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Subj ect: 	FINAL AUDIT REPORT OF THE DIVISION OF BUSINESS, FACILITIES & 
SECURITY'S FORM 22 PROCESS 

Audits and Investigations (A&I) completed an audit ofthe Division of Business, Facilities & 
Security ' s (DBFS) Form 22 process. The audit was performed to determine the extent to which 
the Form 22 is used to transfer funds to the Department of General Services (DGS), and to assess 
compliance with applicable policies and procedures. We also reviewed the Caltrans' processes 
for initiating, tracking and paying for work performed; reconciling funds transferred to DGS; and 
recovering unspent funds. The results of the aud it are set forth in the attached final audit report. 

The fina l audit report includes the response from DBFS. We request that the status of corrective 
actions be provided to A&I within 60, 180, and 360 days from the date of the final report date. If 
all findings are not corrected within 360 days from the date of the final report, we also request 
that the status reports be provided every 180 days unti l the review findings are fully resolved. As 
a matter ofpublic record, this report and the status reports will be posted on A&I' s websi te. 

We thank you and your staff for their assistance during this aud it. If you have any questions or 
need additional information, please contact Laurine Bohamera, Chief, Internal Audits and 
Construction Claims at (9 16) 323-7 107, or Juanita Baier, Internal Audit Manager at 
(916) 323 7951. 

Attachments 

c: 	 Malcolm Dougherty, Director 

Norma Ortega, Acting Chief Deputy Director 

Steven Keck, Acting Chief Financial Officer 

Cris Rojas, Deputy Director Administration 

Clark Paulsen, Chief, Division of Accounting 

Laurine Bohamera, Chief, Internal Audits and Construction Claims 

Juanita Baier, Internal Audit Manager 
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Summary 

Background 

Audits and Investigations (A&I) completed an audit of the Division of 
Business, Facilities & Security (DBFS). The purpose of the audit was 
to dete1mine the extent to which the Public Works Project 
Authorization and Transfer Request, Form 22, is used to transfer funds 
to the Department of General Services (DOS), and to assess compliance 
with applicable policies and procedures. In addition, we reviewed the 
California Department of Transportation' s (Caltrans ' ) processes for 
initiating, tracking and paying for work performed; reconciling funds 
transferred to DOS; and recovering unspent funds. 

Our audit disclosed that, during the audit period of January 1, 2010, 
through December 31 , 2012, DBFS's processes for initiating, tracking 
and paying DOS for work performed, reconciling fund s transferred to 
DOS , and recovering unspent funds are generally adequate to ensure 
proper oversight and monitoring of projects and services provided by 
DGS. However, we identified the following issues within DBFS: 

• Project Management Weaknesses 
• Lack of Project Close Out Process 

The DBFS' New Building/Leased Project Branch provides statewide 
technical support on both new and leased office building projects. 
They assist in the development of budget schedules, space programs, 
facility management design and construction, analysis of space 
requests, implementation of existing space standards ; and make 
recommendations to promote efficient use of space. The majority of 
these services are provided by DGS and paid in advance through the 
Form 22 process. 

The Form 22 process is the method used to pay DOS' Real Estate and 
Services Division (RESD) for capital outlay facility related 
construction, alteration, repair, or improvement projects. The Form 22 
is the mechanism to advance funds to DOS ' Architectural Revolving 
Fund (ARF) before services are provided. This process is also used to 
fund the on-going maintenance and repair of property units purchased 
for use as land to build the State Route (SR) 710 expansion project. 

The California State Auditor (CSA) performed an audit of Caltrans' 
management of its SR 710 expansion proj ect parcels and properties. 
The CSA issued its audit report on August 16, 2012, identifying 
various weaknesses in Caltrans' management and maintenance of the 
SR 710 expansion project properties. The CSA report also identified 
weaknesses in DGS' management, maintenance, and charging 
practices for the SR 71 0 properties. 
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Background 
(continued) 

Objectives, 
Scope, and 
Methodology 

This audit was performed as part of the corrective action plan for the 
CSA audit. In addition to the SR 710 properties, the Form 22 's are 
used to fund studies, new construction, major construction and 
equipment, minor construction, and other building and improvement 
projects . These projects are initiated by Caltrans' Divisions of Right of 
Way, Maintenance, and Administration. Since the CSA audit covered 
the Right of Way projects , our audit focused on all other projects. 
Statewide, DBFS management is responsible for the project 
management ofprojects using the Form 22 process. 

A&I also performed a separate audit of DGS's Form 22 process as it 
relates to Caltrans' projects. In summary, our audit of DGS disclosed 
weaknesses in their project cost accounting system and their project 
close out procedures. The results of the audit are included as an 
attachment to this report. 

A&l conducted an audit of DBFS to determine if adequate and effective 
policies, procedures, and processes were in place to ensure proper 
oversight of those projects funded through the Form 22 process. 

We performed our audit in accordance with the International Standards 
for the Professional Practice of Internal Auditing. The audit covered 
the period of January 1, 2010, through December 31, 2012, and 
focused on internal controls and procedural compliance as they relate 
to the oversight responsibilities of DBFS. We conducted our audit 
from October 5, 2012, through January 31,2013. Changes after these 
dates were not tested, and accordingly, our conclusion does not pertain 
to changes arising after January 31, 2013. 

Our methodology consisted of interviewing the DBFS management 
and staff, examining policy and procedure manuals, reviewing project 
files for compliance with established policies and procedures, and 
performing other analytical tests and assessments as we considered 
necessary to achieve the audit objectives. 

The objective of the audit was to ensure that DBFS has an effective 
system of internal control in place to: 

• 	 Request and transfer funds using the Form 22. 
• 	 Track the work performed by DGS to the scope of work 

approved in the Form 22. 
• 	 Reconcile expenditures for each project approved by the 

Department of Finance. 
• 	 Close out and recover any unspent project funds. 
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Conclusion 

View of 
Responsible 
Official 

Our audit determined that during the audit period of January 1, 20 10, 
through December 31, 2012, the DBFS was the primary user of the 
Form 22 process. The Divisions of Right of Way and Maintenance also 
use this mechanism to transfer funds to DGS for maintenance projects, 
but their use is minimal. DBFS used this process to fund new building 
construction, seismic retrofits, renovations, improvements and studies. 

