’t seen full implementation.  We thought it was important.  We also chose to conduct a follow-up review on this particular audit.  In that follow-up, the Department again stated that it intended to begin the process of recouping these overpayments, but they were unable to specifically give us a date.  So when we sent out SB 1452 letter to them saying, you know, we did the follow-up in June, we really need some additional information, the Department was indicating that they intend to fully be able to process these recruitments by mid-February of this year.  So, we’re hoping that they are able to accomplish that.  And as I indicated, it’s, you know, about two and a half million dollars what was identified in that particular instance.  

SENATOR FLOREZ:  In the 2005 . . .

MS. HOWLE:  Right.  We issued the original report in May of 2005.  And then a one-year response would have been May of ’06, then we actually did some follow-up work.  We chose, and I will touch on that a little bit, this year, this past year we decided to do some follow-up on some audits.  Certainly, to the extent we have resources available, we want to continue to do that, particularly in those areas where we think there could be cost savings.  And actually in this audit, we had another recommendation to give the Department credit.  We did have a recommendation to DGS to go back and look at the contracting.  And they did that, modified the contracts and actually did achieve some cost savings for the State of California.  Their estimate was about 7.8 million.  We looked at their methodology for that, and we thought the methodology was sound, so that’s a positive.  As far as the Department actually, it’s not in here, because it’s been implemented.  But, I certainly wanted to mention that, as well.

The same report, we made some recommendations to the Department of General Services and this was related to the formulary and making sure that once we established that formulary, which is the listing of drugs, and the purpose of the formulary is to be able to negotiate the best price for the various types of pharmaceuticals, is once you get that formulary established, you’ve got to make sure you have the method to enforce the formulary, so we are getting the best cost for the dollars.  And again, General Services in their response to us, said that, yes, they had finally gotten the formulary approved through various committees.  That occurred in 2006, and since they had achieved that, they would begin to develop policies and procedures and practices for enforcing the formulary.  This is, again, as I indicated, not at, we chose to do some follow-up work on.  And when we did the follow-up, they again, the follow-up was done in June of this past year, June, ’07, they were indicating that they were still in the process of trying to develop policies and procedures governing the formulary and enforcement of that.  
In their response to us for this report in August, they indicated that they would fully, they intended to have it fully implemented by November of 2007.  We have not gone back to the Department.  What the Department asserted to us is once they got it, their protocols established in November of ’07, they would have the internal audit shop at General Services take a look at the policies and procedures to make sure that they were appropriate and would accomplish the intended purpose which again, is enforcement of that formulary.  We didn’t attach dollars to this, because again, we think this is, you can’t quantify it until you start seeing whether or not they’re doing a good job of enforcing and making sure the departments stick to the formulary.  

One issue we did have in the report that kind of tied to this is when we conducted the audit back in May of ’05, we found there were about seven or eight state departments that were actually purchasing pharmaceuticals outside of the bulk purchasing program.  They were not using the formulary.  And it was only about $9 million, but, again, we felt that it was important for General Services to have information related to those purchases.  So what we recommended is that General Services require those departments, if you have to purchase, you know, outside of the bulk purchasing program, perhaps because you went to the prime vendor, they didn’t have the pharmaceuticals available, and you needed them, the medications for your clientele.  These were departments like Developmental Services, Mental Health, Corrections, you know, and certainly valid reasons for purchasing outside.  What we told General Services is, it’s important for you to know what types of pharmaceuticals, the volume, etcetera, because perhaps some of those medications are medications we need to get on the formulary and as part of the bulk purchasing program, so we can save the state some funds.  

Also, the other important element of that is if we’re having to go outside the bulk purchasing program, because when we go to the prime vendor, they don’t have the pharmaceuticals available, then we can hold prime vendor accountable to, you know, meeting the contract terms that they agreed to provide when we contracted with them.  So it served two purposes.  What we found when we talked to General Services during the follow-up, they, in fact, did have and are requiring those departments to report to them quarterly.  Our concern is once they get that information, they’re not doing much with it.  So, they need to make sure that they develop a process for analyzing those purchases and the volume and again, make a decision as to whether or not we need to make sure the prime vendor has those pharmaceuticals available or that those pharmaceuticals need to be part of the formulary, part of the bulk purchasing, because there’s a sufficient volume.  And again, this perhaps could save the state some money.

In their response to our, again, this report that we’ve issued today, they indicate, General Services indicates that they have actually identified one product--it’s an asthma related product, I think it’s an inhaler, that they intend to include in the bulk purchasing program, pull that in.  So they have begun to implement kind of the second piece of that recommendation.  We don’t have an amount quantified, again.  We, you know, I think we would need to call on the Department of General Services to kind of give us an estimate on that.  So those are a couple of examples on the pharmaceuticals audit.  
One thing I did want to mention, it’s not in this report, but I think it’s worthy of mention, related to pharmaceutical purchases.  We actually issued a report back in 2003.  And the reason it’s not in here, obviously, is because it’s a few years old.  When we conducted the audit, if you can follow me, we conducted the audit in May of 2005 via the statutory requirement.  We said we want to follow-up on some of the recommendations in ’03.  One of the items in the 2003 audit was the State of California negotiating with pharmaceutical companies related to rebates.  There’s disputed rebates.  When we issued the report in ’03, at that time there were outstanding rebates being disputed of $216 million.  And we advised the Department, you need to put some resources towards that.  And they agreed.  They got some limited term positions approved through the Legislature.  They were able to reduce that amount down to about $153 million from 216 which is certainly progress.  And this again, is published in our ’05 report, because we followed up.

