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Dear Mr.Yauchzee

The State Contr ol |CeyrotBaldwihfParkintereal cordrel systemetad t h e
determine the adequacy of the cityds control s
reports, safeguarding of assets, and ensuring proper use of public funds.

Our review found deficienciesinhe ci tyés i nternal control syst
conditions that existed during the review period of July 1, 2016, through June 30, 2018.

We usedStandards for Internal Control in the Federal Governm@&reen Book), established
bytheUSGovernment Accountability Office, to ass:¢
control system. The Green Book outlines the fundamental components, principles, and attributes

of effective internal control systems. Of the 48 control attributes evdluagefound 17, or 35%,

were present but not functioning; five, or 11%, were not present and not functioning; and 26, or

54%, were present and functioning.

TheCity of Baldwin Parkshould develop a comprehensive plan to address these deficiencies.

The plan should identify the tasks to be performed, as well as milestones and timelines for

completion. The City Council should require periodic updates at public meetings of the progress

in implementing this plan. Furthermore, we requieatthe city provideheSt at e Contr ol | €
Office with a progress update of its plan six months from the issuance dhte port

If you have any questions, please conEfoenLoste, Chief of our Local Government Auslit
Bureau, by telephone at (916) 32226.

Sincerely,
Original signed by

JIM L. SPANO, CPA
Chief, Division of Audits

JLShAs



Shannon Yauchzee, -2-
Chief Executive Officer

cc: Manuel Lozano, Mayor

City of Baldwin Park

Paul C. Hernandez, Mayor Pro Tem
City of Baldwin Park

Alejandra Avila, Councilmember
City of Baldwin Park

MonicaGarcia, Councilmember
City of Baldwin Park

Ricardo Pacheco, Councilmember
City of Baldwin Park

Rose Tam, Director of Finance
City of Baldwin Park

Junel8, 2020
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City of Baldwin Park Internal Control System

Review Report

Introduction The State Controllerodos Office (SCO)
internal control system for the pedioof July 1, 2016, through
June30,2018 [fiscal year (FY) 201617 and FY 201718]. When
information obtainedfrom city officials, independent auditors, amdher
audit reports merited further reviewgvexpandeaur testing to include
prior-year and currengear transactions

Our review found deficiencies in t
described in the Findings and Recommendations section of this report.

Background The City of Baldwin Park is a city located in Los Angeles County,
California. The city was incorporated agenerallaw city in 1956, has a
total area of 6.8 square milesxd as of the 2010 U.S. Census, l&as
population of 75,390.

The city operates undahe CouncitChief Executive Officer form of
government. The city electsa mayor every two years, and City
Councilmembersare elected to overlapping foyear terms. City
Councilmembersalso serve as Board Membeosn the Community
Development Commission, Housing Authority, and Financing Authority.
The City Clerk and the City Treasurer are also elected teyiear terms.

As the citybés legislative body, the
boundby state and federal lawhe cty sets its laws and policies by
ordinance, resolution, and minute action. The City Council adopts the
annual city budget and establishes goals, objectives, and performance
measures for the Chief Executive Officer. The Chief Executive Officer,
appointed bynajority vote of the City Council, implements the legislative
policies of tle City Council, manages the dayday operations of thety,

and is responsible for efficient and effective delivery of municipal
services.

The five elected & Councimembersare:
Manuel Lozano, Mayor
Paul C. HernandeMayor Pro Tem

1

1

1 Alejandra Avila, Councilmember
1 Monica GarciaCouncilmember
1

Ricardo Pacheco, Councilmember

The Chief Executive Officer is Shannon Yauchzee.

We conducted this review pursuamb Government Code GC)

sectionl 2 4 6 4 . We questioned the cityos
accurate information required financial reports. Therefore, under GC
section 12464(a), we conducted an investigation/review to validate the
information that is required to Wiged with the SCO.
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Internal Control System

Objective, Scope,
and Methodology

Conclusion

Additionall vy, we conducted a review
pursuant to GC section 12422.5, which authorizesStageController to
ffaudit any | ocal agency for purpose

internal contrés are adequate to detect and prevent financial errors and
fraud. o

We usedStandards for Internal Controlni the Federal Government
(GreenBook), established by the Government Accountability Office, to
assess various aspect systenf. TheBreenci t vy
Book outlines the fundamental components, principles, and attributes of
effective internal control systems. This assessment is intended to help
management evaluate how well the ci
implemented, and detmine where improvements can be made.

