
 
 

 

 

October 20, 2009 
 
 
 
 
Mark B. Horton, M.D., M.S.P.H., Director  
California Department of Public Health 
P.O. Box 997377, MS 0500  
1615 Capitol Avenue 
Sacramento, CA  95899-7377 
 
Dear Dr. Horton: 
 
Final Report—Audit of California Department of Public Health’s Propositions 13 and 50 
Bond Funds 
 
The Department of Finance, Office of State Audits and Evaluations, has completed its audit of 
the California Department of Public Health’s (Department) Propositions 13 and 50 bond funds 
for the period ending June 30, 2008. 
 
The enclosed report is for your information and use.  The Department's response to the report 
findings and our evaluation of the response are incorporated into this final report.  In accordance 
with Finance’s policy of increased transparency, this report will be placed on our website.  
Additionally, pursuant to Executive Order S-20-09, please post this report in its entirety to the 
Reporting Government Transparency website at http://www.reportingtransparency.ca.gov/ 
within five working days of this transmittal. 
 
We appreciate the assistance and cooperation of the Department.  If you have any questions 
regarding this report, please contact Diana Antony, Manager, or Beliz Chappuie, Supervisor, at 
(916) 322-2985. 
 
Sincerely, 
 
Original signed by: 
 
David Botelho, CPA 
Chief, Office of State Audits and Evaluations 
 
Enclosure 
 
cc: Mr. Gary H. Yamamoto, P.E., Assistant Division Chief, California Department of Public 

    Health 
Ms. Leah G. Walker, P.E. Chief, Drinking Water Technical Programs Branch, California 

 Department of Public Health  
 Mr. Bryan Cash, Deputy Assistant Secretary for Bonds and Grants, Resources Agency 
 Ms. Julie Alvis, Deputy Assistant Secretary, Resources Agency 

 Ms. Karen Petruzzi, Audit Coordinator, California Department of Public Health 
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EXECUTIVE SUMMARY 
 

In accordance with the Department of Finance’s (Finance) bond oversight responsibilities, we 
have audited the California Department of Public Health’s (Department) funding under the Safe 
Drinking Water, Clean Water, Watershed Protection, and Flood Protection Act (Proposition 13), 
and the Water Security, Clean Drinking Water, Coastal and Beach Protection Act of 2002 
(Proposition 50) as of June 30, 2008.   
 
The objectives of this audit were to determine whether bond funds are awarded and expended 
in compliance with applicable legal requirements and established criteria, and to determine if the 
Department has adequate monitoring processes in place. 
 
The Department awarded and expended bond funds in compliance with applicable legal 
requirements. However, we noted the following areas for improvement.  
 

• The Department has experienced delays in awarding proposition 50 projects.  In 2002, 
the Department was allocated $395 million in Proposition 50 funding.  As of 
June 30, 2008, the Department had awarded 19 projects totaling $46.5 million and 
representing $16.8 million in total expenditures to date.  As of January 2009, no projects 
had been completed.  According to the Department, several factors contributed to the 
delay, including program development, staffing resources, and a lengthy awarding 
process.  The Department is reviewing its awarding process to reduce the timelines 
while ensuring compliance with the bond act requirements. 

 
• Project monitoring procedures are not clearly established and inconsistent among the 

Departments district offices.  The Department relies on its 22 district offices throughout 
the state for monitoring the Proposition 50 projects.  The district offices visited during the 
audit had varying degrees of project monitoring and site visiting policies and procedures 
in place.  The Department is developing a project monitoring course, but it had not been 
provided as of the date of the audit fieldwork.  We recommend the Department continue 
its plans to develop and provide appropriate training and guidance over grant 
management and monitoring to ensure projects stay within established scope and cost.   

 
• Fiscal internal controls need improvement to ensure accounting records appropriately 

reflect program activities and financial records are accurately reported.  As of 
June 30, 2008, local assistance encumbrances were overstated by $683,560 on 
financial reports submitted to the Department of Parks and Recreation (Parks).  Parks 
uses the Department's financial reports to track expenditure and encumbrance balances 
and provide periodic reports to the Legislature. 