Unfortunately, that was for rebates for a certain time frame, about a 10-year window, ’91 through 2001.  But, then we looked at 2002 through 2006.  That’s when we conducted the audit.  The backlog there, unfortunately, we hadn’t had grown substantially.  Now it’s up to $270 million.  What they indicated and I, you asked in your opening comments, some of the reasons why they indicated that it was very difficult to retain some of these individuals in these positions, partly because they were limited term, and partly because they need to have some kind of health care expertise, and it’s difficult to be competitive.  But, again, we think this is an area that is, should be a high priority, certainly if there’s, you know, 150 million for certain types of disputed rebates, and then this other 270 million.  Now certainly we’re not going to get every dollar back, but we think it’s important and that’s why we followed up on it, to make sure that the Department has the resources they need to work on these disputed rebates.  So the state of California gets those rebates that we’re entitled to.
So I just wanted to touch on that for a little bit.

SENATOR FLOREZ:  Well, if I could, to the Auditor, just to follow that example, and this is, I think, the point, if I could just, before we move a little bit further on pharmaceuticals.  I think what we’re going to attempt to do and this will follow under our purview.  This is the great thing about this particular audit.  Because I think chairs are going to look at various aspects, jurisdiction-wise, and of course, DGS is one of those areas that falls under this particular committee’s jurisdiction.  But, if you look at the example and what’s a bit limiting about, and we all really appreciate very much so, the Speier legislation that begins the first annual report, really.

MS. HOWLE:  Right, that’s the inaugural ____.

SENATOR FLOREZ:  But, I’m very happy that you went back just a bit further, just to give the Legislature a full picture of what is possible, let’s say in the pharmaceutical realm.  And as you mentioned, if you look at the ’91 to 2001 rebate types of issues, when the Auditor went back and really put a bit of pressure on the Department, they got a few FTEs, so there wasn’t a 10 percent cut in their department, first of all, so they had the ability to have some folks in those departments to make, look into these rebates.  We basically got back about 69 percent.  We basically saved about 69 percent from 216 to 150.  And I think if you were to look at what you mentioned now in terms of backlog rebates, from 2001 to 2006 on the books, 270 million, the potential there is about $186 million, we were kinda still had that same resolve.  We used the same percentage, same effort.  I think we were to, in essence, try to, and to move in that direction, I think we would probably, you know, get at least to that backlog of the number of about $186 million.
That’s just a small portion, I think, of what we can do in this program.  I think you mentioned the bulk rate, the bulk outside purchasing and the Department now buying, for example, one asthma types of ____.  I think there’s more that we can do and I think your recommendation pointed to that, but we should have done it, I mean, from my vantage point, two years ago.  But, nonetheless, I think it, I just want to highlight this, because I think this is a very good example of maybe if anyone in the governor’s office is listening, that we can’t discount what he may see as, or, you know, small changes in terms of efficiencies.  You know, in the Los Angeles Times, the Governor said that, you know, that he kind of scoffed at his own notion of waste, fraud, and abuse, and he kind of said at the end of the day, and I just want to make sure I have his quote right so we can understand it as a committee, and understand where we’re going with this particular audit, the Governor mentioned, he said that if you look at the 14.5 billion we need, you don’t even need to look there, I assume, in the Administration realm.  He said you’re not even going to find one percent.  Well, we already found one percent with our very first type of look at this, $140 million, if you look at just the backlog and look at what we could be doing with the same type of effort, we’re already at 186 million, not even counting, if you will, some of the bulk types of purchases that you mentioned earlier.  I probably say at the minimum just from what you’ve presented so far, we’re at 200 million.  That’s good.  That’s the change you find in the couch that you need to find when you’re having bad budget times.  
And I just, I hope that as we, you know, go through this audit, as the chairs go through these, these are the types of things that we should be doing, if you will, with the time that we have before the budget.  Because these are things that we really aren’t going to get at.  This isn’t something that Elizabeth Hill’s going to point to.  These are, in essence, remiss types of actions that have not been implemented, and therefore, we’re in a position now where we have to try to find, if you will, that type of effort, that type of loose change, find a coupon or two that we can take, save a little money.  And I think this is very good.  I’m going to, I think our chairs are going to ask you when they get the jurisdiction on some of this, because the Speier legislation went from only 2005 to 2007.  Is that correct?
MS. HOWLE:  Well, we decided, the legislation went into effect January of 2007, so we felt in fairness to the departments, we would consider those audits that had already exceeded the one year instead of going further and further back.  But, I raise this one, because we had done some follow-up work which is another aspect of what we’re trying to do at the State Auditor’s office is kind of enhanced.  Because we’ve been, quite frankly, getting a lot of questions.  They’re good questions from the Legislature of the departments are asserting that they’ve implemented these recommendations--what have you done to verify that?  I don’t have the resources to follow-up on every single audit we do.  But, we're trying to be strategic about those that we do follow-up on, particularly those where we have been able to quantify some savings, and as I indicated, to give the departments credit when credit is deserved, when they have implemented a recommendation and it saved the state some funds.  
But, also, again, hold the departments accountable for those recommendations, again, that we feel we do the best we can to make recommendations that are responsible and feasible and that, hopefully, in many instances, will save the state money or create efficiency, better efficiency in government.

