SANTA CLARA COUNTY
Audit Report
CHILD ABDUCTION AND RECOVERY PROGRAM

Chapter 1399, Statutes of 1976; Chapter 162,
Statutes of 1992; and Chapter 988, Statutes of 1996

July 1, 2003, through June 30, 2007

JOHN CHIANG
California State Controller

December 2009




JOHN CHIANG
Caltfornia State Controller

December 4, 2009

The Honorable Liz Kniss, President
Board of Supervisors

Santa Clara County

County Government Center, East Wing
70 West Hedding Street

San Jose, CA 95110

Dear Ms. Kniss:

The State Controller’ s Office audited the costs claimed by Santa Clara County for the
legidlatively mandated Child Abduction and Recovery Program (Chapter 1399, Statutes of 1976;
Chapter 162, Statutes of 1992; and Chapter 988, Statutes of 1996) for the period of July 1, 2003,
through June 30, 2007.

The county claimed $2,480,334 for the mandated program. Our audit disclosed that $2,183,602
is alowable and $296,732 is unallowable. The costs are unallowable primarily because the
county claimed overstated and unsupported costs. The State paid the county $1,760,125.
Allowable costs claimed exceed the amount paid by $423,477.

If you disagree with the audit findings, you may file an Incorrect Reduction Claim (IRC) with
the Commission on State Mandates (CSM). The IRC must be filed within three years following
the date that we notify you of aclaim reduction. Y ou may obtain IRC information at the CSM’s
Web site at www.csm.ca.gov/docs/|RCForm.pdf.

If you have any questions, please contact Jim L. Spano, Chief, Mandated Cost Audits Bureau, at
(916) 323-5849.
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Chief, Division of Audits
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Santa Clara County

Child Abduction and Recovery Program

Audit Report

Summary

Background

The State Controller's Office (SCO) audited the costs claimed by
Santa Clara County for the legislatively mandated Child Abduction and
Recovery Program (Chapter 1399, Statutes of 1976; Chapter 162,
Statutes of 1992; and Chapter 988, Statutes of 1996) for the period of
July 1, 2003, through June 30, 2007.

The county claimed $2,480,334 for the mandated program. Our audit
disclosed that $2,183,602 is allowable and $296,732 is unallowable. The
costs are unallowable primarily because the county claimed overstated
and unsupported costs. The State paid the county $1,760,125. Allowable
costs claimed exceed the amount paid by $423,477.

Chapter 1399, Statutes of 1976 established the mandated Child
Abduction and Recovery Program based on the following laws:

e Civil Code section 4600.1 (repealed and added as Family Code
sections 3060-3064 by Chapter 162, Statutes of 1992);

e Pena Code sections 278 and 278.5 (repealed and added as Pend
Code sections 277, 278, and 278.5 by Chapter 988, Statutes of 1996);
and

o Welfare and Institutions Code section 11478.5 (repealed and added as
Family Code section 17506 by Chapter 478, Statutes of 1999, last
amended by Chapter 759, Statutes of 2002).

These laws require the District Attorney’ s Office to assist persons having
legal custody of achildin:

o Locating their children when they are unlawfully taken away;

e Gaining enforcement of custody and visitation decrees and orders to
appedr;

o Defraying expenses related to the return of an illegally detained,
abducted, or concealed child;

o Civil court action proceedings; and

o Guaranteeing the appearance of offenders and minorsin court actions.

On September 19, 1979, the State Board of Control (now the Commission
on State Mandates [CSM]) determined that this legislation imposed a
state mandate reimbursable under Government Code section 17561.

The program’ s parameters and guidelines establish the state mandate and
define reimbursement criteria. CSM adopted the parameters and
guidelines on January 21, 1981, and last amended them on August 26,
1999. In compliance with Government Code section 17558, the SCO
issues claiming instructions to assist local agenciesin claiming mandated
program reimbursable costs.
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Objective, Scope,
and M ethodology

Conclusion

We conducted the audit to determine whether costs claimed represent
increased costs resulting from the Child Abduction and Recovery
Program for the period of July 1, 2003, through June 30, 2007.

Our audit scope included, but was not limited to, determining whether
costs claimed were supported by appropriate source documents, were not
funded by another source, and were not unreasonable and/or excessive.

We conducted this performance audit under the authority of Government
Code sections 12410, 17558.5, and 17561. We did not audit the county’s
financial statements. We conducted the audit in accordance with
generally accepted government auditing standards. Those standards
require that we plan and perform the audit to obtain sufficient,
appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the evidence
obtained provides a reasonable basis for our findings and conclusions
based on our audit objectives.

We limited our review of the county’s internal controls to gaining an
understanding of the transaction flow and claim preparation process as
necessary to develop appropriate auditing procedures.

Our audit disclosed instances of noncompliance with the requirements
outlined above. These instances are described in the accompanying
Summary of Program Costs (Schedulel) and in the Findings and
Recommendations section of this report.

For the audit period, Santa Clara County claimed $2,480,334 for costs of
the Child Abduction and Recovery Program. Our audit disclosed that
$2,183,602 is alowable and $296,732 is unallowable.

For the fiscal year (FY) 2003-04 claim, the State made no payment to the
county. Our audit disclosed that $535,954 is allowable. The State will
pay that amount, contingent upon available appropriations.

For the FY 2004-05 claim, the State paid the county $353,023. Our audit
disclosed that the entire amount is allowable.

For the FY 2005-06 claim, the State paid the county $656,832. Our audit
disclosed that $605,251 is allowable. The State will offset $51,581 from
other mandated program payments due the county. Alternatively, the
county may remit this amount to the State.