We found DBFS ' pro-cesses were generally adequate to monitor the 
projects funded through the Form 22 process. However, we identified 
the following issues within DBFS: 

• Project Management Weaknesses 
• Lack of Project C lose Out Process 

T hese issues are discussed in greater detail m the Findings and 
Recommendation section of this report. 

We requested and received a response from the Chief of the DBFS. This 
official agreed with our findings and recommendations and has 
implemented procedures accordingly. For a copy of DBFS' complete 
response, please see Attachment 1 . 

. LEWIS 
Assista irector 
Audits and Investigations 

July 26,2013 
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FINDINGS AND RECOMMENDATIONS 


Finding 1
Project 
Management 
Weaknesses 

Our audit disclosed that overall, the Division of Business, Facilities 
and Security (DBFS) maintains an adequate system of internal control 
over its project management tasks when using the Form 22. However, 
we identified certain weaknesses within DBFS' project management of 
the Public Works Project Authorization and Transfer Request, Form 22 
funded projects. We reviewed 16 projects files in DBFS, District 7, 
and District 8 to determine whether DBFS' process for tracking 
Department of General Services (DGS) work to the scope of work 
approved has sufficient controls. 

We found 4 of the 16 projects demonstrated regular, documented 
communications to ensure the work performed by DGS agreed to the 
scope of work approved in the Form 22. However, we also found that 
the other 12 projects, or 75 percent, did not demonstrate regular, 
documented communications to ensure the work performed by DGS 
agreed to the scope ofwork approved in the Form 22. 

Oversight through regular communication is essential to measure a 
project's progress and ensure that project objectives are being met. 

According to DBFS staff, lack of resources and limited monitoring 
guidance within the Form 22 instructions has contributed to 
insufficient project management. 

Government Code Section 13403 (a) states, "The elements of a 
satisfactory system of internal accounting and administrative control, 
shall include, but are not limited to, the following: (3) A system of 
authorization and recordkeeping procedures adequate to provide 
effective accounting control over assets, liabilities, revenues and 
expenditures." 

Section VI. Roles and Responsibilities, of the Form 22 instructions 
package, states that District/Program Project Managers are responsible 
for monitoring project costs, scope and schedule closely in conjunction 
with the DGS project manager. 

The California Department of Transportation (Caltrans) has general 
project management guidance, including directions for maintaining a 
set ofproject records, in the following manuals: 

• Project Deve lopment Procedures 
• Project Management Handbook 
• Project Communication Handbook 
• Construction Manual 
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Finding 1 
(continued) 

Recommendation 

DBFS Response 

Finding 2
Lack of Project 
Close Out Process 

These manuals stress the importance of effective, continuous 
communication and documentation of the status of action items, 
decisions made, and problems encountered. 

We recommend the DBFS management ensure staff follow the 
established Form 22 instructions, and use the existing project 
management manuals to improve monitoring through on-going 
communication and adequate documentation. 

DBFS agrees with the findings and recommendations and has 
implemented a documentation process to improve monitoring through 
on-going communication and adequate documentation. For a copy of 
the complete response, see Attachment 1. 

We selected a total of 33 Form 22 transfers (related to 22 projects) and 
interviewed four Project Managers to obtain an understanding of the 
processes for initiating, completing and closing out projects. We also 
interviewed staff from the budgets and accounting divisions. Our 
interviews indicated that project managers are aware when a project is 
complete. However, there does not appear to be a process to close out 
a project and claim unspent project funds . 

The absence of a close out process results in both untimely closure of 
projects and processing of refunds. Specifically, we found: 

• 	 Three of 14 projects (21 percent) had fund s which expired 
between June 2009 and June 2011 and had not been closed. 

• 	 Six of 14 proj ects (43 percent) were closed after the funds 
expiration date. 

• 	 Project No. 120016 had $406,009 that was unaccounted for 
within DBFS records. The Form 22 transferred $1.7 million 
while only $1.3 million was expended, per DOS records. 

Finding 2 of the attached DOS audit report provides additional 
information pertaining to these exceptions. 

It is DOS ' responsibility to close out Form 22 projects. However, 
DBFS project managers are responsible for working with DGS to 
ensure the projects are closed out in a timely manner. 

We found that there was a lack of ongoing, documented 
communication between DBFS and DOS pertaining to the projects 
which may have contributed to the untimely closure of the projects. 
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Finding 2 
(continued) 

Recommendations 

DBFS Response 

Finding 3
DGS Weaknesses 

Recommendation 

In additi on, project managers and analysts are not consistently "closing 
the loop" after project completion, which includes initiating close out 
procedures with DOS. 

Government Code Section 13403 (a) states, "The elements of a 
satisfactory system of internal accounting and admini strative control, 
shall include, but are not limited to, the following: (3) A system of 
authorization and recordkeeping procedures adequate to provide 
effective accounting control over assets, liabilities, revenues and 
expenditures." 

Government Code Section 14959 states that any excess amounts must 
be transferred immediately back to the source fund through the 
reversion process. Money in the Architectural Revo lving Fund (ARF) 
is available for the purposes transferred without regard to fiscal year. 
However, funds in ARF will revert to the originating fund source if 
they are not encumbered within three years of being placed in ARF, or 
within three months of a project's completion. Time extensions may be 
approved by the Department of Finance. 

We recommend the DBFS management implement close out 
procedures to ensure funds do not expire and any unspent funds are 
returned timely. 

DBFS agrees with the recommendations and is implementing project 
close-out procedures. For a copy of the co mplete response, see 
Attachment 1. 