SENATOR FLOREZ:  And I think we’re a little bit from the legislative point of view trying to think about it this way.  And that is we are actually asking you at this point in this budget crisis to do more.  You know, we’re going to be asking you to look at a certain time frame in this legislation, but we’re also going to be, and I’m very pleased that you may win back to, for example, the 2003 report, as a follow through to what was included in this.  But, at the same time, you’re subject, your office is subject to a 10 percent across the board cut, also.  Is that correct?

MS. HOWLE:  Unfortunately, yes.  But, and I—

SENATOR FLOREZ:  And I’m just saying, it’s across the board, though.  I mean, I’m not pointing the Governor’s trying to hurt the very audits that we could save money on, but I think its points to the fact it’s a very, from my vantage point, only, it’s a very simplistic way to say 10 percent across the board and I think we can, you know, pretty much get there.  If we don’t have the State Auditor doing proactive types of, if you will, looks at past audits to give us any road map about it, I’m just not sure how we’re going to have the resources ourselves in the Legislature to do that.

MS. HOWLE:  Well, and that’s why we in this last year have, we’ve embarked on a strategic plan the last year and a half, and trying to come up with new ways of providing information to the Legislature and to the Administration, quite honestly, because they’re interested in efficiencies, as well, where we can enhance the services that we do provide, the example is the follow-up audits.  I’m going to touch on some other work that we’ve been doing that we’re required to do by audit standards, but I’m planning to put together a report to the Legislature probably in another month or so on various departments that we’ve been asked to audit, specifically looking at their databases and how reliable those databases are or, quite honestly, unreliable, many of them are, or we couldn’t even determine their reliability, because they’re in such poor shape.  
And the reason that’s important is you need good information to be able to manage programs properly.  And if your databases are not reliable or not a good management tool, then the Administration is hindered in some ways in being more efficient.  So I’ll touch on that a little bit later.

SENATOR FLOREZ:  Okay, and as you do that, I’m going to probably ask a question now at the, but early, but maybe as you start to move through this.  And that is two.  One is, at the end of the day, you know, the question at the end of this will be what is it going to take for folks to start making these changes?  And also, you know, some of these recommendations have, you know, they have action to them.  And what would be, you know, the process of taking all of these actionable items and putting them in statute?  Just simply saying, and they have to be done.  And within these 45 days, the Governor has asked for emergency action from the Legislature.  I’m not sure why we wouldn’t place bill on his desk in these 45 days saying, then you also need to get your Administration in these, in many cases, some of these things have been asked for since 2005.  So we can actual have some action from you in terms of, if you will, cost savings, finding the extra change, finding, using the extra coupon as I call it.  
Because, do your recommendations lend themselves to an actionable statute?  So, in other words, are the things that we would do and if not, is this something the Governor can do simply by executive order?  You know, in essence, saying, you know, I’ve talked about blowing up the boxes, moving the boxes, and any way you term it, I think he’s saying we need more efficiency, more performance, and if they’re not performers, get rid of them, or enhance them.  

I’m just kind of wondering in your action items or in the items you’re pointing to the Legislature, is that an executive order type of thing the Governor could just simply do, or is it something the Legislature has to say, we’re taking the 36 items within this particular audit and we’re putting in one big statute and we’re sending it to the Governor, so he can also be doing some cost savings, if you will, during this 45 day emergency period.  Because, he’s asking the Legislature to do a lot and we should be doing a lot in this process.  But, I'm not quite sure on the administrative side and the executive side when all these audits are pointing to efficiency changes and savings why we’re not forcing the Governor to do those types of things, either by statute or asking this be done by executive order.  So, at the end, maybe you can give me your thoughts on that issue ____.

