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JOHN CHIANG
California State Contraller

March 27, 2009

Joan M. Borucki, Director
California Lottery

600 North Tenth Street
Sacramento, CA 95811

Dear Ms. Borucki:

The State Controller’ s Office audited the California Lottery’ s (Lottery) Fleet Management
program, for the period of July 1, 2006, through June 30, 2008.

The Lottery isnot in compliance with various Lottery policies and procedures. Our audit
disclosed that (1) the Lottery’ s Fleet Management Unit did not comply with Lottery vehicle
accident procedures; (2) the Lottery did not comply with requirements contained in the Lottery’s
Administrative Manual for the monitoring, tracking, and approval of fleet vehicle assignments;
(3) Lottery driversimproperly used the Voyager fuel card, resulting in a misuse of Lottery funds;
and (4) the Lottery did not properly track employees to ensure that they completed defensive
driver training.

If you have any questions, please call Andrew Finlayson, Chief, State Agency Audits Bureau, at
(916) 324-6310.

Sincerely,
Original signed by

JEFFREY V. BROWNFIELD
Chief, Division of Audits

JVB/vb

cc: John Mass, Chairman
Cdlifornia Lottery Commission
Cynthia Flores, Commissioner
Cdlifornia Lottery Commission
Michael T. Ota, Deputy Director
Finance Division
Cdlifornia Lottery
C.C. Yin, Commissioner
Cdlifornia Lottery Commission
Roberto Zavala, Chief
Internal Audits
Cdlifornia Lottery
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Fleet Management Program

Audit Report

Summary

Background

Obj ectives, Scope,
and M ethodology

The State Controller's Office (SCO) audited the California Lottery’s
(Lottery) Fleet Management program for the period of July 1, 2006,
through June 30, 2008. We noted four reportable issues.

Our audit disclosed that (1) the Lottery’s Fleet Management Unit did not
comply with Lottery vehicle accident procedures; (2) the Lottery did not
comply with requirements contained in the Lottery’s Administrative
Manual for the monitoring, tracking, and approval of fleet vehicle
assignments; (3) Lottery drivers improperly used the Voyager fuel card,
resulting in a misuse of Lottery funds; and (4) the Lottery did not
properly track employees to ensure that they completed defensive driver
training.

By authority of the California Constitution, Government Code section
12410 states, “ The Controller shall superintend the fiscal concerns of the
state. The Controller shall audit al claims against the state, and may
audit the disbursement of any state money, for correctness, legality, and
for sufficient provision of law for payment.” In addition, Government
Code section 12411 stipulates that “ .. .the Controller shall suggest
plans for the improvement and management of revenues.”

Proposition 37, the California State Lottery Act of 1984 (Lottery Act),
amended the California Constitution to authorize the establishment of a
statewide lottery, to create the California Lottery Commission, and to
give the commission broad powers to oversee the operation of a
statewide lottery.

Pursuant to Government Code section 8880.46.6, the SCO may conduct
other specia post-audits of the Lottery as the State Controller deems
necessary. The Controller or hisher agents conducting an audit under
this chapter shall have access and authority to examine any and all
records of the California Lottery Commission.

The purpose of the audit was to determine whether the Lottery
adequately controls fleet management practices to safeguard against any
losses to the State; is abiding by laws, rules, and regulations; and whether
the Lottery’s acquisition, disposal, maintenance, and monitoring of all
fleet vehiclesislegal and proper.

We conducted this performance 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 did not audit the Lottery’s financial statements. We
believe that the evidence aobtained provides a reasonable basis for our
findings and conclusions based on our audit objectives.
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Conclusion

Views of
Responsible
Officials

Restricted Use

The objectives of the audit were to determine whether the L ottery:

o Has adequate internal controls over its fleet management practices to
safeguard against any losses to the State;

e |Is abiding by state laws, rules, regulations, and policies in its
management of its motor vehicles; and

e |s ensuring that the acquisition, disposa, maintenance, and
monitoring of its fleet islegal and proper.

The procedures in the audit included:

¢ Reviewing the California State Lottery Act, the State Administrative
Manual, the Government Code, and other applicable rules and
regulations related to the fleet management audit.

e Reviewing work performed by any external audit organization, the
Lottery’s Internal Audits Office, or by any other Lottery unit;

¢ Interviewing individualsinvolved in the fleet management program;

¢ Analyzing and evaluating processes and procedures related to the fleet
management program; and

e Performing tests of compliance over the Lottery’s fleet management
processes and procedures including acquisition, disposal,
maintenance, and monitoring.

Our audit of the Lottery’s fleet management disclosed that the FMU is
not in compliance with the Lottery’s policies and procedures, as
described in the Findings and Recommendations section of this report.

The SCO issued a draft report to the Lottery dated February 11, 2009.
Joan Borucki, Lottery Director, responded by the attached letter dated
February 26, 2009. Ms. Borucki agreed with all four findings.