We conducted an external audit ofDGS to determine whether adequate 
and effective policies, procedures, and processes are in place to ensure 
proper administration of projects funded through the Form 22 process. 
We identified the following weaknesses: 

• Project Cost Accounting System Weaknesses 
• Project Close Out Weaknesses 

A&I issued a separate audit report to DOS which detail s the findin gs 
and recommendations. A copy of the External Audit Report can be 
found as Attachment 2 to thi s report. 

We recommend that DBFS management monitor implementation of 
the recommendations issued to DOS and provide A&I with 60-, 180-, 
and 360-day status updates. 
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DBFS Response 

Audit Team 

DBFS agrees to monitor the implementation of the recommendations 
made to DGS . For a copy of the complete response, see Attachment 1. 

Laurine Bohamera, Chief, Internal Audits and Construction Claims 
Juanita Baier, Manager, Internal Audits 
Teresa Draeger, Auditor, Audits & Investigations 
Judith Mason, Auditor, Audits & Investigations 
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ATTACHMENT 1 


DIVISION OF BUSINESS, FACILITIES & 

SECURITY'S RESPONSE TO DRAFT REPORT 




To: 

From: 

Subject: 

State of California Business, Transportation and Housi ng Agency 
DEPARTMENT OF TRANSPORTATION 

Memorandum Flex your power! 

Be energy efficient! 

Wll.LIAM E. LEWIS Date: July 24,201 3 
Assistant Director 
Audits and Investigation File: P4000-0389 

GLENN A. YE~~~ 
Chief U 
Division of Business, Facilities and Security 

RESPONSE TO DRAFT AUDIT OF THE FORM 22 PROCESS 

Thank you fo r the opportunity to review and comment on the California De partment of 
Tran sportation (Caltrans) Audits and In vestigati ons (A&I) draft audit repo rt of the procedures 
and practices utili zed by the Di vision of Business, Facilities and Security (DBFS) for proj ects 
funded through the Form 22 process. The purpose of the audit was to assess if adequate and 
effective policies, procedures, and practices were establis hed to ensure p roper oversight of 
projects fund ed through the Form 22 process. 

Overall , the A&I conclud ed that the DBFS processes were adequate to mo nitor the proj ects 
funded through the Form 22 process but identifi ed the fo llowing issues: 

• Proj ect Management Weaknesses 
• Lack of Project Close Out Process 

The A&I's reco mmendations and the DBFS ' responses are li sted below: 

FINDING 1 -PROJECT MANAGEMENT WEAKNESSES 

Recommendation 1: 

The A&I reco mmends th at the DBFS manageme nt e nsure staff foll ow the established Form 22 

instru ctions and use the existing project ma nageme nt manuals to improve mo nitoring throu gh 

o n-goin g communication and adeq uate docume ntation. 

DBFS Response 1: 

The DBFS has implemented a documentation process of requiring the California De partme nt of 
General Services (DGS) to prepare meeting minutes that include a M as te r Reso luti on Lis ting 
section to docume nt all iss ues identified, the date a n iss ue is assigned , the responsible party for 
reso lution , the due d ate of action o r resolution, and the resolution and completion date. 
Furthermore, DBFS will be requesting that DGS provide the mo nthly Activity Based 

··catrrans impmves mobility OITOSS California " 



Mr. William E. Lewis 
July 22, 2013 
Page 2 of2 

Management System (ABMS) report to track and validate the financial activity of a give n 
proj ect. 

FINDING 2: LACK OF PROJECT CLOSE OUT PROCESS 

Recommendation 2: 

The A&I recommends that the DBFS manage ment implement close out procedures to ensure 
funds do not expire and any unspent funds are returned timely. 

DBFS Response 2: 

The DBFS wi ll be .implementing a close out procedure that consists of bi-annu al correspondence 
be tween the DBFS Budget M anager for Statewide Facilities Opera ti ons, the DBFS Project 
Manager, and the DGS Project Director(s) regarding the status of projects which a re nearing 
completion and/or are completed. This co rrespondence will be maintained and updated on a 
continuous basis; both electronically and in hardcopy form. 

FINDING 3: DGS WEAKNESSES 

Recommendation 3: 

The A&l recommends that the DBFS management monitor implementation of the 
reco mme ndatio ns issued to the DGS and provide A&l with 60-, 180-, and 360-day status 
updates. 

DBFS Response 3: 

As reco mme nded, the DBFS will monito r the implementation of recommendations iss ued to the 
DOS on outstanding and future DB FS faci lity projects funded through the Form 22 process. 

T he DBFS app reciates the opportunity to provide respon ses to the recommendat io ns proposed in 
the draft audit report. Should you have a ny questions, co ncerns, o r require additional 
info rm ation, please do not hesitate to contact me at (9 16) 65 1-1495. 

c: 	 Cristiana Rojas, Deputy Director, Administratio n 

Brad Ensminger, DBFS Budget Manager, Statewide Facilities Operations 


"Ca!tJWIS illlfHO\'es mobility acmss Ca/ij(mtia " 



ATTACHMENT 2 


FINAL AUDIT REPORT 


AUDIT OS THE DEPARTMENT OF GENERAL 

SERVICES' FORM 22 PROCESS 




STATE OF CALIFORNIA~liSINESS TRANSPORTATION AND HOUSING AGENCY 	 EDMUND G BROWN Jr Governor 

DEPARTMENT OF TRANSPORTATION 
AUDITS AND INVESTIGATIONS 
P.O. Box 942874, MS-2 
SACRAMENTO, CA 94274-000 1 
PHONE (916) 323-7111 
FAX (916) 323-7123 
TTY 711 
www.dot.ca.gov 

Flex your power! 
Be energy efficient! 

June 28, 2013 

Ms. Sheral Gates, Deputy Director 
Real Estate Services Division 
Department of General Services 
707 3 rd Street 
West Sacramento, CA 95605 

Dear Ms . Gates: 

Attached is the Department of Transportation's (Caltrans) Audits & Investigations' final audit 
report of the Department of General Services.' (DOS) Real Estate Services Division. Your 
response has been incorporated as part of the final report. This audit report is intended as 
information for you and Caltrans management. 