MS. HOWLE:   Okay.  I had pretty much concluded my discussion on the pharmaceuticals audit from the Department of Health Services perspective, but primarily General Services.  Another audit that we had conducted, and I thought this one was important to highlight as well—this is one we also chose to do some follow-up work on.  And this one, I’m not going to have dollar amounts associated with it, but I think it’s a very important issue.  And this was an audit we did at the Department of Corrections.  We issued the report in September of 2005.  This is an audit that was requested by the Joint Legislative Audit Committee.  And it was related to contracting with some kind of facilities, contract facilities to house inmates.  And the concern there was the conflicts of interest.  They’ve addressed those concerns that we had. 
But, the other area that we looked at in that particular report was looking at the Department’s model for projecting inmate populations.  And we hired a statistical consultant to look at their methodology and their model for projecting populations.  And the conclusion of our consultant was, they project out six years.  Their projections for, perhaps, years one and two are within five percent.  Those are the projections they use for budget purposes.  Those looked pretty good to our consultant.  However, when you start to get out to years five and six, your error rate rises up to about 30 percent.  The reason that’s critical is those are the projections that historically, the Department has used to make decisions as to how much prison construction needs to take place.
So we felt that based on, again, the assistance from our statistical expert, we made the recommendation to the Department, you’ve got to go back in, take a look at this model, fully document the model, and make sure that you’re updating the model with more current information, because that was another concern that we had.  We made, as I said, recommendations back in September of ’05.  They responded to us in ’06.  They intended to work on it.  They were working on documenting the model, but had not yet gone out and hired anyone, because we advised them to hire some statistical experts and we certainly, based on our consultant, felt that there were experts in California.  The Department did not necessarily agree with that.  So they were looking elsewhere.  We did a follow-up audit or a follow-up review, issued that again this past year earlier in the year.  I don’t recall exactly when.  It might have been March or April.  And again, they had not yet fully documented that model.  They had not hired a consultant, yet, to help them develop a more robust model that would give them more confidence than a 30 percent error rate out five or six years.  

And responding to our more recent inquiry for this SB 1452 report, the Department has indicated that they have hired a consultant.  They were in the process of doing so, and they fully intend, their expectation is to have the results of that work completed this year in June of 2008.  So, what we may do is perhaps hire, you know, again, go in and take a look at it and see what they’ve done and assess that, because we think it’s very important when we’re making decisions potentially going forward to construct new prisons, we need to make sure that we’re using a projection model that’s more reliable than a 30 percent error rate.

So that’s one I felt was important to highlight.

SENATOR FLOREZ:  And before we leave that, the project projections are extremely important, and not, I would assume, not just in the construction aspect of this, but in the, throughout the base of the budget what’s submitted to the Legislature in terms of planning and everything that goes on in a prison, from personnel on.  And so when you have a 30 percent error rate and it’s not, we’re planning on putting things in this budget now, that’s kind of the purpose for Corrections to kind of get that.

MS. HOWLE:  That’s absolutely right, Senator.  It’s not just, you know, how many prisons do we build and where do we build them, but what level prison does it need?  Is it a level one, is it a level three, or is it a level four?  What type, it’s going to, you know, all the way down through how many correctional officers do we need?  Those types of things, so we felt it was very important to get this modeling corrected and improved.
SENATOR FLOREZ:  And was there any, and that was a report date of an audit in September of 2005. And here we find ourselves in 2008.  And that seems to be a very big driver, that and the pharmaceutical aspects of our cost savings within the budget.  I mean the Governor, you know, the first things he said out of the bat, off the go, from our vantage point, was early release, 22,000 prisoners, the prison population, and the prisons in general is where we’re going to get 10 percent cost savings.  
Do you think that if we had looked at this seriously in 2006 early, did work with project projections that we might have, you know, in essence, pulled more money out of the prison budget and just due to the fact that we’re projecting correctly versus an incorrect?  I mean, I think that’s the kind of trade up that we’re looking for to kind of, the thinking that we’re looking for, and that is, you know, rather than off the bat just say release 22,000 prisoners, because we need to reduce the prison budget, the recommendation by the Auditor is simply one that we may be missing some savings here, and until we get the methodology correct.  Is that ____?
MS. HOWLE:  Well, not necessarily missing some savings, but a cautionary recommendation as far as before we, if we do make the decision to go out and construct more facilities, we need to make sure that we’re basing those decisions on good projections.  

SENATOR FLOREZ:  Gotcha.  Gotcha.

MS. HOWLE:  We’ve had audits in the past and again, they were pretty far back on Corrections where we did have issues with the Department and its management of personnel as far as you well know and many members of the Legislature know that the cost for overtime, the ___ personnel costs for the Department of Corrections are growing from year to year.

SENATOR FLOREZ:  Sure, right.  Okay.  

MS. HOWLE:  So that was the primary concern related to, or the primary recommendation related to the Department of Corrections.  Another audit that we had conducted, and this was at Department of General Services.  In looking at, again, this was a request and this one actually, remember it was Senator Denham who requested the audit.  And it was asking us to look at the Office of Fleet Administration.  And the Department’s contracts for rental cars, whether or not we were doing a good job of analyzing the use of vehicles in the State of California and were we getting the best dollar.  And we did make some recommendations.  There were, at that time, I think seven different vendors.  We made a recommendation to reduce some of that down and be a little bit more competitive as far as our contracting. 