For the FY 2006-07 claim, the State paid the county $750,270. Our audit
disclosed that $689,374 is allowable. The State will offset $60,896 from
other mandated program payments due the county. Alternatively, the
county may remit this amount to the State.
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Views of
Responsible
Official

Restricted Use

We issued a draft audit report on October 14, 2009. Vinod K. Sharma,
Controller-Treasurer, responded by letter dated November 9, 2009
(Attachment), disagreeing with the audit results for Findings 1 and 2 and
agreeing with the results for Findings 3 and 4. This fina audit report
includes the county’ s response.

This report is solely for the information and use of Santa Clara County,
the California Department of Finance, and the SCO; it is not intended to
be and should not be used by anyone other than these specified parties.
This restriction is not intended to limit distribution of this report, which
isamatter of public record.

Original signed by
JEFFREY V. BROWNFIELD
Chief, Division of Audits

December 4, 2009
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Schedule 1—

Summary of Program Costs
July 1, 2003, through June 30, 2007

Actual Costs Allowable Audit
Cost Elements Claimed per Audit Adjustment  Reference’

July 1, 2003, through June 30, 2004

Direct costs:
Saaries $ 442,717 $ 329,367 $ (113,350) Findings1, 2,3
Benefits 123,065 88,419 (34,646) Findings1, 2,3
Travel and training 15,811 15,811 —

Total direct costs 581,593 433,597 (147,996)

Indirect costs 138,616 102,357 (36,259) Findings1, 2, 3

Total program costs $ 720,209 535,954 $ (184,255)

Less amount paid by the State —

Allowable costs claimed in excess of (less than) amount paid $ 535,954

July 1, 2004, through June 30, 2005

Direct costs:
Salaries $ 213,751 $ 392461 $ 178,710 Findingsl, 2
Benefits 57,767 125,054 67,287 Findings1, 2,4
Travel and training 14,820 21,233 6,413 Finding 5

Total direct costs 286,338 538,748 252,410

Indirect costs 66,685 127,102 60,417 Findings1, 2,4

Total direct and indirect costs 353,023 665,850 312,827

Less allowable costs that exceed costs claimed ? — (312,827) (312,827)

Total program costs $ 353,023 353,023 $ —

Less amount paid by the State (353,023)

Allowable costs claimed in excess of (less than) amount paid $ —

July 1, 2005, through June 30, 2006

Direct costs:
Saaries $ 362577 $ 333,788 $ (28,789) Finding1
Benefits 165,923 152,749 (13,174) Finding 1
Travel and training 7,200 7,200 —

Total direct costs 535,700 493,737 (41,963)

Indirect costs 121,132 111,514 (9,618) Finding 1

Total program costs $ 656,832 605251 $ (51,581)

Less amount paid by the State (656,832)

Allowable costs claimed in excess of (less than) amount paid $ (51,581
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Schedule 1 (continued)

Actual Costs Allowable Audit
Cost Elements Claimed per Audit Adjustment  Reference’
July 1, 2006, through June 30, 2007
Direct costs:
Salaries $ 410209 $ 376817 $ (33,392) Finding 1
Benefits 201,314 184,922 (16,392) Finding 1
Services and supplies 368 368 —
Travel and training 1,887 1,887 —
Total direct costs 613,778 563,994 (49,784)
Indirect costs 136,492 125,380 (11,112) Finding 1
Total program costs $ 750,270 689,374 $ (60,896)
Less amount paid by the State (750,270)
Allowable costs claimed in excess of (less than) amount paid $ (60,896)
Summary: July 1, 2003, through June 30, 2007
Direct costs:
Saaries $ 1429254 $1432433 $ 3,179
Benefits 548,069 551,144 3,075
Services and supplies 368 368 —
Travel and training 39,718 46,131 6,413
Total direct costs 2,017,409 2,030,076 12,667
Indirect costs 462,925 466,353 3,428
Total direct and indirect costs 2,480,334 2,496,429 16,095
Less allowable costs that exceed costs claimed ? — (312,827) (312,827)
Total program costs $ 2,480,334 2,183,602 $ (296,732)
Less amount paid by the State (1,760,125)
Allowable costs claimed in excess of (lessthan) amount paid $ 423477

! See the Findi ngs and Recommendations section.

2 Government Code section 17561 sti pulates that the State will not reimburse any claim more than one year after
the filing deadline specified in the SCO's claiming instructions. That deadline has expired for FY 2004-05.
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Findings and Recommendations

FINDING 1—
Overstated productive
hourly rates

The county claimed unallowable salaries totaling $115,019. The related
benefits and indirect costs total $44,118 and $37,254, respectively. The
costs are unallowable because the county overstated employees
productive hourly rates. The county included unallowable deductions for
training time and break time in its calculation of countywide average
annual productive hours.

Unallowable Training Hour Deduction

The county deducted training hours from regular hours worked to
calculate countywide average annual productive hours. The deduction is
unalowable because the county did not provide documentation
substantiating the training hours that it deducted. In addition, the
deducted training hours include training that benefits specific programs
or employee classifications.

The county’ s payroll system includes a training code to track employees
training hours. The county stated that employees charged time to the
training code when they attended non-program-related training. It stated
that employees charge time to this code for the following training:

1. Training required by employees bargaining unit agreements,
training for licensure/certification requirements, and continuing
education for specific job classifications such as attorneys, probation
officers, real estate property appraisers, physicians, and nurses

2. Cadlifornia Commission on Peace Officer Standards and Training
(POST) training for law enforcement personnel

3. County-required training such as new employee orientation,
supervisory training, safety seminars, and software classes

The county did not provide documentation substantiating the training
hours that it deducted. Items 1 and 2 above identify training hours that
pertain to specific programs or employee classifications. As such, it is
inappropriate to deduct these hours when calculating countywide average
annual productive hours.