We thank you and your staff for the assistance provided during this audit. Ifyou have any 
questions, or require additional information , please contact Laurine Bohamera, Chief, 
Internal Audits & Construction Claims, at (916) 323-7107, or Juanita Baier, Internal Audit 
Manager, at (916) 323-7951. 

Assista 
Audits 

Attachments 

c: 	 Fred Klass, Director, DOS 
Malcolm Dougherty, Director, Caltrans 
Norma Ortega, Acting Chief Deputy Director, Cal trans 
Faizi Pourhosseini , Chief, Professional Services Branch, DOS 
Steve Durham, Chief, Construction Services Branch, DOS 
Jim Martone, Chief, Project Management Branch, DOS 
Rick Gillam, Chief, Audit Services, DOS 
Glenn A. Yee, Chief, Division of Business, Facilities and Securities, Cal trans 
Steven Keck, Acting Chief Financial Officer, Caltrans 
Laurine Bohamera, Chief, Internal Audits & Construction Claims, Audits and 

Investigations, Caltrans 

"Cal trans improves mobility across Califomia" 



P4000-0385 

Audit of the 
Department of General Services' 

Form 22 Process 

June 2013 

William E. Lewis 
Assistant Director 
Audits and Investigations 
California Department of Transportation 
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Summary 

Background 

Objectives, 
Scope, and 
Methodology 

The California Department of Transportation's (Caltrans) Audits and 
Investigations (A&I) completed an audit of the California Department of 
General Services' (DGS) Real Estate Services Division (RESD). The 
purpose of the audit was to review DGS' processes for initiating, 
tracking and reviewing work performed; reconciling the work performed 
for Caltrans to the funds requested; and the process for returning unspent 
funds . 

Our audit disclosed that, during the audit period of January 1, 2010, 
through February 14, 2013, RESD properly initiated, tracked and 
monitored project funds. However, we identified the following: 

• Project Cost Accounting System Weaknesses 
• Project Close Out Weaknesses 

The California State Auditor (CSA) issued an audit report on 
August 16, 20 12, identifying various weaknesses in the maintenance of 
the State Route 710 expansion project properties. DGS performs the 
majority of the property maintenance on these properties for Caltrans. 
A&I performed this audit of RESD's internal Form 22 processes as 
part of the corrective action submitted to CSA. 

RESD provides various real estate services to state departments, 
including Caltrans. These services include: portfolio & asset 
management, space utilization management, building management and 
administration, maintenance, janitorial, repair services and state 
construction management. Caltrans funds the on-going maintenance 
and repairs of the State Route 710 expansion properties through the 
fund transfer process as provided by the State Administrative Manual 
(SAM) Section 6868. Other work funded through the Form 22 process 
includes: 

• Studies 
• New construction 
• Major construction and equipment 
• Minor construction 
• Other building and improvement projects 

All transfers of funds to the Architecture Revolving Fund (ARF) are 
approved by the Department of Finance, per Government Code 
Section 14957. 

A&I conducted an audit of RESD processes for initiating and tracking, 
reviewing work performed; reconciling the work performed for Caltrans 
to the funds requested; and the process for returning unspent funds . 



Objectives, 
Scope, and 
Methodology 
(Continued) 

Conclusion 

View of 
Responsible 
Official 

We performed the audit in accordance with Generally Accepted 
Government Auditing Standards. The audit covered the period of 
January 1, 2010, through February 14,2013. We conducted our audit 
from January 22, 2013 through February 14,2013. Changes after these 
dates were not tested, and accordingly, our conclusion does not pertain 
to changes arising after February 14, 2013. 

Our methodology consisted of interviewing the RESD management 
and staff, examining policy and procedure manuals, reviewing and 
testing project costs and performing other analytical tests and 
assessments as we considered necessary to achieve the audit 
objectives. 

The objectives of the audit were to determine whether: 

• 	 A process is in place for charging fees to Cal trans. 
• 	 Fees charged to Caltrans are properly supported. 
• 	 A process is in place for tracking the work performed and 

comparing it to the scope of approved work. 
• 	 Funds requested are reconciled to actual expenditures. 
• 	 Unspent funds are returned to Cal trans in a timely manner. 

Our audit determined that during the audit period of January 1, 2010, 
through February 14, 2013, RESD properly initiated, tracked and 
monitored proj ect funds. However, we identified the following issues 
within RESD: 

• 	 Project Cost Accounting System Weaknesses 
• 	 Project Close Out Weaknesses 

The findings and recommendations are discussed in greater detail in 
the Findings and Recommendation section of this report. 

We requested and received a response from the Deputy Director, RESD, 
DGS. This official stated that DGS is committed to ensuring that the 
projects it oversees are administered in an efficient and effective manner 
and provided a response to the findings and recommendations. For a 
copy ofDGS ' complete response, please see Attachment 1. 

Assistant D' e or 
Audits an vestigations 
May 21,2013 
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Finding 1
Project Cost 
Accounting and 
Internal Control 
System Weaknesses 

FINDINGS AND RECOMMENDATIONS 


Our audit disclosed that overall, the Department of General Services 
(DGS) Real Estate Services Division (RESD) properly initiates, tracks 
and monitors project funds. However, we identified the following 
weaknesses within RESD's project cost accounting system: 

• 	 RESD does not consistently charge project related costs to the 
project within their Activity Based Management System (ABMS). 
Specifically, if a project is over-budget, incurred project costs are 
not charged to the project until additional funds are obtained. We 
found legal and labor costs which had not been charged to the 
appropriate projects. 

• 	 RESD's Direct Construction Unit (DCU) prepares cost estimates 
using activity codes and uses the activity code amounts to populate 
task numbers within ABMS. However, the activity codes and task 
numbers are not the same, resulting in an ABMS budget that is 
different than the original estimate. In addition, we found that 
DCU shifts costs between budgeted cost categories during the life 
of the project and documentation to support the adjustments is not 
maintained. 