This report is intended for the information and use of the Cadlifornia
Lottery, the California Lottery Commission, 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
the final report, which isamatter of public record.

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

March 27, 2009
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Findings and Recommendations

FINDING 1— Our audit disclosed that the Lottery did not comply with vehicle accident
Noncompliance with procedures noted in the Lottery Vehicle Accident_ Procedures
L ottery vehicle Memorandum, dated August 10, 2005. We found instances of

: noncompliance in 19 of 24 (79%) accident files tested. The sample of 24
accident procedures accident files tested represented approximately 26% of 91 accidents
reported during our audit period. Severa of the 19 accident files tested
had more than one noncompliance issue.

We noted the following instances of noncompliance with accident
reporting procedures:

e In 13 of 24 accident files tested, Lottery drivers did not submit the
Accident Report (Std. 270) and the Vehicle Accident Investigation
Report (CSL 0938) within 48 hours, as required by Lottery accident
procedures.

e In 5 of 24 accident files tested, the supervisor did not sign the
Accident Report (Std. 270) to confirm that the trip was conducted for
business purposes.

o In 4 of 24 accident files tested, the supervisor did not sign the
Accident Investigation Report (CSL 0938) to indicate that he or she
investigated the accident.

o In 9 of 24 accident files tested, Lottery drivers did not provide
pictures of damage to the vehicle involved in the accident.

o In 9 of 24 accident files tested, Lottery drivers did not provide two
estimates for repairs to determine the reasonabl e cost of repairs.

e In5 of 24 accident files tested, Lottery drivers did not provide repair
estimates within 7 to 10 days, as required by Lottery accident
procedures.

o In 7 of 24 accident files tested, Lottery drivers did not provide a copy
of the final invoice to the Fleet Management Unit (FMU).

Lottery Memorandum dated August 22, 2006, Subject: “State Vehicle
Accident Procedures,” states:

Within 48 hours of the accident

o Regardless of fault or damage, an Accident Report Std. 270 and
CSL 0938 Vehicle Accident Investigation Report need to be
completed and mailed to FMU within 48 hours.

e Have pictures of any damage taken and forwarded to FMU.

e Obtain a minimum of two estimates within 7-10 days of the date of
the accident.

e Once the vehicle is repaired send a copy of the fina invoice to
FMU.
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FINDING 2—

Evidence of proper
vehicle assignment
authorization not on file

Immediate supervisor responsibilities

e Review and cosign the Accident Report Std. 270 to attest to the fact
that the employee was on official State business.

¢ Investigate the accident to help determine if it was preventable.

e Complete the CSL 0938 Vehicle Accident Investigation Report and
have it sent to FMU with the Std. 270 Vehicle Accident Report.

o Inspect the vehicle for damage, takes pictures, and forward to FMU.
¢ Instruct the employee to have a minimum of 2 estimates obtained.
The Lottery’s noncompliance with established vehicle accident

procedures could result in a misuse of state resources, overpayments of
state funds, and the use of fleet vehicles for non-state business.

Recommendation

Lottery officials should ensure that Lottery drivers and their supervisors
comply with Lottery vehicle accident procedures. Officias should
require that the Accident Report (Std. 270) and Vehicle Accident
Investigation Report (CSL 0938) are properly completed within 48
hours, pictures of any damages to the vehicles are taken, and two
estimates are provided within 7 to 10 days of the date of the accident.

Lottery’ s Response

The Lottery agrees and has implemented corrective action by creating a
form that the Fleet Management Unit (FMU) now uses to follow up on
missing accident information. The form is completed by FMU staff and
forwarded to the appropriate manager for follow up.

Our audit disclosed that the FMU did not comply with requirements
contained in the Lottery Administrative Manual for the monitoring,
tracking, and approving of vehicle assignments. The Driver/Vehicle
Transfer Report (CSL 1113) is used to initiate vehicle assignments. The
form does not include a space for division director approva. The
majority of vehicle assignments are long-term assignments to district
sales representatives and security personnel.

We observed the following instances of noncompliance:

e Of the 44 files reviewed, 31 contained the Driver/Vehicle Transfer
Report. However, the report did not have an approva line for a
division director to sign; therefore, approva of the division director
was not obtained as required by the manual.

o Of the 44 files reviewed, 13 did not contain a Driver/Vehicle Transfer
Report.
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FINDING 3—
Irregular fuel card
purchases

This issue was aso noted in the Lottery Internal Audits Fleet
Management Unit report, dated March 22, 2007. The report noted that
evidence of proper vehicle approval was not always on file. The report
recommendation was that the FMU should ensure that documentation
received for new vehicle assignments is authorized by the appropriate
personnel, and includes justification for the vehicle assignment. The
FMU should initiate a follow-up procedure to ensure that such
documentation is received and included in FMU files. In a September 25,
2007 memorandum, Subject: “Response to Fleet Management Audit
Report follow-up #2005/06-19” management response to the finding, the
FMU stated that it would modify the existing Driver/Vehicle Transfer
Report by December 31, 2007. To date, the Lottery has still not modified
the report form.