The Department did implement that recommendation.  And to give them credit, they asserted that they would save, that would save the State of California about $3 million.  We went in and looked at it again, this is another one we chose to do some follow-up work on.  We felt that their analysis was a little too robust.  But, our number was relatively close.  It was, you know, a little over two million.  They were claiming three.  So, there certainly was cost savings.

There was another area that the Senator asked us to look at and that was with regard to garages that the State of California has in a variety of locations throughout the state, and whether or not General Services Fleet Administration was collecting the appropriate information to be able to manage the various garages and determine whether or not some of those garages should be shut down, whether or not they were staying afloat or whether they were running in deficit.  So we recommended that they take a look at each of those individual garages, because what they were doing at the time we did the audit, and this one we issued in July of ’05, is they were capturing the information, but they were aggregating it, so they weren’t able to determine whether or not the Sacramento garage was staying afloat or was running a deficit, versus the Oakland garage or the one in Van Nuys.
Now they have closed a couple of garages, but we still feel that they need to capture that information by individual garage, so that we can make good decisions as to whether or not we continue.  I think there are at least five garages.  And in their response to us, they said they had begun capturing costs by garage, but they hadn’t taken that extra step to do the cost benefit analysis and determine whether or not they intended to keep all of the garages operating.  I don’t remember the specifics, but in the first report, we identified a few garages that did not have a lot of, and certainly the Sacramento garage has a lot of activity, because of state employees using state vehicles for state business, but there were some garages in other parts of the state where there was not a high volume of rentals.  So we were really questioning whether or not it made sense to continue those.  So our recommendation was you’ve got to be able to analyze those garages individually so that we can make a better decision as to whether or not those garages were necessary.  

In response to our SB 1452 letter, again, this was more recent.  They plan, they said they had developed and they were capturing the data, and that they would begin starting to do some cost benefit analyses, and monitoring the financial position of the various garages.  We didn’t, you know, again, we haven’t seen evidence that they have done that yet, but they certainly asserted that they intend to do so.  They also reported that they would have their internal audit shop take a look at the various pieces of information that they’re capturing, the cost data that they’re capturing and is this really going to allow them to do a proper assessment and determine whether or not we need to continue operating all of the garages in the state.

So that, again, is another example of a report that we had issued, you know, a year and a half ago now.

SENATOR FLOREZ:  Let me ask a question _____ just on maybe this so I can understand even the way the audit is laid out, the report.  When I look at it, as you mentioned, under the Department of General Services the July, 2005, report, the recommendation was examine individual garages to ensure that it is cost effective to continue to operate them, sounds like something you do in a tough budget year.  And, obviously, we’d be looking at that even after the report was completed.  And I think it’s, when it say estimated data completion, it says no date provided.  What does that mean?  What do they tell the auditor that we’re just, we just can’t give you a date and we don’t know?  I mean, in some of these, I’ve seen you have certain dates and various other departments.  What does the no date provided mean?  They’re not going to implement it?

MS. HOWLE:  No, what that, the reason we added that element to the table was the legislation, SB 1452, requires the agencies to report to us whether or not they intend to implement.  If they are not planning to implement, they need to explain to us why.  In this case, they said, yes, we’re going to implement.  We’re starting to capture the data.  The other requirement in SB 1452 is you’ve got to let us know that you’re going to either begin implementing within 90 days and give us an estimated date of completion.  So that’s why we say, in some cases we say they’re going to implement by November of 2007 or by June of 2008.  When we say no date provided, we’re saying they didn’t meet that element of SB 1452 which was to tell us when they intend to complete implementation.  What they’re indicated is that they’re going to have their internal audit shop take a look at it, but they haven’t said when, or when they expect to do analysis and make decisions about continuing to operate garages in the state.

SENATOR FLOREZ:  Well, I think our committee will probably focus in on that.  After one of our normal bill hearings, we’ll bring in DGS and simply ask the question from an implementation point of view, particularly in this budget year.  But, you know, I’m wondering, I guess the question we would have as a committee looking at this type of action or thought process by the State Auditor is, you know, we’re going to probably ask is this because of a lack of data?  Is this because of a lack of expertise?  Is this a lack of motivation, a lack of leadership?  I mean at the end of the day, we have to try to evaluate why did things take so long in order to, in essence, get some cost, possible cost savings in a very tough year.  So when we look at that no date provided, I think, is it fair to say from my vantage point, it doesn’t seem to be a lack of data, because they say in one of your recommendations they’ve tracked the time of garage employees by task, so they know exactly what every single person is doing.  

It really is almost just some internal inertia to just, maybe no one’s going to keep looking at this and we’ll continue to keep our local state garage open.  Because, at some point, someone needs to make a decision on this.  Is that the way to look at it?

MS. HOWLE:  I think that’s a fair characterization or way to look at it.  That’s, quite honestly, why we have decided in certain circumstances and we’re hoping to do it again this year, is to follow-up on some of the audits where they have responded to us and indicated that they either believe they’ve fully implemented, or they intend to do something by a certain date, then we say, okay, they we’re going to go back in and we’ll keep our scope specific to that.  So, we’re not going to do another audit.  We’re just going to come in and look at your response to this specific recommendation and show us the evidence that you have actually implemented.  And that’s why we think our follow-up work is going to be, again, an additional service to the Legislature and also another way to hopefully hold departments accountable and for those departments that are trying to implement and trying to, you know, improve government, give them credit for that.