 
The Department’s fiscal and administrative controls over bond funds would be strengthened if it 
develops a plan to address the observations and recommendations noted in this report. 
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BACKGROUND, SCOPE, AND METHODOLOGY 
 

BACKGROUND 
 
In March 2000 and November of 2002, California voters passed two bond measures totaling 
$5.41 billion.  The Safe Drinking Water, Clean Water, Watershed Protection, and Flood 
Protection Act (Proposition 13) was passed on the March 2000 ballot.  The Water Security, 
Clean Drinking Water, Coastal and Beach Protection Act of 2002 (Proposition 50) was passed 
on the November 2002 ballot.  These propositions authorized the sale of bonds to finance a 
variety of water programs.   
 
Administered by a number of state departments, agencies, boards, and conservancies, the 
proceeds from these bonds support a broad range of programs that protect, preserve, and 
improve California’s water quality and resources.  Bond proceeds are expended directly by the 
administering departments on various capital outlay projects, and are also disbursed to federal, 
state, local, and nonprofit entities in the form of grants, contracts, and loans. 
 
California Department of Public Health 
 
The California Department of Public Health (Department) was established on July 1, 2007.  The 
Legislature enacted Chapter 241, Statutes of 2006 (SB 162), transferring specific programs and 
public health responsibilities formerly entrusted to the California Department of Health Services 
to the newly established Department.  The mission of the Department is to protect and improve 
the health of all Californians.  To fulfill its mission, the Department administers a broad range of 
population-based public and environmental programs.  These programs focus on promoting 
good health and safe environments and ensuring critical public health and emergency services. 
 
The Department's Division of Drinking Water and Environmental Management (DDWEM) was 
allocated $555 million in bond proceeds to provide funding opportunities for water system 
improvements within the Division's Drinking Water Program.  The DDWEM is responsible for 
promoting the maintenance of physical, chemical, and biological environments that contribute 
positively to health, prevent illness, and assure protection of the public.  The four major 
components of DDWEM are:  Drinking Water Program, Environmental Management Branch, 
Sanitation and Radiation Laboratory, and Environmental Laboratory Accreditation Program.   
 
The Department's Drinking Water Program is responsible for the enforcement of the federal and 
California Safe Drinking Water Acts and the regulatory oversight of 7,500 public water systems 
to assure the delivery of safe drinking water to all Californians.  The Drinking Water Program 
staff perform inspections, issue operating permits, review plans and specifications for new 
facilities, take enforcement actions for non-compliance with laws and regulations, review water 
quality monitoring results, and support and promote water system security.  In addition, the 
Drinking Water Program is involved in funding infrastructure improvements, conducting source 
water assessments, evaluating projects utilizing recycled treated wastewater, and promoting 
and assisting public water systems in drought preparation and water conservation.  The bond 
funds are used for these infrastructure improvements.    
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Bond Funded Programs 
 
To promote its broad range of water quality and safety programs, the Department administers 
Propositions 13 and 50 bond funds.  Bond funds are issued in the form of loans and grants to 
public water systems to fund a variety of programs ranging from water security, infrastructure, 
deficiency improvements, and reduction of Southern California’s dependency on Colorado River 
water.  The Department was allocated a total of $555 million from Propositions 13 and 50 and as 
of June 30, 2008, expenditures were $67 million and $16.8 million for Proposition 13 and 50, 
respectively.   
 

Figure 1 California Department Public Health Bond Funds 
 

Proposition 13
$70 Million 

Proposition 50 
$90 Million

Proposition 50
$395 Million *

Division of Drinking Water
 and Environmental Management

$555 Million

* State Operations allocation  for Proposition 50 is $15 Million

Safe Drinking Water State 
Revolving Fund

$160 Million

Water Security Grants
$50 Million

Infrastructure 
$70 Million

Southern California 
Projects

$260 Million

 
 

The Safe Drinking Water State Revolving Fund (SDWSRF) program is a federal loan program 
that provides funding to water systems for infrastructure improvements to meet safe drinking 
water standards.  Proposition 13 provides funds to meet the Department's 20 percent federal 
loan program match requirement. 