The objective of our review was to
system for FY 2014.7 and FY 2018 to ensur¢he

9 Effectiveness and efficiency of operations;
1 Reliability of financial reporting;
1 Compliance with applicable laws and regulations; and

1 Adequate safeguarding of public resources.

To achieveour objective, we:
i Evaluatedtheict y6s f or mal internal pol ic

1 Conducted interviews with citgmployees and observed thetty 6 s
busiress operations to evaluate thetcy 6 s i nt er nal cont

1 Reviewedtheci t y0s supporting document a
records;

1 Performed tests of transactions on a-statistical sample basis to
ensure adérence with prescribed policies and procedures, and to test
and validate effectiveness of controls; and

1 Evaluated various aspects of thety 6s i nter nal con
accordance with the Green Book.

Our review found deficiencies intlei t yo6s i nternal con
described in the Findings and Recommendations section of this report.
These deficiencies includke following

1 Expenditures of over $500,000 on an engineering project that was
discontinuedFinding 1);

Inadequateversight for orcall service contractg-inding2);

Failure to use aompetitiveprocuremenprocesgor service contracts
(Finding3);

Possible inflationof ci t y of f(Findingd); 6s pensi on
Absence of1 $3.4 million contradn budget(Finding5);

Outdated accounting and personnel manuals (Firging

-2-
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Need to improve segregation of dutiescheck handling (Findin@);

Lack of itemized receipts for ciigsued credit card purchases
(Finding8);

1 Lack of timely bank reconciliation&inding9);

1 Lack of annual employee performance evaluations (Fintitiggand

1 Lack of controls over purchase approvals (Findity

Of the 48 control attriltes evaluated, we found 17, o85were present

but not functioningfive, or 126, were not preent and nofunctioning;

and 26, or 5%, were present and functioning. The results of our review
and evalwuation of the cityds inter
report as an appendix.

Views of We issued a draft review report on March 6, 2020. Shannon Yaychzee
Responsible Chief Executive Officerresponded by letter dated May 26, 2020

- p (Attachment) concurring with the resultgith the exception of Findings
Officials throughd . The cityods r e ggpatasaa attackmentn c | u
Restricted Use This report is solely for the information and use of @ity of Baldwin

Parkand SCO; it is not intended to be and should not be used by anyone
other than these parties. This restriction is not intended to limit distribution
of this report, which is a ntter of public record anis availableonlineat
WWW.SCO.Ca.gov.

Original signed by

JIM L. SPANO, CPA
Chief, Division of Audits

June B, 2020



City of Baldwin Park Internal Control System

Findings and Recommendations

FINDING 18 On October 15, 2014, the City Council authorized the La Cafiada Design
Expenditures of over Group to prepare construction plans and specification a proposed
$500.000 on an Civic Center Plaza project at a cost not to exceed $279,020. Subsequently,

on January 21, 2015, the City Council lmrized additional costs
increasingthe total project cost to $505,414. From October 23, 214
June 20, 2016, thaty paid La Cafiada Design Group a total of $507,176.

engineering project
that was discontinued

On November 15, 2017, the Interim Director of Public Works requested
direction for the completion of the plans and specifications for the
proposed Civic Center Plaza projddowever the City Council removed
this item from the agenddiscontinué the Civic Center Plaza projeeind
decided o0 e x p | oursee Oélopinenteatithat lation.

The City Co uadisdortiriueonstrection mantor the Civic
Center Plaza project resulteddrpenditureof public funds amounting to
$507,176with no identifiable benefit.

Recommendation

We recommend the City Council ensure that it gains a full understanding
of the services to be provided and benefits to the city prior to approval and
formal execution of a city contract.

Citydbs Response

The city disagreed with the finding. The city iohs it did not have the
funds to construct or maintain the park and pursued the construction of
affordable housing instead of the park after extensive discussions.
Furthermore, the city believes it had a full understanding of the decisions
in this matter.

SCO Comment
Our finding and recommendation remain unchanged.

The city did not explairwhy it developed plans for a park thae city
could not afford to build or maintaiAccording tahe cityd sudget books

its Park Fes (Quimby Act) Fundhad a fund balance ainly $73,529 at
June 30, 2016after incurring costs for the Civic Center Plaza project
construction documentBublic resources should be committed only after
carefulplanning,analysisand consideration.

FINDING 28 City management anthe City Councilneedb et t er oversi ght

Inadequate oversight call 6 service contracts

for on-call service
contracts
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Internal Control System

We reviewed three eaall service contracts. Of the service contracts we
reviewed, the city utilizeanly one of the three contractors, Advanced
Applied Engineering (AAE), except for one service contract awarded to
another vendorWe noted the following issues with the AAE service
contracts:

1 The City Councipassed a resolution reauthorizeAAE, on an on
cdl basis, to work on projects that cost up to $120,000 withother
City Council approvaldespita he ci t y 6 s wichstatesi p al
that services costy over $24,999 require approval from the City
Council. Although it is not uncommon for cities ® contract for orcall
services of this natureve notedthat the City Councitlid not ensure
compliance with requirements in that resolution that the City Council
be provided with quarterly reports for work performed by AXE
found no evidence that querly reports were submitted to the City
Council forits review. We were not provided with any documents
indicating that the City Council followagp on whyit had not received
anyof the promisedjuarterly reports.

