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August 29, 2007

Mr. Seyed Sadredin, Executive Director, Air Pollution Control Officer
San Joaquin Vallev Air Poliution Control District

1890 East Gettysburg Avenue

Fresno, CA ©83726-0244

Dear Mr. Sadredin:

Final Report—rFiscal Review of the San Joaquin Valley Air Pollution Control District’s
Carl Moyer Program, Lower-Emission School Bus Program, and AB 823 Funds.

Enclosed is the final report of the fiscal review of the San Joaquin Valley Air Pollution Centrol
District’'s Car! Mover Program, Lower-School Bus Program, and AB 923 funds for July 1, 2002
through April 30, 2007. The District’s response has been incorporated into the final report.

We appreciate the assistance and cooperation of your staff and management during our review.
If you have any questions, please contact Mary Kelly, Manager, at (§16) 322-2985.

Sincerely,
Original signed by:

Diana L. Ducay, Chief
{Office of State Audits and Evaluations

Enciosure

cc: Mr. Tom Cackette, Acting Executive Officer, Air Resources Board
Mr. Jack Kitowski, Branch Chief, Mobile Source Control Division, Air Rescurces Board
Ms. Lucina Negrete, Manager, Mobile Source Control Division, Air Resources Board
Mr. Fred Bates, Chief Financial Officer, San Joaquin Valiey Air Pollution Control District
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ARNDLD SCHWARZENESGER, GOVERNDOR
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Mr. Seyed Sadredin, Executive Director, Air Pollution Control Officer
San Joagquin Valiev Air Pollution Control District

1880 E£ast Getiysburg Avenue

Fresno, CA 83726-0244

The California Air Resources Board {Board) contracted with the Department of Finance, Office
of State Aucits and Evaluations {Finance}, o perform a fiscal review of the San Joaguin Valley
Air Poliution Control District’s {Disirict) implementation of the Carl Mover Program, the Lower-
Emission School Bus Program, and use of AB 923 funds for fiscal years 2002-03 through
2005-06. Concurrent to this review, the Board also conducied a program audit of the District's
Carl Moyer Program and the Lower-Emission School Bus Program and issued its report in
July 2007,

Background

The District’'s mission is to achieve clean air, and to protect the public health and the
environment. The District implements multipie clean-air programs supported by federal, state,
and iocal funds. This review encompasses three programs funded by the state: the Carl Mover
Program (CMP}, the Lower-Emission School Bus Program (LESEP) Retrofit and Beplacement
Programs, and A8 823 funds.

The objective of the CMP is {o confribute to cleaner air by funding the incremental cost of
replacing or retrofitting older engines with cleaner-than-required engines and equipment.
Public or private entities that operaie eligible engines or equipment within the District's
jurisdiction participate by applying io the District for a grant. Examples of eligible engines and
equipment include heavy-duty vehicles, marine applications, locomotives, agricuitural pumps,
forklifts, and auxiliary power units.

The primary purpose of the LESBP is to reduce school children’s exposure to cancer-causing
and smog-forming poliution. The LESBP achieves this through a Replacement Program and a
Retrofit Program. The Replacement Program funds the replacement of older high-poliuting
schoo! buses with new buses. The Retrofit Program funds the installation of Board-approved
poliution control devices on diesel school bus engines.

Assembly Bill 923 (Chapter 707, Statutes of 2004} provided two additional sources of funding
for the CMP. By adjusting fees assessed on purchasers of new tires, the legisiation resulted in
approximately $25 million for clean air programs in 2005-06. AB 923 aiso provided

air district governing boards with the authority to approve a $2 increase in motor vehicle
registration fees. This increase provides up to $55 million annually fo local air districts for four
incentive programs: (1} the CMP, {2) the LESBF’s Replacement Frogram, (3} light-duty
acceierated vehicle retirement or repair programs, and (4) the Agriculiural Assistance Program.