While it might be appropriate to deduct some training hours identified in
item 3 above, the county did not:

o Separately identify and provide supporting documentation for these
training hours;

¢ Provide documentation showing that it required the training for all
county employees; or

e Provide documentation showing that employees did not otherwise
charge the training time to specific programs.
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Unallowable Break Time Deduction

The county aso deducted employee break time from regular hours
worked to calculate countywide average annua productive hours. The
deduction is unallowable because the county deducted authorized break
time rather than actual break time taken. In addition, the county did not
adjust for break time charged directly to program activities.

The following table summarizes the audit adjustment:

Fisca Year
2003-04 2004-05 2005-06 2006-07 Tota
Salaries $ (35/416) $ (17,422) $ (28,789) $ (33,392) $ (115,019)
Benefits (9,844) (4,708) (13,174) (16,392) (44,118)
Total salaries
and benefits (45,260) (22,130) (41,963) (49,784) (159,137)
Indirect costs (11,089) (5,435) (9,618) (11,112) (37,254)

Audit adjustment  $ (56,349) $ (27,565) $ (51,581) $ (60,896) $ (196,391)

The program’s parameters and guidelines state, “All costs claimed must
be traceable to source documents and/or worksheets that show evidence
of and the validity of such costs.”

Recommendation

We recommend that the county:

e Modify its payroll system to accumulate only those training hours
applicable to county-required training attended by all county
employees,

e Deduct only actual break time taken by all county employees. If the
county does not wish to track actual break time taken, it may absorb
break time into the activity that the employee performs immediately
before or after the break; and

e Maintain documentation that supports both training time and break
time that it deducts from regular hours worked to calculate
countywide average annual productive hours.

County’ s Response

The County does not concur with this finding.

...In creating its average annua productive hours, the County
carefully ensured that all non-productive time was removed from the
total annual hours. The County removed time spent in training and
breaks. These revisions are in line with the State Controller Office
(SCO) claiming ingtructions. The Mandated Cost Manua for Local
Agencies (“Manual”) specificaly indicates that using 1,800 hours is
not the only approved approach. The Manual clearly states that use of
countywide average annua productive hours is aso an approved
method. The County calculated its average annual productive hours in
full compliance with the Manual. The County cannot and should not be
penalized for availing itself of an approved methodology.
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The County submits, on average, 25 to 30 claims annually. As these
claims are prepared by up to 20 different staff members, the process
could easily fal victim to inconsistency in approaches, accuracy and
documentation with respect to calculating a productive hourly rate.
Recognizing this threat and wanting to create a more reliable, county-
wide system, the County embarked on the creation of a verifiable and
accurate method of establishing a productive hourly rate through the
computation of average productive hours. As a result, the County’s
methodology improves its SB90 program claiming accuracy,
consistency, and documentation. It also facilitates the State audit
process because the methodology for the County’s annual productive
hours calculation is fully documented and supported.

In creating its average annua productive hours, the County carefully
ensured that all non-productive time was removed from the total annual
hours. In addition to those items suggested by the SCO above, the
County removed time spent in training and on breaks. Such revision
from the manner suggested by the SCO ensures greater accuracy. The
more accurate the computational factors, the more accurate the result.
Indeed, in response to the final audit report, the County made further
adjustments solidifying the precision of its productive hours
computation.

The SCO's main complaint seems to be that the County used
authorized break times and required training times rather than actual
times spent on these activities. As explained below, the County used
authorized break times because they are lega and contractua
obligations. The County identified the training for each employee
depending upon his/her professional and job requirement. Once the
training programs are identified, the actua time spent on training is
recorded and consolidated through the time keeping system. The
County used actual time spent on training and not just required training.

State law requires that workers be given two fifteen minutes break
periods per day. All County employees are required to take these
breaks. This is no different from the paid holidays, which are
specifically set forth as properly included in the calculation by the
SCO. The treatment given to breaks is based on law and labor contracts
and there is no presumption involved. On the other hand, in order to
account for break time taken by each employee as the SCO desires, the
County would have to employ a clock-in, clock-out system for breaks
to ensure that the break times are recorded. Such an expenditure of time
and costs is unwarranted when these break times are legally mandated,
and would only increase the cost of operations and will yield no
additional advantage to the County or the State. The auditor's
suggestion that the County may absorb break time into the activity that
the employee performsimmediately before or after the break is also not
workable as this will artificialy inflate the time spent and cost of the
specific task. The County's current methodology is accurate and
efficient.

The same argument applies with even greater force to training time
when County employees undertake the necessary training required for
licensure or certification. Such education is highly likely to be pursued
because of its impact on the employees license or certification and,
ultimately, their ability to perform in their duties. The audit finding
stated that the County did not provide documentation substantiating the
training hours that were deducted is also not correct as these documents
are maintained by each department. The auditors were requested to
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verify these documents, if necessary, in the respective departments.
They did not choose to do so. As the County is using a countywide
productive hourly rate used by all departments, the documentation may
be audited in each department. The disallowance is not backed by
proper audit practices as the auditor may conduct a test audit of the
supporting documents, but failed to do so.

The use of a countywide productive hourly rate is explicitly authorized
by the State Controller’s claiming instructions. The productive hourly
rate used by the County for this claim is fully documented and was
accurately calculated by the County Controller’s Office. All supporting
documents for the calculation of the countywide productive hours were
provided during the audit.

Further, the County Controller-Treasurer notified SCO on December
2001 that the County elected to change its state mandated claiming
procedures relating to the calculation of productive hourly rates. The
County reported that the switch to a countywide methodology for the
calculation of average productive hours would improve state mandate
claiming accuracy, consistency, documentation and facilitate the State
audit function. Consequently, more than 30 claims were submitted and
accepted each year from 2002 and onwards using this methodology.
Furthermore, the State Controller has accepted the County’s use of
countywide productive hours for state mandated claims as evidenced by
an e-mail from Mr. Jim L. Spano dated February 6, 2004; a copy of the
statement is enclosed.