1 The city improperly awarded a $142,6B88ojectto AAE without
approval fromthe City Council The project should have been
approved by the City Couilcbecause theoroject exceeded the
$120,000 thresholset by the City Council

1 The city relied on AAE tobmit project proposalshrough Requests
for Servicesin which AAE describel the scope of the services and
provided estimated costsAlthough city managementapprovel
requests before AAE began work, this process is not standard, and
may constitute a conflict of interest; contractors generally should not
be in a position to direct public resources to themselss city, not
contractorsshould be responsible for dat@ning what projects to
pursue.

For the period of July 1, 2014, through June 30, 2019, the city paid
AAE a total of $3.2 million for professionan-call services as
follows:

Fiscal

Year Amount
2014-15 $ 47,030
2015-16 426,296
2016-17 683,306
2017-18 902,568
2018-19 1,184,267

Total $ 3,243,367

Amounts paid to AAE rose froi$426,296 inFY 201516 to $1,184,267

in FY 201819. The contract costs were for engineering projects approved
bythecittp s Publ i ¢ Wity Pkasner[Directerc@ommunity
Development,or City Engineer None of the engineering projects
appeared to be frivolousr fraudulent However, to ensure that the city
wasobtaining the best value @mo properly oversete contract, the City
Council stould have limited the total amount that tbentracor was able
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to chargen any one yeatandalsorequiral thatall projectsbe approved
by the CityCouncil after the contract cap sveeached.

Recommendation

We recommend the city:

1 Provide adequate oversiglar on-call servicecontractsby ensuring
that the City Council iprovided with periodic expense reposatisd
project details;

1 Comply with its Municipal Code andasider lowering the $120,000
threshold for obtaining City Council approval,

9 Limit the total amount an eaall service contractor can charge iryan
oneyear without being prapproved by the Cit€ouncil; and

9 Discontinue the practice of allowing contracttirsnitiate projects.

Citydbs Response

The city disagreed with the finding. The city claims it is in compliance
with its Municipal Code and state laWhe city statedhat the City Council
approved the contract that exceeded $24,38%l all projects under
$120,000 were approved by City Council as part of the Capital
Improvement Projects (CIP) Budget.

The city indicated itwill incorporaterequirements foquarterly reports
into future cortracts The city stated that th&142,639 project was
approved in error and the cihas implement system to prevent these
errorsfrom recurring Furthermore, theity has stopped allowing AAE to
initiate projectsandis limiting project design expendites.

SCO Comment
Our finding and recommendation remain unchanged.

The city disagreed with the finding, but has agreed to implement some
mitigating controls. Tie btal amountshe city can pag contractor should
be specified in the contract.

Approvalof the CIP budget should not constitute approval of project costs,
scope,andfunding sourcesselection of firmsvendors anddevelopers
timing; or any other factors that need careful consideration. Typical CIP
budget processes do not involve such stywdnd intense analysis.

FINDING 30 The city failed to obtain requests for qualifications for professional
Failure to use a services

rotureme The City Council approved two contracts with AIM Consulting Services

P rocons for cerv to develop an economic development strategy. The first contract was for
process for service $32,000 and the second contract was for $60,000. The city didbmiatct
contracts other consultants or use competitive procurementprocessprior to

awarding either contract to AIM Consulting Services.
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The City Councilalso neglected tobtain proposals prior to approving a
contract amendment with West Coast Arborist (WCA) that incretheed
contract amount. On December, 13, the city selected WCA from
three proposals, and awarded the firm aye@r contract for citywide tree
trimming services. The contract included four optional-gpear renewal
extensionsbut did not include rate increases

On September 21, 2016 City Council approved an amendment to the
WCA contract that increased the compensattdWECA by 31% over three

year® 11% in FY 201617, 10% in FY 201718, and 10% irY 201819.

The amendment increasedlable ratesand extended the contract term

Al t hough not required ., thecityfcguldhakee ci t
obtained new proposals during the contracting protessave public
resourcesbecause theew contractrateswere substantially higher than

those ofother firmsthat competed ith WCA for theoriginal Request for
Proposal.