Scope and Methodology

The Board engaged Finance to review the District’s fiscal administration of the CMP, the
LESBP, and AB 923 funds, and the District's fiscal compliance with appilicable laws, regulations,
guidelines, and contract requirements. District processes for receiving, recording, and
dishursing program funds; allocating adminisirative costs and earned inferest; and meeling
match funding requirements were analyzed. Schedules were created from the District’s records
to summarize amounis received and disbursed for the programs and funds from Juiy 1, 2002
through April 30, 2007. Finally, site visits were conducted 1o interview program pariicipanis and
review perfinent documents.

The review was not conducted in accordance with Generally Accepied Government Auditing
Standards, and did not include extensive testing of the District’s intemnal control or the
programmatic approprialeness of expenditures. Had additional procedurss been performed,
other matters might have come 1o our atiention that would have been reported.

Analvses and Summary Schedules

Cari Moyer Program:

The fellowing schedule illustrates CMP funds awarded and expended for program years 5,
B, 7, and 8. Years 7 and 8§ awards include project, administration, and multi-district funding.
Years 5 and 6 have remaining unexpended project fund balances (Observation 1). Based
on CMP funding guidelines, the District had until June 30, 2007 to expend the remaining
year 7 project funds, and has until June 30, 2008 o expend the ramaining year 8 project
funds. However, as described on page 22 of the Board's July 2007 audit report, the Board
allows a cumulative analysis of expenditures o determine if program requirements have
been met.

The District uses a distributed labor and administration cost methodology o calculate
administration costs charged to the CMP. Using this methodology, the District has fully
axpended the year 7 administration grant funds and substantially expended the year 8
funds. While the administration expenses appropriately reiate to CMP activities, they are
not directly supported by timesheets as required by CMP guidelines (Observation 2).

- N Fiecal Award Expenditures | Balance as of Expendifures | Balance
CMP Year Year Amount Wfﬁhiﬂﬁ%%‘ﬁi"if End Qf‘_ G{aﬁi Aﬁe; si"ﬁrami asof -
Period Period’ Feriod 4130/ 2007
5 2002-03 | 3,187,325 (1,347,053} 1,840,272 {1,771,468) 68,804
4] 200304 | 2,793,355 (2,247,595} 545,760 {261,558) 284,202
7 2004-05 | 2,821,709 (2,754,056} N/A N/A 67,653
7 Admin. 2004-05 65,316 (65,316) N/A N/A 1y
MuitzDist. 2004-05 540,228 0 N/A MNIA 540,228
& 2005-06 | 11,820,362 {4,688,714) NIA N/A 7,130,648
8 Admin. 2005-06 273,828 (272,853) N/A N/A 975
Muithist. 2005-06 327,028 0 WN/A NIA 327,028

(1} Year 5 grant perlod ended 6/30/05; Year 6 grant period ended 6/30/06; Year 7 grant period ended 6/30/07; Year 8 grant pericd ends 6/30/08.




Carl Moyer Program Match Requirements:

The following schedule Hlustrates the CMP match requirements and expenditures for

program years 5, 6, 7, and 8. The District fully met match requirements for years 5, 6, and

7 by completing eligible projects funded with local-control funds, and has until
June 30, 2008 o meet the remaining year 8 match funding requirement.

CMP Year | Fiscal Year | i fh U0 | Watn Grant Period | Reauroment
5 2002-03 1,593,663 (1,503,663) 0
6 2003-04 1,396,678 (1,396,678) 0
7 2004-05 1,284,931 (1,284,931) 0
8 2005-06 1,856,460 (1,605,128) 251,332

Carl Moyer Program Earned Interest:

The following schedule iilustrates the District’s allocation of interest earned on the
cumulative unexpended balances of Carl Moyer Program funds during the review period.
Due to a clerical error, the interest earned is understated by $98,647 as of April 30, 2007
{Observation 3). The District’s interest calculation methodology, however, is appropriate
and allocations are otherwise materially correct and properly recorded. Because the District
calculates and sllocates interest earned at the end of each fiscal year, the amount sarned
for 2008-07 is not available. The district has appropriately used $582,230 of earned interest
to fund CMP eligible projects.