SCO’s Comment

Our finding and recommendation are unchanged.

The county discusses the SCO’s claiming instructions and states that it
should not be “penaized for availing itself of an approved
methodology.” We agree that the SCO’s claiming instructions allow the
county to calculate productive hourly wage rates using countywide
average annual productive hours. We did not adjust the county annual
productive hours to 1,800 hours; therefore, the county’s comments
regarding that methodology are irrelevant. The county has not been
“penalized” for using an approved methodology. We disagree that the
county “calculated its average annual productive hours in full
compliance” with the SCO’s claiming instructions. We also disagree that
the county’s calculation is “fully documented and supported.” Our audit
report explains why the county’ s calculation isimproper.

The county states, “. . . in response to the final audit report, the County
made further adjustments solidifying the precision of its productive hours
computation.” The county does not identify which “final audit report” it
references, nor does it identify what “adjustments’ it made. Therefore,
we are unable to address this portion of the county’ s response.

The county’s response fails to address the primary audit issues. The
county presents an involved argument regarding the county’s legal
obligations to provide break time. The county states, “...in order to
account for break time taken by each employee as the SCO desires, the
County would have to employ a clock-in, clock-out system for breaks to
ensure that break times are recorded.” Our audit report includes no such
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suggestion. The county also states, “All county employees are required to
take these breaks.” We believe thisis an inaccurate statement; the county
is required to provide break time, but employees are not required to take
break time. In addition, the county’s failure to document actual break
time is contrary to standard federal time accounting guidance. The U.S.
Department of Health and Human Services Implementation Guide for
Office of Management and Budget Circular A-87 (ASMBC-10) states,
“A PAR [personnel activity report] is a timesheet or log maintained by
the employee which contemporaneously accounts for 100% of their time.
The objective is to identify effort spent on multiple activities or
programs. Breaks, meals, generic training, etc. can all be coded to a
single activity such as “admin” or “other,” which in turn would be
reallocated to the activities or programs [emphasis added].”

The county calculated its countywide average annual productive hours
by deducting authorized break time rather than actual break time taken. It
isirrelevant whether the county has correctly assumed that al employees
take all authorized break time. The county’s accounting system did not
consistently limit daily hours reported to 7.5 hours worked or otherwise
reflect actual break time taken. Furthermore, when calculating the break
time deduction for average annual productive hours, the county did not
address instances in which employees work less than 8 hours a day and
did not address employees who work alternate work schedules (i.e., 9 or
10-hour workdays with regularly scheduled non-work days).

In its response to our previous audit of this program, the county stated,
“The County has directed all employees to limit the daily reporting of
hours worked to 7.5 hours when preparing SB 90 claims [emphasis
added]. . . .” This does not constitute consistent break time accounting
for all county programs (mandated and non-mandated). In addition,
actual mandated program employee timesheets show that employees did
not exclude “authorized” break time when reporting hours worked. We
reviewed Child Abduction and Recovery Program timesheets showing
that the employee charged his/her full 8-hour workday to “reimbursable
hours worked.” Duplicate reimbursed hours result when employees
charge 8 hours daily to program activities, yet the county identifies 0.5
hours daily as nonproductive time in its calculation of countywide
average annual productive hours.

Regarding training hours deducted, the county cannot assume that
employees will complete training based on bargaining agreement,
licensure, or certification requirements. Developing productive hours
based on estimated costs is not consistent with Title 2, Code of Federal
Regulations, Part 225 (Office of Management and Budget [OMB]
Circular A-87), Cost Principles for State, Local, and Indian Tribal
Governments, and the parameters and guidelines for the program. In
addition, the deducted training time benefited specific departments or
employee classifications within departments rather than being general
countywide training that benefited all departments and classifications.
Thisis contrary to ASMBC-10, which states that the county may allocate
generic training.
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OMB Circular A-87, Attachment A, states that costs must be distributed
according to the relative benefit received. The county’s accounting
system does not separately identify training time directly charged to
program activities. In addition, we gathered evidence showing that the
county included program-related training in pay-period data reporting.
A county memorandum dated June 10, 2002, advises county departments
to use new training codes to report training hours. The memorandum
states, “The hours that the employee is away from hig’her normal
productive work is the key for reporting the hours regardless of the type
of the training (i.e. employee orientation, continue education,
conferences, seminars, college courses) or if the training is mandatory or
non-mandatory.” The wording of this memorandum does not support the
county’ s contention that it included only non-program related training in
its payroll system. It also validates our conclusion that the county
deducted training time benefitting only certain departments, or employee
classifications within departments, rather than generic training attended
by all employees.

The county states, “The audit finding stated that the County did not
provide documentation substantiating the training hours that were
deducted is also not correct as these documents are maintained by each
department. The auditors were requested to verify these documents, if
necessary, in the respective departments. They did not choose to do so.”
We disagree. We asked the county to provide documentation of
countywide generic training versus training specific to particular
programs, departments, or employee classifications. The county chose
not to gather the requested information. It is not the auditors
responsibility to gather thisinformation for the county.

The SCO’s claiming instructions do not identify training and authorized
break time as deductions from total hours for calculating productive
hours. The county cannot infer that the SCO accepted its methodol ogy
simply because the county notified the SCO of its methodology on
December 27, 2001. In addition, the county states that the SCO
“accepted” previous claims that the county submitted. We disagree; we
have not accepted the county’s methodology in prior audits. We audited
the following county mandated programs as follows and reported the
same issue:

Program Audit Period Audit Report Date

Domestic Violence

Treatment Services July 1, 1998-June 30, 2001  February 26, 2004
Open Meetings Act July 1, 1998-June 30, 2001  February 26, 2004
Sexudly Violent Predators  July 1, 1998-June 30, 2001  July 30, 2004
Absentee Ballots July 1, 2000-June 30, 2003  June 30, 2005
Child Abduction and

Recovery July 1, 1999-June 30, 2002  March 17, 2006
Peace Officers Procedura

Bill of Rights July 1, 2003-June 30, 2006  May 14, 2008
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The county also states that the SCO accepted the county’s methodology
in an e-mail from the SCO dated February 6, 2004. Our e-mail states:

The use of countywide productive hours would be acceptable to the
State Controller’s Office provided al employee classifications are
included and productive hours are consistently used for all county
programs (mandated and nonmandated).