SENATOR FLOREZ:  Okay.  

MS. HOWLE:  The last one I thought I would highlight is one related to emergency preparedness.  I know I presented before your committee back in December, Senator, and related to some audit work we had done on emergency preparedness and the administration of federal grants, bioterrorism, etcetera, and we were talking in the audit report and this one was issued more recently in September of ’06 about exercises and whether or not the exercises were sufficient to test our medical and health systems.  And the conclusion back then was, no, they were not.  Actually, in some cases they hadn’t even included medical and health.  They had only done exercises in Northern California, hadn’t included counties in Southern California, etcetera.

The Department has responded.  They have increased the size of some of the exercises, because that certainly was a concern, too.  The number of casualties was relatively small for a state like California to really test the system.  And then in their response to us, recently for this, they indicated that they had reached out to local government, because that was another concern is, are you coordinating with local government, because emergency response is not just the State of California.  Certainly it starts at the local level with local responders.  And they indicate they had.  They had reached out to local government and held regional conferences.  They intended to complete and announce their new exercises this fall.  Unfortunately the Southern California fires occurred, so they’ve had to delay that, but in their response to us, they indicate that this month, January of ’08, they intend to at least announce what their exercises will look like this year, so the Legislature could take a look at that or we could take a look at it to see how encompassing those are and are they really going to stress the system as is important.  
So that’s an issue.  The other item that came up that I actually presented to you in the hearing last month was the report we issued where we had concerns about the disaster and actually it’s in the table, the disaster plan, and then the medical mutual aid plans, let me see if I can find it.  It was the infectious disease (INAUDIBLE)  It’s on page, the table page four where we say, you know, not fully implemented as of the one year.  We had the hearing.  I presented to you that, you know, we had not received that disaster medical response plan and the medical mutual aid plan.  As you recall, those plans were very old.  One was as old as 1974.  I think the other one was 1990s.  Subsequent to your hearing on December 20th, you’ll see a footnote on the table that on December 27th, the Department did provide those copies of those two plans.  We haven’t gone through and taken a complete analysis or taken a look at them, but again, I think that’s an example of we had the oversight hearing.  I presented information.  The Department actually had put the plans together.  They got them to us.  So I wanted to make note of that, as well.  
So, those were just some of the audits that I thought I would highlight.  If you wanted to discuss some others, we certainly can do that.  I did want to touch on a couple of other things that I think my office does that we can assist the Legislature in oversight.  As you may be aware, we have a responsibility now and this legislation went into effect about two years ago to create for California a high risk list.  It’s patterned after what the federal government, the Government Accountability Office, which is the equivalent of my office for Congress.  And they have for years put out what they call a high risk list.  And what that list comprises is either issue areas that the federal government needs to address, or high risk agencies.  
And we had issued our first list this last year.  Identified a few issue areas that we think certainly warrant attention.  And I just wanted to mention those and then the two departments, we only put two departments on our inaugural list.  But, the areas were emergency preparedness.  Clearly, we’ve done two or three audits where we’ve had a variety of concerns related to emergency preparedness information technology, and I am going to touch on some work that we’ve done there.

Another area where the State of California really needs to focus—infrastructure, obviously with all the bond measures that have passed.  Infrastructure in the state needs repair, but we also need to make sure that we’re spending those bond funds prudently.

Human resources, human capital, what is the State of California doing to make sure that when we have this massive retirement happening over the next five to ten years, are we encouraging people to choose public service as a career?  Are we encouraging people to come in to state government and take over for those of us--I won’t be retiring in five years, but, you know, we’re going to lose a lot of institutional knowledge, and we need to make sure that we’re putting together proper succession planning and that we are, the State of California is as competitive as possible, that young people want to choose, you know, public service as a career.  It’s been a wonderful career for me.  