Fiscal Year Sggzsézg Interest Earned Expendiures Ending Balance
2002-03 652,888 164,811 G 817,499
2003-04 817,498 95,642 v 913,141
2004-05 913,141 119,188 ] 1.032,328
2005-08 1.032,328 308,683 {89,672} 1,251,340
2006-07 1,251,340 N/A {492,558) 758,782

Total Expenditures {582,230} 758,782
Pius Understated Interesi as of 4/30/07 (add) 98,647
Totai Eamed interest 857,429




i.ower-Emission School Bus Program:

The Toilowing schedule illustrates LESBP Replacement and Retrofit Program funds awarded
and expended during the review period. The District did not receive LESBP Ratrofit or
Replacement Program funding during 2002-03 and 2003-04, and the LESBP was not
funded state-wide during 2004-05. The District is participating in both the 2005-06 Retrofit
and Replacement Programs. The Board's July 2007 audit report contains sdditional
analysis of the Disirict's LESBP implementation.

s Award Expendiiures ag Balance as of
E’_’;‘ o
Fiscal Year | Program Amount of 4/30/2007 4/30/2007
2005-06 Replacement 4,340,000 (2,938,214} 1,401,786
2005-06 Retrofit 1,223,000 {639,868) 583,132

Lower-Emission School Bus Program Earned Interest:

The following schedule lustrates the District’s allocation of interest eamed on the
cumulaiive unexpended balances of LESBP funds for the Retrofit and Replacement
Programs during the review period. The District had a beginning balance of earned inferest
from prior Retrofit Program funding cycles. Prior to 2005-06 the Disirict did not adminisier a
Replacement Program. The District’s interest calculation methodology is appropriate and
the aliocations are materially correct and properly recorded. Because the District calculates
and allocates interest earned at the end of each fiscal year, the amount earned for 2006-07
is not available. The District has not expended any of the LESBP earned interest funds.

Fieoal Year | - Program HBaginning Balance | inferest Eamed | Expenditures g;;g;ﬂé%
2002-03 Retrofit 49,747 30,858 0 72,605
2003-04 Retrofit 72,605 21,033 0 93,638
2004-05 Retrofit 93,638 16,196 G 109,834
2005-08 Retrofit 109,834 19,017 0 128,851
2006-07 Retrofit 128,851 N/A 4] 128,851
2005-08 Replacement 0 44 848 0 44 845
2006-07 Reptacement 44,848 NIA 0 44,848




Assembly Bill 923:

The following schedule iliustrates the AB 923 monies received and expended from raceipts
beginning July 2005 (from tax collections beginning in May 2005) through April 30, 2007.
The District has expended $2,165,764 on eligible projects, and the administration charges
of $393,397 (4.1 percent of collections) are appropriate as allowed by the statute.

2005-08 20668-07 Total . Administration Balance as of
Receipts Receipts Receipts Expenditures Charges 3012007
5,150,030 4,489,993 9,640,023 (2,165,764) {(393,397) 7,080,862

Assembily Bill 823 Earned Interest:

The following schedule illustrates the District's allocation of interest eamed on the
cumulative unexpended balances of AB 923 funds during the review period. The District’'s
interest calculation methodology is appropriate and the alflocations are materially correct

and properly recorded. Because the District calculates and allocates interest earned at the
end of each fiscal vear, the amount earned for 2006-07 is not available. The District has not
expended any of the AB 923 eamed interest funds.

Lo Beginning . ‘ ,

Fiscal Year Balance fnterest Eamed | Expendituras | Ending Balarce
2005-06 ] 78,726 g 78,726
2006-07 78,726 NIA 0 78,726




JBSERVATIONS

Carl Mover Program

Review of the District’'s compliance with the fiscal requiremenis of the CMP, the LESBP,
and AB 823 funds resulted in the following observations:

1.