The SCO's Mandated Cost Manua (claiming instructions), which
includes guidelines for preparing mandated cost claims, does not
identify the time spent on training and authorized breaks as deductions
(excludable components) from total hours when computing productive
hours. However, if a county chooses to deduct time for training and
authorized breaks in calculating countywide productive hours, its
accounting system must separately identify the actual time associated
with these two components. The accounting system must also
separately identify training time directly charged to program activities.
Training time directly charged to program activities may not be
deducted when calculating productive hours.

The countywide productive hours used by Santa Clara County were not
consistently applied to al mandates for FY 2000-01. Furthermore,
countywide productive hours used during the audit period include
unallowable deductions for time spent on training and authorized
breaks. The county deducted training time based on hours required by
employees’ bargaining unit agreement and continuing education
requirements for licensure/certification rather than actual training hours
taken. In addition, the county deducted authorized break time rather
than actual break time taken. The county did not adjust for training time
and break time directly charged to program activities during the audit
period, and therefore, cannot exclude those hours from productive
hours.

While we agreed with the concept of countywide average annual

productive hours, we did not concur with the specific methodology that
the county presented.
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FINDING 2—
Overstated and
understated salaries,
benefits, and indirect
costs

The county overstated salaries for fiscal year (FY) 2003-04 and
understated salaries for FY 2004-05. In total, the county understated
salaries by $90,033. The related benefits and indirect costs total $22,670
and $27,762, respectively.

Fiscal Year 2003-04

The county overstated salaries by $106,099. The related benefits and
indirect costs total $30,325 and $33,424. The county did not provide
adequate documentation supporting the mandate-related hours that it
clamed. County employees did not maintain timesheets to document
actual time spent performing mandate-related activities. Instead, the
county submitted a one-month time study that it conducted from
November 15, 2004, through December 10, 2004, to support FY 2003-04
claimed costs.

The county previously submitted the time study during our audit of the
county’s Child Abduction and Recovery Program for the period July 1,
1999, through June 30, 2002 (report dated March 17, 2006). We rejected
the county’ s time study in our prior audit. Our prior audit report states:

We concluded that the county’ s time study does not adequately support
salary and benefit costs claimed for the following reasons:

e The county did not identify how the time period studied was
representative of the fiscal year.

e The county did not summarize the time study results and show how
the county could project the results to approximate actua costs for
the audit period.

e The Child Abduction and Recovery Program mandated activities
require a varying level of effort; therefore, a time study is not
appropriate to document mandate-related time.

During the current audit, the county resubmitted the time study with a
summary of the time study results and a projection of the results to a full
fiscal year. However, we concluded that the time study is still not
representative of FY 2003-04. For example, the time study included three
employee classifications that the county did not include on its FY
2003-04 claim.

In addition, we concluded that the time study period does not represent
actual mandate-related time that employees spent for FY 2004-05. Thus,
the time study results cannot be projected to FY 2003-04. The time study
period included the Thanksgiving Day holiday. Time-studied employees
worked fewer hours during this week; three employees did not work at
al during the week. Also, the county believes that, “there were no
substantial changes in staffing levels or workload within the program”
for FY 2004-05. However, subsequent timesheets show that the opposite
is true. County employees maintained actual timesheets for the period of
January 2005 through June 2005. During that time, employees
documented monthly mandate-related time between 440.5 hours and
662.5 hours, avariance of 50%.
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Although we rejected the county’s four-week time study, we concluded
that the January 2005 through June 2005 timesheets reasonably represent
a fiscal year. We extrapolated these hours to approximate actual hours
for the year. We alowed the extrapolated hours for the employees
claimed by the county during FY 2003-04. The unsupported costs
represent the difference between costs claimed and alowable costs
calculated from the FY 2004-05 extrapolated hours.

Fiscal Year 2004-05

The county understated salaries by $196,132. The related benefits and
indirect costs total $52,995 and $61,186, respectively. The county claimed
costs only for those hours that employees documented on timesheets that
they maintained from January 2005 through June 2005. As we did for FY
2003-04, we extrapolated these hours to approximate actual hours for FY
2004-05.

The parameters and guidelines state, “ All costs claimed must be traceable to
source documents and/or worksheets that show evidence of and the validity
of such costs.”

Recommendation

Beginning January 2005, the county maintained timesheets to document
actua time that employees spent performing mandate-related activities. We
recommend that the county continue using these timesheets to document
mandate-related hours.

County’ s Response

The County does not concur with this finding.

Fiscal Year 2003-04:

The auditor disallowed $106,099 in sdaries, $30,325 in benefits, and
$33,424 in indirect costs. The reason for the disallowance was that the
County submitted a time study conducted from November 15, 2004
through December 10, 2004 as support for the claim. The auditor
concluded that the time study was not representative. This disallowance
isinappropriate.

The Sacramento County Superior Court (Case No. 06CS00748) issued
aruling on February 19, 2009 finding that reductions made by the State
Controller on the ground that claimants did not have contemporaneous
source documents supporting their reimbursement claims were invalid
as an underground regulation if the contemporaneous source document
requirement was not in the Commission’s parameters and guidelines.
The court held that the Controller has no authority to reduce a claim on
the ground that a claimant did not maintain contemporaneous source
documents to support their claim.