And then the last of the five issue areas was post employment benefits.  What is the State of California doing?  And I know that there’s the benefit Pensions Commission that was put together, but again, we felt this was another area that we really needed to continue to focus on.  We only identified two departments at this point for our inaugural list.  Clearly the Department of Corrections was one, because we’ve done quite a bit of work in that particular area, and then the Department of Health Services, because of the size and the nature of MediCal, certainly.  We’ve done some work in MediCal fraud, and we had some audits that actually are in here and I touched on the pharmaceuticals as one.
Another thing I wanted to mention is we, our investigative work.  And this is another area where I think we could put together and I mentioned to you, Senator, that I’m contemplating my office trying to put together some score cards for perhaps the budget committees that would lay out for the budget committees the work that my office has done, not only in performance audits that the Joint Legislative Audit Committee has asked us to do, but any statutory audits, the work we do as part of our federal compliance responsibilities because we go into, we have a presence of the majority of the departments in the state.  And is the State of California doing a good job of complying with federal requirements to make sure that we’re getting those federal dollars that California deserves.  
And then our investigative function—and our investigations, even though oftentimes they may be specific to an individual who committed an improper act, the bigger picture for us is we want to make sure—we don’t make recommendations in investigative reports.  We don’t have the authority to do that.  It’s up to the entity to take corrective action.  Those entities are required to respond to us every 30 days until they take corrective action.  So either it’s personnel action against an individual or more importantly, or equally as important, I think, is if there is an internal control weakness, or there’s some management weakness that allowed that individual, and I’m going to use an egregious example.  
We did an investigation at the military Department.  It was an individual who had access to all kinds of personnel records and databases and was the sole person responsible for payroll.  He was a supervisor in—and he was able to embezzle upwards of $130,000.  So certainly action was taken against that individual, but we thought equally as important is why was that allowed to happen?   Why was that individual allowed to commit that improper act?  So wanting to make sure that these departments are not only taking action against a specific employee, if that person did something wrong, but look at your management controls.  Look at why that was allowed to happen, so that we strengthen that control so hopefully we mitigate or reduce the risk of that type of again.
So I think there’s some valuable information in our investigative reports, as well, as far as how quickly departments are taking corrective action, more specifically as far as their personal management control, personnel issues can take longer and we appreciate that.  But, I’m really more focused on management and, okay, what are we, are we as a department, if it were my department, it would be, okay, we’re going to take care of that individual, but what’s wrong with our internal controls that this was allowed, this person was able to commit this particular abuse?

And then the last thing I wanted to touch on was database testing.  As part of government audit standards which we are required to comply with by statute, they’re called yellow book standards, because the book’s yellow.  But, it’s a governmental auditing standards.  There are requirements that if we are going to conclude using data, so if we go into a department and I’ll use an audit that you asked us to do on State Water Resources Control Board.  We went in and we were asked to look at how are they calculating fees correctly.  Are they managing applications?  How quickly are they getting those applications processed?  What the standards require us to do is if we’re going to us that database to do analysis and reach conclusions, we have to assess the reliability of that database.  So, for the audits we issued, and I only have information for about 11 audits, and we’re compiling this.  This is something that I’m hoping we can publish in February some time.  Of 11 audits that we did in 2006, we looked at 26 databases.  And for the purposes that we use those databases, you know, because you’re only going to look at certain fields, 14 of those 26 were reliable.  Five of those databases, the data was so poor we could not determine reliability.  We couldn’t tell you whether it was good or bad.  It was just really weak.  And then there were six that we not reliable.  
The audit you asked us to do, we had a couple of elements of the data base.  We were looking at it for tracking and managing pending applications, application for water rights.  The data was not reliable.  The data that we looked at that the Water Resources Control Board used to calculate fees, again, we reached a conclusion, our IT folks reached a conclusion the data was not reliable.  And we felt that it was, you know, it’s critically important to notify these departments that if you’re going to use this information to manage programs and make decisions, you’ve got to make sure that you have proper controls in place and edits to make sure that you go in and correct the information.  
On that particular audit, they’ve corrected one, the area related to tracking the pending applications, the calculation of fees, they’re still working on.  But, I had another example and this one does result in some cost savings.  This was an audit that we had done at the Department of Health Services on long-term care.  And this was related to reimbursement rate, the structure, the reimbursement rates was modified, and we were required, this was an audit that was in statute, asked us to go and look at, has the Department of Health Services implemented the new rates and have they done so appropriately?  
Overall, the Department had done a pretty good job.  But, when our information technology folks went in and looked at the database, specifically for long-term care payments, we identified 2100 duplicate payments for long-term care.  And this, again, was EDS, and we determined that the reason those payments were duplicates is their procedures in their language, I don’t know if ____, but our staff looked at it and there were some override practices taking place.  Well, for the 2,100 duplicate payments, we identified overpayment of $3.3 million.  And that was just specific for long-term care payments.

When we did additional work as part of our federal compliance audit, working with the Department, they actually expanded the time frame that they looked at, because our recommendation was we looked at a, you know, a time frame of August ’05 to July of ’06.  We identified 2,100 duplicate payments.  We identified why it was occurring.  You need to go back and broaden the horizon and find out when this procedure was put in place and, you know, when you corrected it and identify.  So that 3.3 million grew to 6.1 million.  So they have identified those overpayments.  
But, I think what is also important is that when we went in, again, my IT staff, when they went in and were working on this as part of our federal compliance audit, we realized this same procedure was not only used for long-term care payments, but for medical payments, out-patient payments, and vision.  So, we're in the process of following up on that to determine how much in overpayments occurred in those particular areas, as well.  