Payments of $1,771,468 (56 percent) of the year 5 award and $261,558 (9 percent)
of the year 5 award were made after the respective grant periods. Furthermore,
$68,804 (2 percent) of the year 5 award and $284,202 (10 percent) of the vear 6
award remain unspent as of Aprit 30, 2007.

Recommendation:

The District shouid work with the Board to develop a plan 1o return or expend the
remaining funds on eligible projects.

The District’'s methodology to allocate administration charges is a distributed iabor
cost methodology. The methodology does not allow for support of costs by
timesheets, as required by CMF guidelines.

Recommendation:

The District should enhance the Labor Reporting System for more detailed
timesheet reporiing 10 allow the correct determination of administration costs.

The District’'s CMP interest calculation worksheet understated the beginning balance
as of July 1, 2002 by $88,938. The understatement resulted in insufficient interest
allocations posted to the CMP Interest account at the end of fiscal vears 2002-03,
2003-04, 2004-05, and 2005-08. Due to compounding inferest, the understated

amount grew o $88,647 as of April 30, 2007,

Recommendation:
The District should record an adjusting entry to correct the account balance.

Program expenditure data per Finance Program accounting records differs
materially from data provided by the Emission Reduction Incentive Program (ERIP)
staff, even though the District has processes to reconcile accounting data to
program data. Analysis revealed six project expenditures totaling $125,459
recorded in the accounting records that are not reflected in the ERIP records, and
11 duplicate entries totaling $527,915 in the ERIP records.




Recommendation:

The District should enhance the Carl Moyer reconciliation policies for accounting and
ERIP records.

The District’'s assistance and coopsration with our review was appreciated. If you have any
questions regarding this report, please contact Mary Kelly, Managsr, at (916) 322-2985,

This report is a matter of public record and its distribution is not limited.
Original signed by:

Diana L. Ducay
Chief, Office of State Audits and Evaluations

July 26, 2007
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August 8, 2007

Diana L. Ducay, Chief
Department of Finance
Office of State Audits and Evaluations

815 L Street
Sacramento, CA 95814

RE:  San Joaguin Valley APCD Response {o
Fiscal Review of Carl Moyer Program, Lower-Emission
School Bus Program and AB 923 Funds
Draft Audit Report

Dear Ms. Ducay,

The San Joaquin Valley Air Pollution Controf District (SJVAPCD) wishes to thank you
and your staff for the thorough and comprehensive fiscal review of the SIVAPCD's Carl
Movyer Memorial Air Quality Standards Aftainment Program (Carl Moyer Program),
L ower-Emission Schoacl Bus Program and AB 223 funds.

We appreciate your staffs professionalism and applaud their fair and balanced
approach to this audit. The SJVAPCD strives fo provide the highest quality customer
service across all of our programs, while maintaining the utmoest integrity and efficiency.

We welcome this opportunity to gain important feedback regarding our administration of
the Carl Moyer Program, Lower Emission School Bus Program and AB 923 funds and
value the observations and recommendations that have been presented. Pericdic
programmatic and fiscal evaluations such as these are important tools that we use 10
ensure continuous improvement in our operation of these important emission reduction

strategies.

The foliowing is the SJVAPCD's response and written plan of action in reference to the
audit observations:

Ohservation 1;

Payments of $1,771,468 (56%) of the year 5 award and $261,558 (9 percent] of the
year 6 award were made after the respeciive grant periods. Furthermore, $66,804 (2
percent) of the year 5 award and $284,202 (10 percent} of the year 6 award remain

unspent as of Aprif 30, 2007.