The time study conducted by the County was done in close proximity
to the clam period and for a reasonable length of time to merit
acceptance as representative of the fiscal year. The time study was
conducted closer to the claim period than the alternative method used
by the auditor. The auditor chose to extrapolate against a period later
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than the time study and then further discounted the results. The County
maintains that the time study originally submitted should be used to
justify the claims. The County requests. that the time study be accepted
as appropriate support for the claim and the alowable costs be
recalculated and revised in the audit report.

Fiscal Y ear 2004-05:

The audit report states that the County understated salaries by $196,132
and the related benefits and indirect costs total $52,995 and $61,186
respectively. The County claimed costs only for those hours that
employees documented on timesheets that they maintained from
January 2005 to June 2005. Similar to FY 2003-04, the auditor
extrapolated these hours to compute the total hours for FY 2004-05.

While we thank the auditor for doing the extrapolation, the allowable
costs identified were not treated as alowable reimbursement to the
County that should have been done by the auditor.

Our comments are:

1. The audit has identified that the county understated its costs by
$312,827. This cost should be allowed and reimbursed to the
County. Thisis acase of omission and error by the County. Because
the auditor had used extrapolation, the costs for the first six months
of the fiscal year should also be alowed and reimbursed.

2. Alternatively, because the auditor rejected the time study done for
FY2003-04, accepted it for the year FY2003-04 by using
extrapolation from records in FY 2004-05, the auditor should allow
the same practice to be used for calculating the cost reimbursement
for thefirst half of FY 2004-05.

3. The lack of support documents is an improper reason for
disallowance for the reasons discussed under finding No. 2 above.

SCO'’'s Comment

We modified our audit finding only to remove the word
“contemporaneous.” Our recommendation is unchanged.

The county discusses a court case and states that the SCO may not
require contemporaneous source documents unless the parameters and
guidelines specifically require such documents. While the Child
Abduction and Recovery Program parameters and guidelines do not
specifically require contemporaneous records, they do require that the
county report actual costs and that al costs claimed “be traceable to
source documents and/or worksheets that show evidence of and the
validity of such costs.”

The county’s response fails to validate that its four-week time study is
representative of either FY 2003-04 or FY 2004-05. The county failed to
address the following issues noted in our audit report:

e Thetime study included three employee classifications that the county
did not include on its FY 2003-04 claim.
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FINDING 3—

Under stated salaries,
benefits, and indirect
costs

e The time study period included the Thanksgiving Holiday week.
Time-studied employees worked fewer hours during this week; three
employees did not work at al during the week.

e The time study period was insufficient to account for substantial
changes in workload. For the six-month period of January through
June 2005, actual timesheets show that employees documented
monthly mandate-related time varying between 440.5 hours and 662.5
hours, a 50% variance.

The county states, “ The auditor chose to extrapolate against a period later
than the time study and then further discounted the results.” The county
did not clarify or document how it believes that we “discounted the
results;” therefore, we are unable to address this portion of the county’s
response.

For FY 2004-05, the county notes that our audit identifies allowable
costs that exceed claimed costs by $312,827. The county believes that it
should be reimbursed for total allowable costs. Government Code section
17561 stipulates that the State will not reimburse any claim more than
one year after the filing deadline specified in the SCO’s claiming
instructions. That deadline has expired for FY 2004-05; therefore, the
county may not amend its claim to account for the additional allowable
costs. In addition, the SCO has no authority to increase the county’s
claim.

For FY 2003-04, the county understated one investigator's salary by
$28,165. The related benefits and indirect costs total $5,523 and $8,254,
respectively.

The county calculated the employee’ s productive hourly rate and benefit
rate using incorrect annual salary and benefit costs. County personnel
stated that the incorrect data resulted from an input error to the county’s

payroll system.

The parameters and guidelines require the county to claim actua costs.
They sate, “All costs claimed must be traceable to source documents
and/or worksheets that show evidence of and the validity of such costs.”

Recommendation

We recommend that the county accurately cal culate productive hourly rates
and benefit ratesthat it uses to claim mandate-related costs.

County’ s Response

The county concurred with the audit finding.
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FINDING 4—
Under stated benefits

FINDING 5—
Understated travel
costs

The county understated benefits by $19,000. The related indirect costs
total $4,666.

For FY 2004-05, the county incorrectly calculated employee benefit
rates. It divided annual benefit costs by total compensation (salary plus
benefit costs), instead of dividing by salary costs only. In addition, for
two employees, the county incorrectly included overtime pay as a benefit
cost.

The parameters and guidelines state that actua costs should be included in
each claim. They aso state, “All costs claimed must be traceable to source
documents and/or worksheets that show evidence of and the validity of
such costs.”

Recommendation

We recommend that the county claim actua benefit costs by correctly
calculating benefit rates and excluding overtime pay from benefit costs.

County’ s Response

The county concurred with the audit finding.

The county understated FY 2004-05 travel and training costs by $6,413.
Two investigators incurred travel expenses while performing mandate-
related activities. The investigators charged most travel expenses directly
to the county and submitted trip expense vouchers for out-of-pocket
travel expenses. The county incorrectly claimed the reimbursement that
was due the employee rather than the total travel expense.

The parameters and guidelines state that actual costs should be included in
each claim. They also state, “All costs claimed must be traceable to source
documents and/or worksheets that show evidence of and the validity of
such costs.”

Recommendation

We recommend that the county claim actua costs for al mandate-related
travel expenses.

County’ s Response

The county concurred with the audit finding.
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OTHER ISSUE—
Timeperiod allowed
for response to draft
audit report

The county’s response included comments regarding the time that the
SCO allowed for the county to submit its draft audit report response.