Lottery Administrative Manual section 0409.10 states:

The Lottery Director approves long-term vehicle assignments to
Division Directors. Long-term assignments of vehicles for other
employees are approved by the Division Directors in coordination with
the Lottery’ s Fleet Management Unit.

If the Lottery does not properly monitor and track its vehicle
assignments, it risks assigning vehicles to employees who have no
business need, resulting in misuse of its fleet.

Recommendation

The FMU should initiate a follow-up procedure, as it agreed to do after
the Lottery’s Internal Audits report, to ensure that the Driver/Vehicle
Transfer report (CSL 1113) is properly approved, received, and included
in FMU files.

Lottery’ s Response

The Lottery agrees and is reviewing current policies and procedures.
The Lottery will make the necessary revisions from the results of this
review.

Our audit disclosed that Lottery drivers improperly used the Voyager
fuel card, resulting in a misuse of Lottery funds. The Voyager card was
not used in compliance with provisons set forth in the Fleet
Management Operators Booklet.

The details of the misuse are as follows:

e In 80 transactions, staff improperly purchased unleaded-plus gasoline.
In addition, in 27 transactions, staff improperly purchased super-
unleaded grade gasoline. The specific price of regular-grade gasoline
for the date of purchase is unavailable for these transactions.

e In 185 transactions, staff purchased miscellaneous items totaling
$1,754. The Lottery’s California State Lottery Voyager Invoice
Report did not identify the nature of the miscellaneous purchases.

-5-
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e In 15 transactions, staff improperly purchased full service oil changes
totaling $681.

e In 15 transactions, staff improperly purchased diesel fuel totaling
$461.

¢ In 6 transactions, staff improperly purchased food totaling $48.

The California State L ottery Fleet Management Operators Booklet, dated
January 2004, states:

Drivers shall make fuel purchases for State vehicles at lower priced
self-service pumps unless under-hood or tire service is necessary. Only
then is the use of full-service pumps authorized.

Lottery Memorandum dated August 22, 2006, Subject: “Voyager Fuel
Card Usage,” states:

The Voyager Card is for Official State Business and can only be used
by State employees conducting State business in a state vehicle.

The card is used primarily for the purchase of unleaded gasoline,
aternative fuels, fluids and lubricants, and basic care washes
throughout California. In addition to these services it can aso be used
for emergency roadside assistance through the National Automobile
Club. . ..

When purchasing fuel, drivers are required to purchase regular grade
(unleaded) fuel only. Lottery Administrative Manual, Section 0409.50
states: “The purchase of premium (supreme or unleaded plus) grade
unleaded gasoline is prohibited.”

Recommendation

The Lottery should complete a monthly review of the Voyager card fuel
report to identify any irregular fuel card purchases.

Lottery’ s Response

The Lottery recognizes the importance of the fuel card review and
agrees with the recommendation. In response to the recommendation,
the Lottery added an additiona position within the Fleet Management
Unit in October 2008. One of the primary duties of this position is to
review and track the Voyager fuel card expenses. To assist in the
tracking of these expenses the FMU has created a number of reports
that “flag” irregular purchases. The identified irregular purchases are
then forwarded to the employee’ s manager for review and compliance.
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FINDING 4—

L ottery does not
properly track
employeesto ensure
that they have
completed defensive
driverstraining

Our audit disclosed that the Lottery did not comply with the requirement
that drivers on official state business must complete defensive driver
training. We sampled 44 of 221 (20%) fleet driver files to determine if
the fleet drivers had completed defensive driver training. We noted that,
in five driver files, the Lottery did not have evidence that drivers had
completed defensive driver training every four years.

e Four driver files had no records to indicate that drivers attended
defensive driver training every four years; and

e Onedriver’ straining certification had expired.

The Lottery Fleet Management Operators Booklet, dated January 2004,
and SAM, Chapter 751, state that all persons who drive on officia state
business must compl ete defensive driver training once every four years.

Lottery personnel should complete defensive driver training because
such training will minimize the risk of injury to Lottery employees and
financial loss to the State of California.

Recommendation

The Lottery should ensure that all Lottery fleet personnel who conduct
official state business while using a private or state vehicle have
completed defensive driver training once every four years by tracking
employees' participation/attendance in the training class.