Seyet Sadredin
Exscutive Bireztor]Air Pollution Control Officer

Northern Region Gentral Region (Main Difice) Southern Region
4800 Enterprise Way 1990 £. Getlysheg Avenue 2700 I Steeet, Suiie 275 10
Medesto, CA 953566-8718 Fresno, CA 437260244 Balwrsfield, CA 83301.2373
Tel; [208] 557.6400 FAX: (208 6576475 Tei: {5581 230-8000 FAX: (b5} 236-8061 Tel: (661} 326.-68800 FAX: (BB1) 326-6085

whivarar ooy men



SJVAPCD Response to DOF Audif Report
August 6, 2007
Fage 2

Recommendation:

The District should work with the Board {o develop a plan to return or expend the
remaining funds on eligible projecis. '

« SJIVAPCD Response:

As a complement to this fiscal audit, the California Air Resources Board (ARB) is in the
final stages of conducting a programmatic audit of the SIVAPCD’s administration of the
Carl Moyer Program and Lower Emission School Bus Program. On July 16, 2007, the
ARB issued a draft report with their findings. In their audit report, the ARB states that
they examing expenditures on a cumulative basis o ensure that anticipated emission
reductions are achieved by the deadlines, regardless of the fiscal year in which the
funding originated. Page Z2 of the draft ARB audit report states the following:

“For fiscal year 2002/2003, $1.2 million of the $3.1 millicn awarded was
-expended late. However, San Joagquin Valley APCD did expend those
funds by mid-October 2005 (i.e. 4 months after the deadline) and met the
fiscal year 2003/2004 expenditure deadiine. San Joaguin Valley APCD
met the expenditure deadline for fiscal year 2004/2005 well ahead of
schedule. It also appears that the District is on schedule for fiscal year
2005/2006 and fiscal year 2006/2007, having already expended 40
percent of fiscal year 2005/2006 funds and obligated 24 percent of fiscal
year 2006/2007 funds. This is especially noteworthy given that the San
Joaquin Valley APCD's Carl Moyer Program funding level more than
tripled starting in 2005/2008 — from an average annual allocation of about
$3.8 million for the seven previous years to about $12 million in fiscal year
2005/2006. Morsover, funding for the 2006/2007 fiscal year is at a
similarly high level — approximately $11 million. Thus, whife there was a
miinor issue with late expenditures, ARB believes that this issue has been

safisfaciorily addressed.”

It is also important to note that the SIVAPCD has met all deadlines for the obligation of
Carl Moyer Program funds. Unexpended funds from prior fiscal years are the result of
project cancellations, payments that were less than the coniracted amounts for
particular projects as well as funds resulling from SIJVAPCD enforcement actions (i.e.
funds returned to the SJVAPCD from non-performing or under-performing grant
recipients). It has been SJVAPCD policy that returned funds are placed back info the
accounts from which they originated, resuliing in remaining balances in prior fiscal year
accounts. In all cases, however, the returned funds are immediaiely re-obligated to
other eligible projects and are expended as those projects are completed. In fact, the
SJVAPCD grant programs have been so successfui that currently, we have applications
for approximately $120 million in eligible projects; far exceeding our available funding.
So the immediate re-obligation of returned funds would not present any issues.

11



SJVAPCD Response fo DOF Audit Report
August 9, 2007
Fage 3

The SJVAPCD is working closely with the ARB to determine an alternate method for
dealing with returned funds. Essentially, returned funds are now placed in with the
funds from the fiscal vear in which they are returned and spent along with those current

year's funds. SJVAPCD staff is developing a method for reporting to ARB so that these
can be properly tracked,

Ohbservation Z:

The District’s methodology to alfocate adminisiration charges is a disiributed labor cost
methodology. The methodology does not allow for support of costs by timesheels, as
reguired by CMP guidelines.

Fecommendation:

The District should enhance the Labor Reporting System for more detailed timesheet
reporting to allow the correct determination of administrative costs.

= SJVAPCD Response:

The District has enhanced its Labor Reporting System fo require timesheet entries that
will provide detailed labor totals for all incentive coniract categories. This enhancement
will aliow the District to more accurately determine the allocation of administrative costs.