County’ s Response

Furthermore, the time limit provided to County to furnish the response
is arbitrary and not justifiable. We strongly object to the State insisting
on the response to be given within 15 days of the receipt of the audit
report. The county has to examine all the aspects before finalizing the
responses and must also consult the legal department as every audit
report ultimately has to be challenged by means of an incorrect
reduction claim and legal action if needed. The County needs at least
60 days time to furnish the response. We request that the State provide
60 days for the County to furnish audit responses on all future audits.

SCO’s Comment

The SCO will not automatically allow the county to submit its response
up to 60 days from its receipt of the formal draft audit report. The county
may request atime extension; the SCO evaluates such requests on a case-
by-case basis. The county requested a time extension to respond to the
draft report for this audit. We denied the county’s request. The county
concurred with three of the five findings in this report. The county has
previoudy responded to the issues presented in Finding 1; its current
response is substantially similar to its previous responses. Similarly,
Finding 2 is not a “new” issue for the county. As stated in our finding,
we reviewed and rejected the county’ s time study in our previous audit of
this program.

In addition, the county fails to acknowledge that it received the draft
report information both at the exit conference conducted September 16,
2009, and previously by e-mail on September 2, 2009. Therefore, the
county did in fact have 60 days to prepare its response to the draft audit
report.
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County of Santa Clara
Finance Agency
Controller-Treasurer Department

County Government Center

70 W. Hedding Street, East Wing, 2nd Floor
San Jose, California 95110-1705

(408) 299-5200 FAX (408) 289-8629

Date: November 9, 2009

TO Jim.L.Spano
Chief, Mandated Cost Audits Bureau
State Controller’s Office, Division of audits
Post Office Box 942850
Sacramento, CA 94250-5874

Subject: Santa Clara County Response to State Audit Report dated October 14, 2009 -Mandated
Child Abduction and Recovery Program (Ch 1399, statutes of 1976)

We thank the State auditors for their extensive report and guidance given to us during the audit. We
furnish below our response to the audit findings in the draft audit report for your consideration and
revision of the audit report.

Finding 1 — Overstated productive hourly rate - unallowable salaries $115,019, benefits
$44,118 and indirect costs $37,254

The County does not concur with this finding.

This finding was based upon the County’s computation of its productive hourly rates for employees.
The computation was proper and the County requests the draft report to be revised to allow these costs
as reimbursable. In creating its average annual productive hours, the County carefully ensured that all
non-productive time was removed from the total annual hours. The County removed time spent in
training and breaks. These revisions are in line with the State Controller Office (SCO) claiming
instructions. The Mandated Cost Manual for Local Agencies (“Manual”) specifically indicates that
using 1,800 hours is not the only approved approach. The Manual clearly states that use of
countywide average annual productive hours is also an approved method. The County calculated its
average annual productive hours in full compliance with the Manual. The County cannot and should
not be penalized for availing itself of an approved methodology.

The County submits, on average, 25 to 30 claims annually. As these claims are prepared by up to 20
different staff members, the process could easily fall victim to inconsistency in approaches, accuracy
and documentation with respect to calculating a productive hourly rate. Recognizing this threat and
wanting to create a more reliable, county-wide system, the County embarked on the creation of a
verifiable and accurate method of establishing a productive hourly rate through the computation of
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average productive hours. As a result, the County’s methodology improves its SB90 program
claiming accuracy, consistency, and documentation. It also facilitates the State audit process because
the methodology for the County’s annual productive hours calculation is fully documented and
supported.

In creating its average annual productive hours, the County carefully ensured that all non-productive
time was removed from the total annual hours. In addition to those items suggested by the SCO
above, the County removed time spent in training and on breaks. Such revision from the manner
suggested by the SCO ensures greater accuracy. The more accurate the computational factors, the
more accurate the result. Indeed, in response to the final audit report, the County made further
adjustments solidifying the precision of its productive hours computation.

The SCO’s main complaint seems to be that the County used authorized break times and required
training times rather than actual times spent on these activities. As explained below, the County used
authorized break times because they are legal and contractual obligations. The County identified the
training for each employee depending upon his/her professional and job requirement. Once the
fraining programs are identified, the actual time spent on training is recorded and consolidated through
the time keeping system. The County used actual time spent on training and not just required training.

State law requires that workers be given two fifteen minutes break periods per day. All County
employees are required to take these breaks. This is no different from the paid holidays, which are
specifically set forth as properly included in the calculation by the SCO. The treatment given to
breaks is based on law and labor contracts and there is no presumption involved. On the other hand, in
order to account for break time taken by each employee as the SCO desires, the County would have to
employ a clock-in, clock-out system for breaks to ensure that the break times are recorded. Such an
expenditure of time and costs is unwarranted when these break times are legally mandated. and would
only increase the cost of operations and will vield no additional advantage to the County or the State,
The auditor’s suggestion that the County may absorb break time into the activity that the employee
performs immediately before or after the break is also not workable as this will artificially inflate the
time spent and cost of the specific task. The County’s current methodology is accurate and efficient.

The same argument applies with even greater force to training time when County employees undertake
the necessary training required for licensure or certification. Such education is highly likely to be
pursued because of its impact on the employees’ license or certification and, ultimately, their ability to
perform in their duties. The audit finding stated that the County did not provide documentation
substantiating the training hours that were deducted is also not correct as these documents are
maintained by each department. The auditors were requested to verify these documents, if necessary,
in the respective departments. They did not choose to do so. As the County is using a countywide
productive hourly rate used by all departments, the documentation may be audited in each department.
The disallowance is not backed by proper audit practices as the auditor may conduct a test audit of the
supporting documents, but failed to do so.