• 	 Various costs recorded within ABMS and charged to specific 
projects were not supported as actual, incurred costs. The 
following are examples of such costs: 

);> In-house costs related to Project Scheduling and Project 
Coordination. 

);> DCU administrative fees, including: 

• 	 Vehicle Mileage 
• 	 Equipment Surcharge 
• 	 Contract Administration 
• 	 Design Charge 
• 	 Warranty 

Accurate project accounting plays a key role in effectively managing 
and delivering projects. Without accurate financial data, actual project 
costs may be over or under budget, which may negatively affect 
management decisions regarding the project. 

RESD management is aware of these issues, but has not changed 
existing practices to ensure more accurate financial data. 

Government Code, Section 13401 requires agencies to maintain an 
effective system of internal accounting and administrative control to 
ensure that state assets and funds are adequately safeguarded, as well 
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Finding 1 	 as to produce reliable financial information for the agency. Section 
(Continued) 	 13403 (a) also states, "The elements of a satisfactory system of internal 

accounting and administrative control, shall include, but are not limited 
to, the following: (3) A system of authorization and recordkeeping 
procedures adequate to provide effective accounting control over 
assets, liabilities, revenues and expenditures." 

Recommendations 	 We recommend RESD management: 

1. 	 Implement procedures to ensure project costs are properly recorded 
within the ABMS project cost accounting system. All project 
related expenditures should be identified and properly charged to 
the project, regardless of the projects ' budget. 

2. 	 Revise current DCU cost estimate procedures to eliminate the 
inclusion of any administrative fees and align activity codes to 
ABMS task numbers . 

3. 	 Ensure any changes to ABMS budget line items are documented 
and approved by the project managers prior to initiating ABMS 
adjustments. 

4 . 	 Implement procedures to ensure all billed project costs are actual, 
incurred and adequately supported~ and cease billing unsupported 
administrative fees and other costs to all Caltrans projects. 

DGS Response 	 RESD has already taken action to ensure that all project related costs 
and charges are identified and properly charged to the applicable 
project. For a copy of the complete response, see Attachment 1. 

Finding 2- We reviewed 22 projects to determine whether projects are closed out 
Project Close Out timely, fund transfers and expenditures are reconciled and any 
Weaknesses remaining fund balance returned to Caltrans . Project close out 

procedures are the responsibility of the project directors with assistance 
from designated analysts. As of February 14, 2013, 14 of the 22 
projects reviewed were completed and/or their funds had expired. Five 
of these projects were closed timely. We reviewed related Form 22s, 
ABMS project cost reports , and Return of Funds Transfer Documents 
(AFS 59s), if applicable. We found the following: 

• 	 Three of 14 projects (21 percent) had funds which expired 
between June 2009 and June 2011 and not been closed. 

• 	 Six of 14 projects (43 percent) were closed after the funds 
expiration date . 

• 	 Project Number 120016 had $406,009 that was unaccounted for 
in ABMS. The Form 22 transferred $1.7 million to this project 
while only $1 .3 million was reflected as spent in ABMS . The 
difference, $406,000, was transferred to a different project, 
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Finding 2 
(Continued) 

Recommendations 

Number 128984, which had a different scope of service and 
was fully expended. The new project was outside the scope of 
approved work in the Form 22 for project Number 120016 and 
neither DOS nor Caltrans provided us with documentation 
showing the transfer was approved. 

Project expenditures and funding should be reconciled and completed 
projects closed out timely to prevent expiration of funds. Money in 
ARF is available for the purposes transferred without regard to fiscal 
year. However; funds in ARF will revert to the originating fund source 
if they are not encumbered within three years of being placed in ARF, 
or within three months of a project's completion. Time extensions may 
be approved by the Department of Finance (DOF). Expired funds 
could inhibit project completion and create additional work by all 
parties to secure the funding required to complete the project. 
Additionally, without consistent reconciliation of financial data, the 
amount of spent and unspent funds may not be accurately reflected 
within ABMS. Finally, when advanced funds are not used for their 
intended purpose, DOS should request prior approval, from Caltrans 
and DOF before moving them to another project. 

Government Code Section 13403 (a) states, "The elements of a 
satisfactory system of internal accounting and administrative control, 
shall include, but are not limited to, the following: (3) A system of 
authorization and recordkeeping procedures adequate to provide 
effective accounting control over assets, liabilities, revenues and 
expenditures." 

In addition, Government Code Section 14959 states that any excess 
amounts must be transferred immediately back to the source fund 
through the reversion process. 

Finally, according to Government Code Section 14957, projects funded 
through the ARF require approval by the DOF and the state agency 
funding the project. 

Project directors and analysts are not consistently "closing the loop" 
after project completion, which includes initiating close out procedures 
with DOS accounting and coordinating with Caltrans for project 
closure. 

We recommend RESD management imp lement procedures to ensure: 

1. 	 Project directors and analysts initiate project close out procedures 
prior to the expiration date of project funds. 

5 




Recommendations 
(Continued) 

DGS Response 

Audit Team 

2. 	 Projects with expired fund s are closed out immediately. 
3. 	 Fund transfers and expenditures are reconciled on a regular basis. 
4. 	 All cost savings are refunded to the client and only transferred to 

other projects with DOF and agency approval. 

DOS agrees with the recommendations and is updating its project 
close-out procedures. For a copy of the complete response, see 
Attachment 1. 