Lottery’ s Response

The Lottery agrees and has begun implementing corrective action. The
Lottery’s Human Resources Division now includes defensive driver
training in the Lottery’s annual training plan. In addition, a mandatory
training program was created for all employees. This program includes
tracking defensive driving training for all employees required to drive
on official state business. Training is identified and scheduled by the
Lottery’s Training Officer for all appropriate employees. The
completion of the class is monitored with the employee’ s management
receiving notification of completion or rescheduled training to ensure
the employee’s participation. As a reminder, the Lottery’s Human
Resources Division will issue a memo to its management reminding
them of the importance of verifying that defensive driver training is
current for their employees on travel status. This memo will also advise
managers to include this training in their employee’'s annual individual
development plans.
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Attachment—
CaliforniaLottery’s
Responseto Draft Report




600 North Tenth Street
Sacramento, CA 95811

calottery.com

February 26, 2009

Andrew Finlayson, Chief

State Agency Audits Bureau

State Controller’s Office

Division of Audits

Post Office Box 942850
Sacramento, California 94250-5874

Subject: Audit of the California State Lottery Fleet Management Program

Dear Mr. Finlayson:

The California State Lottery (Lottery) offers the following response regarding the recently concluded
audit conducted by the State Controllers Office (SCO). The audit scope was limited to the Lottery’s
Fleet Management program for the period July 1,2006 through June 30,2008. Further, the audit
fieldwork started July 25, 2008 and concluded December 22, 2008.

As reference regarding ongoing work on the Lottery’s Fleet Management program, the Lottery engaged
Mercury Associates in 2006 to complete an assessment of the current fleet operation and to assist in the
development of a strategic plan to guide future fleet operations. Also, as indicated by the SCO, the
Internal Audits Office conducted a Fleet Management audit in 2007. We are pleased to report that based
on prior assessments and audits in the Fleet Management program, many areas have already been
improved upon and recommendations implemented. The Fleet Management Program will benefit from
the results of the SCO audit and we look forward to implementing the recommendations.

Below are the Lottery’s responses to the specific recommendations provided in the draft audit report.
FINDING I — Noncompliance with Lottery vehicle accident procedures.

RECOMMENDATION:

Lottery officials should ensure that Lottery drivers and their supervisors comply with Lottery vehicle
accident procedures. This includes requiring the Accident Report (Std. 270) and Vehicle Accident
Investigation Report (CSL 0938) are properly completed within 48-hours, pictures of any damages to
the vehicle are taken, and two estimates are provided within 7 to 10 days of the date of the accident.




Andrew Finlayson
February 26, 2009
Page 2

RESPONSE:

The Lottery agrees and has implemented corrective action by creating a form that the Fleet Management
Unit (FMU) now uses to follow up on missing accident information. The form is completed by FMU
staff and forwarded to the appropriate manager for follow up.

FINDING 2 - Evidence of proper vehicle assignment authorization not on file.

RECOMMENDATION:

FMU should initiate a follow-up procedure as agreed to for the Lottery’s Internal Audits report to ensure
that the Driver/Vehicle Transfer report (CSL 1113) is properly approved, received, and included in FMU
files.

RESPONSE:
The Lottery agrees and is reviewing current policies and procedures. The Lottery will make the
necessary revisions [rom the results of this review.

FINDING 3 — Irregular fuel card purchases.

RECOMMENDATION:
The Lottery should complete a monthly review of the Voyager card fuel report to identify any irregular
fuel card purchases.

RESPONSE:

The Lottery recognizes the importance of the fuel card review and agrees with the recommendation. In
response to the recommendation, the Lottery added an additional position within the Fleet Management
Unit in October 2008. One of the primary duties of this position is to review and track the Voyager fuel
card expenses. To assist in the tracking of these expenses the FMU has created a number of reports that
“flag” irregular purchases. The identified irregular purchases are then forwarded to the employee’s
manager for review and compliance.

FINDING 4 — Lottery does not properly track employees to ensure that they have completed defensive
drivers training.

RECOMMENDATION:

The Lottery should ensure that all Lottery fleet personnel who conduct official state business while
using a private or state vehicle have completed defensive driver training once every four years by
tracking employees’ participation/attendance in the training class.

RESPONSE:

The Lottery agrees and has begun implementing corrective action. The Lottery’s Human Resources
Division now includes defensive driver training in the Lottery’s annual training plan. In addition, a
mandatory training program was created for all employees. This program includes tracking defensive
driving training for all employees required to drive on official state business. Training is identified and
scheduled by the Lottery’s Training Officer for all appropriate employees. The completion of the class
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is monitored with the employee’s management receiving notification of completion or rescheduled
training to ensure the employee’s participation. As a reminder. the Lottery®s Human Resources Division
will issue a memo to its management reminding them of the importance of verifying that defensive
driver training is current for their employees on travel status. This memo will also advise managers to
include this training in their employee’s annual individual development plans.

[f you have any additional questions, please contact my Audit Chief, Roberto Zavala at (916) 323-7156.
Sincerely,

oun Motk

han M. Borucki
irector



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