So, I don’t know how soon, you know, we’re working on that as part of our federal compliance audit this year which is issued in March typically.  So just another area I think, another service that we provide.  By doing these database assessments and analysis of the data, this clearly was an audit where our staff, you know, I think my staff are great, but I think they did a terrific job, identified a problem, worked with the Department.  The Department did, you know, did immediately address the concern and worked with EDS to make sure that they identified the overpayments, and now they’re in the process of making sure that those payments don’t occur.  They’ve corrected the problem at least for long-term care.  They’re looking at identifying the overpayments for the other three areas that I identified.  Hopefully, we’ll be able to quantify that.  But, again, this is another area where I think we’ve identified some cost savings.  Again, it’s not, certainly not hundreds of millions, but it’s certainly every bit helps.
SENATOR FLOREZ:  Alright.  And let me thank you, first of all, for all of that.  And just some general questions, I guess, going back to something you said at the beginning and this is the investigative work the Auditor and the performance of audits, in the picture in this particular report, again a two-year window with you giving us some further examples if we were to, in essence, ask you to go through audits you’ve completed.  And I’m, is there anyone in state government--I know the Legislature rarely does it, that actually has an ongoing oversight of these departments on an ongoing basis, and that, in essence, gets to some of these answers?  Or is that really, are we relying on more of an ad hoc, audit by audit?

MS. HOWLE:  Well, I know that some departments have their own internal audit shops and some don’t.  And then those that don’t, I know the Department of Finance does.  They have certainly an audit shop that the governor uses to go out and look at other agencies.  But, as far as an entity within each agency or each department, that kind of has an umbrella view, I’m not certain.  I know there are some agencies, agency secretaries, when we start an audit, we go through agency.  We notify them and then we also certainly notify the department.  And many of those agencies have either audit coordinators or liaisons.  I don’t know the extent of what their responsibilities are.  But, I'm not aware of kind of like overall, you know.  
We do what we can in response to the Legislature, and certainly high risk, the high risk program that I talked about is another area where that legislation has actually given us the authority to self-initiate which we have not really had in the past.  We only can conduct those audits to the extent we have resources available, and we would absolutely notify the Legislature.  We’re required to do so by that statute to notify JLAC.  You know, we think it’s prudent for us to go in and do some work at emergency preparedness under our high risk authority.
But, to answer your question, again, I’m not being real brief, but I don’t know that there is an overall entity that tracks everything that’s going on.

SENATOR FLOREZ:  Well, thank you for the overview of the audit, and I do want to say, obviously in our years working together, you know, I’m a big advocate for audits and review of state government.  The problem is I don’t think it happens enough, and I, quite frankly, don’t feel we give VSA enough dollars to really aid the Legislature in some of these types of things.  I can tell you that very few chairs of standing committees have hearings on items such as rebates, or overpayments of DGS when it comes to EDS or whether we really get into proper methodology for projections at corrections.  So, I mean this is what we, I was saying earlier, as not having a simple-minded approach to budget cuts that we really have to look at the details and get down to the nitty gritty.  And this is very, very helpful for us as a Legislature to begin looking at how we can delve into some of these issues. 

I think as you mentioned, it may not be in the hundreds of millions, but I wouldn’t throw in the towel, from my vantage point, as the governor has on the issue of efficiencies.  I mean, the reality is that you know, we have to look at efficiencies to improve our budget.  We have to look at performance based budgeting in many cases for those departments that aren’t performing or for those who are, who can actually do better.  I think you pointed to the fact that, for example, in our pharmaceutical department, maybe with the increase of two personnel, not a cut of 10 percent, we might be able to find, if you will, more on the rebate side, so two FTE creates 186 million, or in the last case $150 million savings for the budget.  

So I don’t think it’s simple enough from our vantage point to simply cut our way through the budget.  I think what we’re trying to find, if you will, through this report, ways we can as policy chairs to go through this and really try to get some better answers. 
 I do think at the end of the day that the non-response is somewhat troubling.  As I went through your estimated time for completion, date of completion, and we do see a lot of no dates provided which are very troubling.  I think it’s, from my vantage point, the Governor needs to send a signal that, as he had during our last hearing in infectious diseases, wow, sounds as though we had a hearing.  Didn’t know we had enough data.  Seven days later the auditor has something in her hand.  And I think that’s the kind of oversight that we should be providing.  I would say that we would like to, value a discussion with you on these items to see if there would be an opportunity for us to ask the Governor to implement within his 45-day emergency budget period the very recommendations that may save us money, rather than to, in essence, not discount this and say, well, you can’t look at blowing up the box as efficiencies.  You’re not even going to find one percent there.

Just from what you’ve told us today, I think we’ve already found more than one percent.  And one percent’s going to count in this particular year.  I think it makes the difference for many in the Legislature in terms of what we cut and what we don’t.
So I do want to thank you.  And I appreciate the comments and the report, particularly, and I hope everyone in the Legislature has an opportunity to go through it, and we look forward to seeing in standing committee, at least on what we have jurisdiction over which would be DGS and some of the other issues.  Thanks very much.

MS. HOWLE:  Thank you, very much, Senator, and anything my office can do to assist you and your committee, absolutely.

SENATOR FLOREZ:  Okay, thank you very much, and we will adjourn G.O. Committee.
# # # # #
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