Laurine Bohamera, Chief, Internal Audits & Construction Claims, 
Cal trans 
Juanita Baier, Audit Manager, Caltrans 
Teresa Draeger, Auditor, Caltrans 
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ATTACHMENT 1 


DEPARTMENT OF GENERAL SERVICES RESPONSE 

TO THE DRAFT REPORT 




iJGS 	 MEMORANDUM 


Date: 	 June 27, 201 3 

To : 	 William E. Lewis, Assistant Director 
Audits and Investigations 
Department of Transportation 
P.O. Box 942874, MS-2 

Sacramento, CA 94274-0001 


From : 	 Department of General Services 
Real Estate Services Division 

Subject: 	 RESPONSE TO AUDIT OF THE FORM 22 PROCESS 

Thank you fo r the opportunity to respond to the Audits and Investigations (A&I) office's audit of 
the Real Estate Services Division's (RESD) administration of Department of Transportation 
(Caltrans) projects funded through the Form 22 process. RESD appreciates A&l's professional 
audit of its processes used for overseeing Caltrans' funded projects. 

In summary, A&l concluded that RESD properly initiated, tracked and monitored project funds . 
However, weaknesses exist within RESD's project cost accounting system and project close-out 
processes that need to be addressed to ensure the successful administration of projects . 

Based on the results of its fieldwork , A&I developed the following recommendations to further 
improve RESD's administrative processes. In general, A&l's recommendations have merit and 
will be promptly addressed. 

RECOMMENDATIONS 

Finding 1: Project Cost Accounting System Weaknesses 

RECOMMENDATION 1: 	 RESD management implement procedures to ensure 
project costs are properly recorded within the ABMS 
project cost accounting system. All project related 
expenditures should be identified and properly charged to 
the project, regardless of the project's budget. 

RESPONSE 1: 

RESD has taken action to ensure that all project related costs and charges are identified and 
properly charged to the applicable project, regardless if a project's budget has been exhausted. 
Specifically, on May 9, 2012, the division issued RESD Bulletin 12-01 (See Attachment) which 
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eliminated the use of an overhead project task account to charge costs when sufficient funding 
is no longer available in a project/task budget. In brief, currently, all charges to a project/task 
without adequate funds go into "Suspense" until resolution . On a monthly basis, the suspense 
charges are tracked by project and actively monitored by executive management to ensure that 
an unreimbursed liability is not created that impacts the Architecture Revolving Fund. 

RECOMMENDATJON 2: .RESD management revise current DCU cost estimate 
procedures to eliminate the inclusion of any administrative 
fees and align activity codes to ABMS task numbers. 

RESPONSE 2: 

DCU has reviewed its administrative fees and is revising the way these costs are tracked, 
accounted for, and recovered by the unit. The new process will ensure that cost estimates 
include only fully supported and justified amounts. Further, to ensure accurate accounting, DCU 
is taking action to ensure that cost estimate activity codes align with ABMS task numbers. 
These changes will be implemented for the 2013/2014 fiscal year. 

RECOMMENDATION 3: 	 RESD management ensure any cbanges to ABMS budget 
line items are documented and approved by the project 
managers prior to initiating ABMS adjustments. 

RESPONSE 3: 

In the near future, DCU will implement procedures to ensure that any changes to ABMS budget 
line items are documented and approved by its project managers. It is foreseen that this 
process will include provisions for the maintenance of additional information in ABMS to clearly 
support adjustments between budgeted cost categories . 

RECOMMENDATION 4: 	 RESD management implement procedures to ensure all 
billed project costs are actual, incurred and adequately 
supported; and cease billing unsupported administrative 
fees and other costs to all Caltrans projects 

RESPONSE 4: 

In its report, A&l expresses concerns that adequate documentation was not always available to 
support DCU's administrative fees. As noted in our response to Recommendation No. 2, DCU 
is revising the way these costs are tracked, accounted for, and recovered by the unit. The 
revised process will provide additional assurance that only fully justified and documented costs 
are charged to Caltrans' projects. 

In addition, A&I expresses concerns that adequate documenta~ion was not available to support 
costs related to project scheduling and project coordination . With the elimination of RESD's 
Project Scheduling and Project Coordination Unit in August 2012, costs related to project 
scheduling and project coordination are no longer directly charged to projects as a separate line 
item. 
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Finding 2: Project Close -Out Weaknesses 

RECOMMENDATIONS: RESD management implement procedures to ensure: 

1. 	 Project directors and analysts initiate project close-out 
procedures prior to the expiration date of project 
funds. 

2. 	 Projects with expired funds are closed out 
immediately. 

3. 	 Project revenues and expenditures are reconciled on a 
regular basis. 

4. 	 All cost savings are refunded to the client and only 
transferred to other projects with client approval. 

RESPONSE: 

The timely closing of projects and handling of project savings is addressed in RESD's operating 
policies. Specifically, RESD Bulletin 12-01 (See Attachment) provides that: 

• 	 Upon the satisfactory resolution of all outstanding issues, projects shall be closed within 180 
days after completion and any remaining funds shall be returned to the fund of origin within 
90 days. 

• 	 Unless specifically authorized, project savings shall not be retained and used for other 

projects. 


Currently, RESD is updating its project close-out procedures. As part of this process , additional 
guidelines will be provided to project directors to assist in the timely closure of projects. Further, 
unit supervisors will be tasked with monitoring the close-out process to ensure that it is being 
conducted in an effective manner. The process will also include periodic reports to office/unit 
management on the effectiveness of the close-out activity. 

CONCLUSION 

RESD is firmly committed to ensuring that the projects it oversees are administered in an 
efficient and effective manner. As part of its continuing efforts to improve operations, RESD will 
take appropriate actions to address the issues presented in the report. 