Proposition 13 

 

Proposition 50 charged the Department with responsibility for funding projects to improve water 
security which will aid in protecting state, local, and regional water systems from terrorist attack 
and deliberate acts of destruction or degradation.  Additionally, funds are to be used for loans 
and grants for infrastructure improvements to meet safe drinking water standards including the 
SDWSRF program.  The funding for infrastructure includes contaminant removal and treatment, 
source protection, and monitoring facilities and equipment.  Further, the bond act charges the 
Department with using funds to assist water systems in an effort to reduce Colorado River water 
use to 4.4 million acre-feet per year.  For projects and amounts defined in the bond act, see 
Appendix A. 

Proposition 50 
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SCOPE 
 
The audit was conducted to determine whether bond funds were awarded and expended in 
compliance with applicable legal requirements and established criteria, and to determine if the 
Department has adequate project monitoring processes in place.   
 
The audit did not include an assessment of the bond authorization, issuance, and sale 
processes, or an examination of the efficiency or effectiveness of program operations.   
 
METHODOLOGY 
 
To gain an understanding of key legal provisions and established criteria, we reviewed the 
Department’s enabling legislation, strategic plan, program guidelines, and applicable bond acts.  
We interviewed executive management and key program staff to gain an understanding of the 
established program policies and procedures for the various bond funded programs.   
 
To assess whether the Department awarded and expended bond funds in accordance with the 
identified legal requirements and established criteria, we tested a sample of projects to ensure 
the applicable laws and established criteria were followed.  The project samples were selected 
from the three Proposition 50 programs:  the Southern California Program with $260 million 
allocation, the Infrastructure Program with $70 million allocation, and the Water Security 
Program with $50 million allocation.  Because the Proposition 13 program was separately 
audited and reported, the present audit focused primarily on the Proposition 50 funds. 
 
Using the selected projects above, we reviewed expenditures to ensure they were recorded and 
reported accurately in the Department’s accounting system and financial statements.  In 
addition, we tested a sample of the Department’s administrative expenses charged to bond 
funds to determine the reasonableness and compliance with applicable bond acts. 
 
To determine whether the Department had adequate project monitoring processes, we 
interviewed the Department's management and key program staff to gain an understanding of 
the Department’s project management policies and procedures.  Specifically, we reviewed the 
Department's progress monitoring, expenditure review and reimbursement process, and project 
close-outs.  Using the same sample, the projects were tested to determine if they were 
adequately monitored to ensure the projects stayed within cost and scope. 
 
Recommendations were developed based on our review of documentation made available to us 
and interviews with the Department’s management and staff directly responsible for 
administering bond funds.  The audit was conducted during the period September 2008 through 
December 2008. 
 
Except as discussed below, this audit was conducted in accordance with Government Auditing 
Standards, issued by the Comptroller General of the United States.   
 
In connection with this audit, there are certain disclosures required by Government Auditing 
Standards.  The Department of Finance is not independent of the Department, as both are part 
of the State of California’s Executive Branch.  As required by various statutes within the 
California Government Code, the Department of Finance performs certain management and 
accounting functions.  These activities impair independence.  However, sufficient safeguards 
exist for readers of this report to rely on the information contained herein. 
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AUDIT RESULTS 
 
The California Department of Public Health (Department) established its Safe Drinking Water 
and Water Security Programs in 2002 and has been awarding projects to public and private 
water systems consistent with the Proposition 50 requirements.  This process has been arduous 
since the Department established new program procedures to execute projects funded with 
Proposition 50.  The bond act requires the Department to develop project solicitation and 
evaluation guidelines.  In doing so, the Department is required to receive public comments on 
the scope, procedures, and content of the project guidelines.  The Department is striving to 
ensure compliance with the bond act requirements; however, the following observations identify 
areas for improvement. 
 
Observation 1:  Department Has Experienced Delays in Awarding Proposition 50 Projects  
 
In 2002 the Department was allocated a total of $485 million in Proposition 50 funding for the 
Safe Drinking Water and Water Security Programs; however, by June 2008 only 19 projects had 
executed grant agreements with expenditures totaling $16.8 million.  As of January 2009, no 
projects had been completed.  For a list of projects and allocation amounts as specified in the 
bond act, see Appendix B.  According to the Department, several factors contributed to the 
delay, including program development, staffing resources, and a lengthy awarding process.     
 