Observation 3:

The District's CMP interest calculation worksheet understated the beginning balance as
of July 1, 2002 by $88,839. The understatement resulted in insufficient interest
aliocations posted to the CMP Interest account at the end of fiscal years 2002-03, 2005-
04, 2004-05, and 2005-06. Due fo compounding interest, the understated amount grew

to $98 647 as of April 30, 2007.
Recommendation:
The District should record an adjusting entry to correct the account balance.

e SJVAPCD Response:

An adjusting entry will be made during the year-end close of FY 06/07 to reflect the
correct amount of Carl Moyer interest in the FY 06/07 Comprehensive Annual Financial

Statements.

12



noniss io DOF Audil Report

Program expendilure dala p er Ffm; ce Frogran nccounff/'ﬁc records differs materially
from the data provided by the Emiss .F\’r::d.:;cffan Incentive Program (ERIF) staff, even
though the District has proc“sras o reconcile accounting data o Droc‘*rf—‘m data.
Ana:’ysfs revaaled six project expenditures tolaling $125,459 recorded in the acco ounting

acords that are not rer/eu tad in the FRIP records, and 11 duplicate entries iolaling

@527,.9 15 in the ERIF records.

Fecommendation:

e SIVAPCD Hesponse:

The SJVAPCD ERIF staff and Finance Department staff both utifize the same electronic
abase (uomtmmzy PEARL) to track all Carl Moyer QFOg[cﬁﬂ” ata, including program
ta (i.e. emission reductions, project life, applicant information, etc.) and financial data

(iLe. account balances, expenditures, obligations, interest, eic.). The data from

Community PEARL is reconciled o the SIVAPCD General Lcdgﬂr on a monthly basis.

The disr‘repanczes noted in the audit report were not the result of inaccurate accounting

inar error in the specialized

tho dlgr\{'mnanclmc wara duetos rﬂ”,us specializes

guery that was Constmcted to extract the requested information from Community

i [ audit. This query error resulted in a few duplicate project
rds in the report. This ad-hoc report and underlying
iy for this audit and is not used by ERIP or Finance
Department staff any o h purpose. It is important to note that the duplicate or
missing records ldewtslied in the audit report do not exist within Community PEARL or
the General Ledger, but were confined only to the single ad-hoc report genarated with

the flawed query. Furthermore, the SJVAPCD is currently developi “19 an entirely new
wilt

grant-tracking database with much more intuitive data quxymg capabilities, which w
significantly enhance the report-gensrating capabilities and reduce or eliminate these
types of errors.

Again, | apprmcaam this opportunity to gain important feedback regarding  our

impEL,mentauo of these important emission reduction strategies. i you have any
guestions, please do not hesitate to call me at (558) 230-6000.

Sincegely,

Original signed by:

Seyed Sadredin
Executive Director/APCO



~VALUATION OF FRESPONSE

We received the San Joaquin Alr Pollution Control District’s (District) response to our draft fiscal
review raport on the Carl Moyer Program, Lower-Emission School Bus Program, and AB 823
Funds. Their response is incorporated in this report; our evaluation of the response is as
follows:

Observation 1:

The District does not dispute that expenditures occurred after the allowabie grant period,
nor de they dispute that unspent balances remain. Rather, they provide further detail of the
underlying circumstances. They also explain that the California Air Resources Board (ARB)
has allowed an alternative interpretation methodology that mitigates the condition. The
District is following our recommendation o work with the ARB to fund eligible projects with
the remaining funds.

Observation 4:

The District does not dispute that program expenditure data differed between the District's
Emission Reduction incentive Program (ERIP) and Finance Program. Insiead, they explain
the circumstances that led to the disparity. We did not conduct further testing to verify that
ERIP data agreed with Finance Program data. The District is following our recommendation
io develop an enhanced granis database to ensure that program data and reports are
accurate,
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