If you need further information or assistance on this report, please contact me at (916) 375
4150 . 

rf,.......A CLy.~>+· r}..p /)·>-~.
S~ERAL GATES, Deputy Director 
Real Estate Services Division 

cc: 	 Esteban Almanza, Chief Deputy Director, DGS 
James Derby, Assistant Deputy Director, RESD , DGS 
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Steve Durham, Chief, DCU , DGS 
Jim Martone, Chief, PMB , DGS 
Faizi Pourhosseini , Chief, PSB , DGS 
Laurine Bohamera, Chief, Internal Audits & Construction Claims, Caltrans 
Juanita Baier, Internal Audit Manager, Caltrans 
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D E P A RTM E N T OF G ENER AL S ER V I C E S 

REAL ESTATE SERVICES DIVISION 

BULLETIN 12-01 
DATE ISSUED: 

May 9, 2012 

SUBJECT: 

ARCHITECURE REVOLVING FUND DEFICIT 

EXPIRES : 

Until Rescinded 

Project Budget Management - Suspense Hours REFERENCES: 

RESD Bulletin 11-02 Project 
Management Policy 
Budget Letter 08-30 
Administrative Order entitled , 
MANAGEMENT OF 
UNFUNDEDNNDERFUNDED 
SERVICES/PROJECTS 
Government Code Section 13324 
Budget Act Section 32 

SUPERSEDES : 

Administrative Order 06-14 
RESD Bulletin 08-01 

DISTRIBUTION: 

All RESD Branch Chiefs 
All RESD Assistant Branch Chiefs 
All RESD Staff 

cc: DGS Chief Information Officer 
Deputy Director, Administration Division 
Chief, Office of Fiscal Services 
Chief, Office of Technology Resources 
OFS Capital Outlay Accounting Staff 

ISSUING BRANC H: 

RESD EXECUTIVE BRANCH 

PURPOSE 	 Control Section 4.70, Budget Act of 2008, directs the Department of General 
Services (DGS) to recover the ARF deficit from fiscal years 2008-09 through 
2012-13. This Control Section was amended in the Budget Act of 2011-12 to 
extend the repayment period through June 30, 2015 . 

Pursuant to Government Code 13324 and Budget Act Section 32, this bulletin 
provides revised policies and procedures that eliminate activities and 
processes that create or contribute to the Architecture Revolving Fund (ARF) 
Deficit. Consistent with good project management and budgetary practices , 
this bulletin also provides instructions on the manner in which staff charge 
work hours to their projects in the Department's Activity Based Management 
System (ABMS) Project Accounting and Leave (PAL) Module . Finally, this 
bulletin establishes expectations for resolution of Suspense Hours and 
accountability and adherence to the directives, including all referenced 
documents. 

BACKGROUND 	 The Real Estate Services Division (RESD) is a "fee for service" organ ization where 
employee positions are considered "billable" and each billable hour is entered on an 
individual's time sheet against a Project/task budget. If a Project/Task budget is 
exhausted and work is still required to complet e the Proj ect/task, th e billable hour(s) 
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will not be allowed to be entered against the Project/task in the ABMS system until 
sufficient funding is available in the Project/Task budget. 

Historically, when the budget was exhausted, an Over Head Project task (OHP) 
authorization was requested by the Supervisor from the Chief of the Branch or 
Section . On February 1, 2012, the practice of OHP usage was halted and disabled 
in the PAL system . 

Currently, those hour(s) without an adequate budget go into "Suspense". If not 
managed; through reimbursement, securing additional project funds, or other 
appropriate action , and allowed to accumulate , Suspense Hours create an 
unreimbursed liability in the Architectural Revolving Fund (deficit). 

POLICIES 	 The financial integrity of the ARF must be maintained . Any activity or process 
that contributes to the ARF deficit is not allowed . 

All RESD projects must have sufficient funding authorized by statute, the 
Budget Act, or conditionally authorized subject to approval by the Department 
of Finance (DOF) and/or the Legislature , as specified, prior to their initiation . 

Project funding, regardless of funding source, must only be utilized for the 
project for which it was funded, unless otherwise authorized through statute, 
the Budget Act or approved by the DOF and/or the client agency, as 
appropriate. 

Project savings shall not be retained and used for other projects unless 
specifically authorized by statute, the Budget Act, or conditionally authorized 
subject to approval by the Client Agency , DOF and/or the Legislature, as 
specified . 

Upon the satisfactory resolution of all outstanding issues, projects shall be 
closed within 180 days after completion and any remaining funds shall be 
returned to the fund of origin within 90 days as required by Government Code 
Section 14959. 

WHO NEEDS TO 	 ALL RESD STAFF 
COMPLY 

EFFECTIVE 	 May 9, 2012 
DATE 

PROCESS 	 The following procedures must be followed to eliminate activities and 
IMPLEMENTION 	 processes that contribute to the ARF deficit. 

ABMS PAL Time As of February 1, 2012, Over Head Project (OHP) accounts have been 

Charges eliminated and are no longer available to charge time to. 


All time charges will be charged to the appropriate cost code and/or project 
task for which they are incurred (i.e. : vacation time shall be charged to 
vacation , administrative time to administration, project time to the appropriate 
project and task number). 

Any request to create additional, new tasks and cost centers will be evaluated 
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on a case-by-case basis and is subject to the first level approval of your 
respective Assistant Branch Chief (ABC) and the second level and final 
approval of the Branch Chief (BC) . 

ABMS PAL Time The ABMS PAL Module has controls necessary to stop unauthorized time 
Management charge's to projects. These controls include the following: 

System Tools 

• 	 Project End Date. End dates for a project or project phase (i.e.: 
Study, Preliminary Plans, Working Drawings, Construction) will be 
reported in ABMS and the ability to charge time to the project will 
immediately cease on the specified end date . 

• 	 Project Dollars. Dedicated project funding will be reported in ABMS 
and the ability to charge time to the project task will immediately 
cease when the allocated dollars are exhausted. 

• 	 Adjustments for Rate Changes . ABMS will be programmed to adjust 
project hour balances every July 151 based upon changes in the DGS 
hourly rates . 

• 	 Proiect Hours. Are calculated based on budgeted project dollars and 
current hourly rates . 

ABMS System ABMS system alerts are activated to notify Project Directors, Project 
Alerts 	 Managers (PD/PM). and Project team members before a project end date has 

been activated or project hours and/or funds have been exhausted. As 
outlined below the DGS PD/PM will prepare and submit augmentation 
requests to the Client Agency or DOF for all projects as soon as an 
anticipated project deficit is forecasted. Sufficient lead time must be allowed 
to avo,iostoppir19 projects du~ to a funding defici!3ncy. If the funding 
deficiency is not addressed, the project will stop once funds have been 
exhausted. 