The Department spent approximately two years developing program guidelines and criteria for 
the new programs, which included extensive public comments and stakeholder input, see 
Appendix A.  Additionally, the Department claims adequate staffing resources were delayed due 
to a hiring freeze preventing the approval of new positions.  Lastly, the lengthy awarding 
process can take as long as four years with an additional three years for project construction.  
The Department is reviewing its awarding process to minimize the timelines while ensuring 
compliance with the bond act requirements. 
 
Section 79502 of the Water Code requires projects funded by Proposition 50 be administered 
and executed in the most expeditious manner possible.  Although the Department is striving to 
ensure the awarding process selects the best projects, it needs to consider how to expedite the 
process.  Reducing the amount of time it takes to execute agreements would help to supply 
much needed water-facility projects in a timelier manner, as required by the bond act.   
 
Recommendation 
 
The Department should continue its efforts to reduce the awarding process timeline. 
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Observation 2:  Project Monitoring Needs Improvement 
 
The Department relies on 22 district offices throughout the state to monitor the Proposition 50 
projects; however, the project monitoring policies and procedures are not well established nor  
consistently applied.  For a map of the district offices, see Appendix C.  Based on a review of 
monitoring processes at the Riverside and San Francisco District Offices, the following issues 
were noted: 
 
Policies and procedures have not been developed and adequate training has not been 
provided.  Although the districts were directed to use the Proposition 13—Safe Drinking Water 
State Revolving Fund Program manual as a reference, district offices are not consistency 
following the policies while administering the Proposition 50 projects.  The district offices do not 
have a clear understanding of headquarters project monitoring expectations and therefore, have 
developed their own practices.   
 
Specifically, district engineers are not comparing the project plans and specifications to the 
expenditure invoices, documenting site visits, or following the contingency and change order 
policies.  The Riverside District Office established an informal monitoring process and was able 
to provide limited examples of informal site visit documentation and claim reimbursement 
reviews.  The San Francisco District Office relied heavily on the grantee to manage the projects 
and was not able to provide any documentation.  Although headquarters provided two training 
classes on the awarding cycle, further training and guidance over grant management and 
monitoring is needed to ensure projects stay within established scope and cost.  According to 
the Department, project monitoring training is planned, but had not been provided as of the date 
of the audit fieldwork. 
 
Adequate monitoring ensures projects stay within scope and cost and intended outcomes are 
achieved.  Section 20050 of the State Administrative Manual indicates departments are 
accountable for activities carried out in their agencies and should regulate and guide operations 
with documentation through narratives and desk procedures.  The ultimate responsibility for 
good internal controls rests with management. 
 
The Department has a significant portion of the Proposition 50 allocation remaining that it plans 
to award in the near future.  Thus, the development of project monitoring procedures will be 
critical as projects commence and near completion. 
 
Recommendations: 
 

• Develop a policy and procedure manual for Proposition 50 Programs, which includes 
project monitoring guidance.  Provide periodic training to appropriate staff, including 
district offices. 

 
OBSERVATION 3:  Internal Controls Over Financial Reporting Need Improvement 
 
The Department's internal accounting controls need improvement to ensure fiscal records 
properly reflect program activities and financial reports are accurate.  Specifically, an issue was 
identified for the reported encumbrance amounts and the Department’s procedures thereon.  

 
• As of June 30, 2008, local assistance encumbrances were overstated by $683,560 on 

the Expenditures and Encumbrances Report submitted to the Department of Parks and 
Recreation (Parks).  Parks uses this information to track expenditure and encumbrance 
balances and reports the bond balances to the Legislature.  Additionally, two project 
encumbrances were classified as support cost instead of local assistance.  
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Section 13403 of the Government Code, states the elements of a satisfactory system of internal 
accounting and administrative control shall include, but are not limited to, a system of 
authorization and recordkeeping procedures adequate to provide effective accounting control 
over assets, liabilities, revenues, and expenditures; and an effective system of internal review. 
 