The use of a countywide productive hourly rate is explicitly authorized by the State Controller’s
claiming instructions. The productive hourly rate used by the County for this claim is fully
documented and was accurately calculated by the County Controller’s Office. All supporting
documents for the calculation of the countywide productive hours were provided during the audit.
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Further, the County Controller-Treasurer notified SCO on December 2001 that the County elected to
change its state mandated claiming procedures relating to the calculation of productive hourly rates.
The County reported that the switch to a countywide methodology for the calculation of average
productive hours would improve state mandate claiming accuracy, consistency, documentation and
facilitate the State audit function. Consequently, more than 30 claims were submitted and accepted
ecach year from 2002 and onwards using this methodology. Furthermore, the State Controller has
accepted the County’s use of countywide productive hours for state mandated claims as evidenced by
an e-mail from Mr, Jim L. Spano dated February 6, 2004; a copy of the statement is enclosed.

Finding 2 — Overstated and understated salaries, benefits, and indirect costs
The County does not concur with this finding.

Fiscal Year 2003-04:

The auditor disallowed $106,099 in salaries, $30,325 in benefits, and $33.424 in indirect costs. The
reason for the disallowance was that the County submitted a time study conducted from November 15,
2004 through December 10, 2004 as support for the claim. The auditor concluded that the time study
was not representative. This disallowance is inappropriate.

The Sacramento County Superior Court (Case No. 06CS00748) issued a ruling on February 19, 2009
finding that reductions made by the State Controller on the ground that claimants did not have
contemporaneous source documents supporting their reimbursement claims were invalid as an
underground regulation if the contemporaneous source document requirement was not in the
Commission’s parameters and guidelines. The court held that the Controller has no authority to reduce
a claim on the ground that a claimant did not maintain contemporaneous source documents to support
their claim.

The time study conducted by the County was done in close proximity to the claim period and for a
reasonable length of time to merit acceptance as representative of the fiscal year. The time study was
conducted closer to the claim period than the alternative method used by the auditor. The auditor
chose to extrapolate against a period later than the time study and then further discounted the results.
The County maintains that the time study originally submitted should be used to justify the claims.
The County requests that the time study be accepted as appropriate support for the claim and the
allowable costs be recalculated and revised in the audit report.

Fiscal Year 2004-05:

The audit report states that the County understated salaries by $196,132 and the related benefits and
indirect costs total $52,995 and $61,186 respectively. The County claimed costs only for those hours
that employees documented on timesheets that they maintained from January 2005 to June 2005.
Similar to FY 2003-04, the auditor extrapolated these hours to compute the total hours for FY2004-05.

While we thank the auditor for doing the extrapolation, the allowable costs identified were not treated
as allowable reimbursement to the County that should have been done by the auditor.
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Our comments are:

1. The audit has identified that the county understated its costs by $312,827. This cost should be
allowed and reimbursed to the County. This is a case of omission and error by the County.
Because the auditor had used extrapolation, the costs for the first six months of the fiscal year
should also be allowed and reimbursed.

2. Alternatively, because the auditor rejected the time study done for FY2003-04, accepted it for
the year FY2003-04 by using extrapolation from records in FY2004-05, the auditor should
allow the same practice to be used for calculating the cost reimbursement for the first half of
FY2004-05.

3. The lack of support documents is an improper reason for disallowance for the reasons
discussed under finding No. 2 above.

Finding 3 — Understated salaries, benefits, and indirect costs
The County concurs with this finding.

Finding 4 — Understated benefits
The County concurs with this finding.

Finding 5 — Understated travel costs
The County concurs with this finding,

We request the audit report be revised to consider our requests.

Furthermore, the time limit provided to County to furnish the response is arbitrary and not justifiable.
We strongly object to the State insisting on the response to be given within 15 days of the receipt of
the audit report. The county has to examine all the aspects before finalizing the responses and must
also consult the legal department as every audit report ultimately has to be challenged by means of an
incorrect reduction claim and legal action if needed. The County needs at least 60 days time to furnish
the response. We request that the State provide 60 days for the County to furnish audit responses on
all future audits. Please contact Ram Venkatesan, the County’s SB90 Coordinator, if you need any
additional information.

Sincerely,

(bl

Vinod K. Sharma
Controller- Treasurer
County of Santa Clara

CC; . Jeffrey Brownfield, Chief, Division of Audits
George Doorley, Administrative Manager, County of Santa Clara
Lizanne Reynolds, Deputy County Counsel, County of Santa Clara

Enclosure: Email dated February 6, 2004 from Jim L. Spano
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Copy of email dated February 6, 2004 from Jim Spano to the County of Santa Clara
Ram,

I reviewed the county’s proposal dated December 19, 2001, to use countywide Productive hours
and have discussed your analysis with my staff and Division Of Accounting and reporting staff.
The use of countywide productive hours Would be acceptable to the State Controller's Office
provided all employee Classifications are included and productive hours are consistently used for
all county programs (mandated and non-mandated).

The SCO’'s Mandated Cost Manual (claiming instructions), which includes Guidelines for
preparing mandated cost claims, does not identify the time Spent on training and authorized
breaks as deductions (excludable Components) from total hours when computing productive
hours. However, if a County chooses to deduct time for training and authorized breaks in
calculating countywide productive hours, its accounting system must separately identify the
actual time associated with these two components. The accounting system must also separately
identify training time directly charged to program activities. Training time directly charged to
program activities may not be deducted when calculating productive hours.

The countywide productive hours used by Santa Clara County were not consistently applied to
all mandates for FY 2000-01. Furthermore, countywide productive hours used during the audit
periods include unallowable deductions for time spent on training and authorized breaks. The
county deducted training time based on hours required by employees” bargaining unit agreement
and continuing education requirements for licensure/certification rather than actual training
hours taken. In addition, the county deducted authorized break time rather than actual break time
taken. The county did not adjust for training time and break time directly charged to program
activities during the audit period, and therefore, cannot exclude those hours from productive
hours.

If you would like to discuss the above further, please contact me.
Jim “Spano




State Controller’s Office
Division of Audits
Post Office Box 942850
Sacramento, CA 94250-5874
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