Project Budget On a monthly basis (twice a month for PSB-DSS), time sheets are submitted 

Tracking and by all employees to their respective Supervisor/Manager. When the billable 


Monitoring 	 hour(s) are submitted and approved in the PAL system without an adequate 
budget, those hours are considered in "Suspense" until the hours are moved 
to a ProjecVtask with adequate funding or the budget is increased to cover 
the approved hour(s). When hour(s) go into the "Suspense" category, it 
signifies to Branch Management that either an input error has occurred or 
budget adjustments are required. A daily email reminder issued from the PAL 
system goes to the Employee and approving Supervisor until the suspense 
hour(s) are resolved. 

Ongoing use of the Suspense Hours concept is vital to managing staff billable time 
charges. The current system works as designed for its intended purpose. RESD 
will utilize existing reports to better manage staff time entries and identify when 
RESD Management needs to get involved in Branch issues. The following protocol 
shall be utilized: 

A. 	 Each Project Director/Manager will meet with their project team (project team 
is defined as including all DGS employees working on a project regardless of 
branch, section or unit assignment) to conduct monthly meetings during the 
life of the project to track and monitor all time charges to active projects. 
Specifically, the team shall forecast future billable hours and compare them 
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with availabl e remaining hours and make proactive budget adjustments to 
avoid suspense hours. 

B. 	 Supervisors will monitor suspense hour reports on a monthly basis for projects 
under their supervision and work with project staff and management to resolve 
outstanding issues in. a timely manner as follows : 

1. 	 On or about the 101
h of each month, an interface occurs between PAL and 

the Controller's Office. All employee time sheets must be submitted and 
approved prior to that date/time . 

2. 	 Shortly after the interface, a report entitled "DGS Employee Direct/Indirect 
Hours Report" will be run by each Branch and or Section which provides a 
summary of each employee's indirect hours, billable hours and suspense 
hours. 

3. 	 Based on the report, each. Branch's Management Team shall review the 
report to determine the reasonableness of each employee's number of 
indirect and billable hours. Suspense hours shall be reviewed in detail. 

4. 	 By the 151
h of each month, all Suspense hours that can be resolved 

internally within a Branch (i.e. the employee charged an incorrect task, 
budget money needs to be moved within tasks, etc.) are resolved. 

5. 	 By the 201 
h of each month, all Project/tasks requiring inter branch review and 

resolution are issued to the Branch Chiefs for their consideration. Inter 
branch discussions commence. Examples of resolutions may include 
utilizing another budget category (i.e. Special Consultants, State Fire 
Marshal, etc.) if the actual costs appear to be less than budgeted . A 
determination is made whether an augmentation needs to be pursued and 
the justification for the augmentation is determined . 

6. 	 By the 251 
h of each month, a written plan is established for all outstanding 

and unresolved suspense hours signed by all Branch Chiefs impacted by the 
plan. The plan is submitted to the RESD Deputy Director via the RESD 
Governance Council and a meeting is established , if necessary. The RESD 
Deputy Director will review the circumstances and plan for reimbursement 
and if the suspense hours for a given project exceeds 40 hours at any given 
sub task level (i.e.: XX.NNN.NNN or 100 hours at the project level 
regardless of individual sub task balances, a determination will be made 
whether to stop the project. 

QUESTIONS 	 Questions may be directed to your respective RESD Program/Project 
Director, Assistant Branch Chief or Branch Chief. 

APPROVAL 
 (Signature on file) (Signature on file) 

James Derby 
Assistant Deputy Director Deputy Director (A) 
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Government Code 13324. hery person who incurs onyexpenditure in excess of the allotment s or other provisions of the fiscal year 
budget os approved by the deportment or as subsequently changed by or with the approval of the de portmen t, is liable both personally and 
on his official bond for th e amount of the excess expenditures. 

Budget Act Section 32. (o} The officers of the various departments, boards, commissions, andinstitutions, for whose benefit and 
support appropriations ore mode in this oct, ore expressly forbidden to make any expenditures in excess of these appropriatio ns. Any 
indebtedness ollempted to be created ogoinstthe stole in violation of this section shall be null and void, and shall not be allowed by the 
Controller nor paid out of any stale appropriation. 
(b) Any member of odeportment, board, commission, or institutionwho shall vote for onyexpenditure, or creole any indebtedness against 
the state in excess of the respectiveappropriation smode by this oct shall be liable both personally andon hisor her ollie iol bond for the 
amount of the indebtedness, to be recovered in any court of competent jurisdiction by the person or persons, firm, or corporation to which· 
the indebtedness is owing. Notwithstanding the foregoing or ony other provision of low, operson may not be·held personally liable lor the 
amount of any indebtedness created by on expenditure in excess of on appropriation mode by this oct if oil of the following occur: (I} the 
expenditure is in response to increases in enrollment, population, or caselood by the Stole Deportment of Social Services, the Deportment of 
Corrections ond Rehabilitation, the State Deportment of Developmental Services, the Stole Deportment of Mental Health, the Stole 
Deportment of Health Core Services, or the State Deportment of Public Health; (2} that expenditure is incurred no sooner than 30 days alter 
the Director of finance provides wrlllen nolilicolion of its necessity to the Chairperson of the Joint Legislative Budget Commillee; and (3} if 
the chairperson doesnot advise in response thottheexpenditure shall not occur. The director's nolificotion shall include o certification ol 
ony amounts required by enrollment, population, or coseload, ra ther than managementdecisions or policy changes. 
(c) Neit her subdivision (o} nor (b) applies to th eexpenditure ol moneys to fund continuousappropriations, including oppropr lotion smode in 
the California Constitution, ond lederollowsmandating the expenditure of fund s. 