Recommendations 
 
Ensure encumbrances are properly recorded and reported.
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APPENDIX A 
 
 

Proposition 50
California Department 

of Public Health
$485 million*

Water Security
 Ch. 3, Section 79520

$50 million

Safe Drinking Water
Ch. 4, Section 79530

$435 million *

Infrastructure Grants
79530(a)(1)-(5)

$70 million

Safe Drinking Water 
State Revolving Fund

79530(a)(6)
$90 million

Southern California 
Projects
79530(b)

$260 million

Small Community 
Water Systems

79530(a)(1)
$14 million

Contaminant 
Treatment and 

Removal 
79530(a)(2)
$14 million

Community Water 
System Monitoring 

Facilities
79530(a)(3)
$14 million

Drinking Water 
Source Protection

79530(a)(4)
$14 million

Disinfection 
Byproduct Treatment 

Facilities
79530(a)(5)
$14 million

*  Administrative Costs , 79530(a) $15 million

Summary of Proposition 50 Bond-Funded Programs for Chapters 3 and 4

 
 
Water Code Section 79520 (Chapter 3 - Water Security) and Water Code Section 79530 (Chapter 4 - Safe Drinking Water) 
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APPENDIX B 
 

Proposition 50 Bond-Funded Projects as of June 30, 2008 
       

 Project Name  Project Number Chapter 
Funding 

Date Encumbrances Expenditures 
1 East Bay MUD (001) P50-0110005-001 3 05/01/06 $  2,550,000 $                 0 
2 SLO (003) P50-4010025-003 4A.5 05/10/06 $     320,435 $      320,435 
3 Willow Creek (004), DC P50-1210015-004 4A.4 10/11/06 $  2,000,000 $   2,000,000 
4 Valhalla (026), DC P50-5710008-026 4A.1 12/05/06 $  1,043,932 $      770,154 
5 CCWD - Security (002) P50-0710003-002 3 12/22/06 $  3,266,002 $   2,620,177 
6 L.A. Co - Dist 40 (005), DC P50-1910005-005 4A.5 01/04/07 $     231,100 $                  0 
7 Paradise ME (013) P50-3600399-013 4A.1 01/15/07 $     378,042 $                  0 
8 Yreka (033), DC P50-4710011-033 4A.3 01/24/07 $       19,750 $         16,627 
9 Eastern MWD (010) P50-3310009-010 4B 05/31/07 $12,123,014 $    7,281,477 

10 Nice (028), DC P50-1710008-028 4A.3 08/01/07 $       65,667 $         38,882 
11 Westport (017), DC P50-2300730-017 4A.3 09/15/07 $       50,000 $                  0 
12 Antelope Valley (027) P50-1510053-027 4A.5 10/18/07 $  1,360,504 $                  0 
13 Elsinore Valley MWD (035) P50-3310012-035 4B 10/18/07 $  6,732,293 $    3,778,917 
14 ASC Treatment Group P50-1503509-022 4A.1 10/25/07 $     319,279 $                  0 
15 TUD (008), DC P50-5510001-008 3 12/20/07 $     348,869 $                  0 
16 TUD (018), DC P50-5510001-018 3 12/20/07 $     219,107 $                  0 
17 City of Riverside (014) P50-3310031-014 4B 04/15/08 $12,838,847 $                  0 
18 San Joaquin (009) P50-3910024-009 3 05/06/08 $  2,589,000 $                  0 
19 L.A. Co. - Val Verde (038) P50-1910185-038 4A.5 06/11/08 $       63,685 $                  0 
        Totals    $46,519,526 $  16,826,669  
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RESPONSE 
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EVALUATION OF RESPONSE 
 
The California Department of Public Health's (Department) response to the draft audit report has 
been reviewed and incorporated into the final report.  The attachment referenced in the 
response has been omitted in the interest of brevity.  We acknowledge the Department's 
willingness to implement the recommendations made and its commitment to effectively manage 
the bond funds. 
 
The Department concurs with all findings except for part of Observation 3 which addresses use 
of the General Fund Clearing Account.  The finding stated that the General Fund Clearing 
Account was used despite the Program's instructions to process payments directly from 
Proposition 50, Fund 6031, and this contributed to inaccurate reporting of encumbrance 
balances for Fund 6031. 
 
In its response, the Department claims that use of the Clearing Account wouldn't have an 
impact on the Fund 6031 encumbrances balance because after the month-end and year-end 
CALSTARS process is complete, the financial reports would show the expenditures and 
encumbrances in the ultimate fund—Fund 6031—and not in the General Fund. 
 
The Department is correct and we have adjusted our report to remove the statement related to 
use of the General Fund Clearing Account. 