The dty has contracted the firrof Tafoya and Garcia, LLP to serve as
City Attorney since December 10, 2013. In addition to Tafoya and Garcia,
the city ontracted with other legal firsnduring the audiperiod (in

FY 201718 alone, the cityaid at leasteight different law firms)We
noted that he city does not obtain requests for qualifications when
procuring legal servicednstead the City Council awards contracts to
legal firms basean the recommedationsmade bycity staff. Some of
these recommendations were based on directions from the City Council.

Section 34.38 of the cityods Municip

Whenever directed by the City Council to obtain administrative, legal,
accounting or other pre§sional or contractual services to be performed
by a consultant, the Director of Administrative Services shall seek and
obtain written request for qualifications (RFQ) from qualified persons
authorized to perform the services. He/she shall obtain a isuffic
number of the proposals to insure that the cost thereof is consistent with
the market. He shall thereafter select the lowest responsible proposal,
based upon a performance or qualifications selection matrix, &md of
the contract to the personé.

We were not provided audit evidence that the city followed any of the
above competitive processes when procuring legal services dheng
audit period.

The city extended a contractwith its waste management service
provider without seekingbids from competitors

On September 4, 2013, the City Council approved the Amended and
Restated Agreement between the city and Waste Management of San
Gabriel/Pomona Valley Collection (Waste Management) for solid waste
handling, extending the agreement with Wabtanagement for the
seventh time since December 20, 198%he September 4, 2013
amendmengxtended the contract for 10 yeass,June 30, 2023

Theamendment alsimcluded a provision for theooitractor to pay the city
a Contract Modification Fee &1,000,000 to be depositedo thec i t y 6 s
General End; pay an Annual Benefit Fund Fee of $50,000 per year; and

-7-
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implement a scholarship program of $2,500 each fiscal yaspite these
contract terms that benefited the city, the city should have sought
competitive bids for solid waste handling service in ordgromote a fair

and equitable awarding process, and to ensure the best possible chance of
obtaining the best servisand rates for its resideniSities do not often
changavaste management coamiesprovidingservices to theiresidents

due to the huge infrastructure investments that the contsaictour.
However, it has been 30 years since the original agreementQam@ehrs

since the city considered seeking competitive bids based Angust 19,

2009 staff report.

Questionable use of sole source designations

The city circumvented its normal purchasing proceduresugir
gquestionable usage of sdleur ce designati ons. Th
Code allows for exceptions to the normebmpeitive purchasing
proceduresin certain situationsone of which is when supplies and
equipment can be obtained only from a single source.

We noted instances in which the city inappropratisignated a vendor
as a solesource provider, thereby allowinigg to circumven normal
purchasing praedures. Specifically, the city designated:

1 Black and White Emergency Vehicleagl as a solsource provider,
although it is one of manyendorsproviding emergencyehicle
equipment installationsThe city paidBlack and White Emergency
Vehicles, Inc$70,490in FY 201617 and $36336 in FY 201718.

1 Arroyo Background Investigations, LL&S a solesource provider, as
noted on purchaseequisitions dated Decemb#®,2017. The city
paid Arroyo Background Investigains, LLC$20,085n FY 201617
and $46,950in FY 201%#18. There are many other background
investigationprovidersthat the city could have used.

Soliciting quotes from vendors is an important control to ensure that the
city purchaseservices,supplies and equipment at competitive prices.
Proper authorization helps ensure that there is adequate oversight for the
use of public funds.

Recommendation

Werecommend the city:

1 Comply with its Municipal Gode pertaining tocompetitive
procurement; and

9 Adopta strict policy pertaining tsolesourcevendorsto ensure that
requirements to use a competitive procurement proeessnot
circumvented.

Cityds Response

The city disagreed with the finding. The city plans to update its Municipal
Code to be more flekle regardingcompetitive bidding procedures and
legal servicesThe city noted that thaVCA contract was increased to
account for the minimum wage increa3ée city further noted that the

-8-
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Waste Management contract was temporarily extended to negotiate
services, compliance with new laws, and rates. The stdted that it
performed annual surveys to keep rates low.

The city agreed that the sedeurce contracts mentioned in the finding
were questionabjendindicated that iplans to enforce a stricbficy on
solesource contracts in the future.

SCO Comment
Our finding and recommendation remain unchanged.

Although weacknowledgeand ppr eci ate the cityobs
its Municipal Code, theity was not in compliance with its Municipal
Codepertaining to competitive procuremetiring the review periad

FINDING 40 The city may haveaisedi t s f or mer Chi ef of Pol i
Possible inflation ofa appropriatelevel by increasing his annual salary lpproximately
city of fici $41,233 during his last year of employmbafore he retired

GC section 20636(e)(2) states:

Increases in compensation earnable granted to an employee who is not
in a group or class shall be limited during the final compensation period
appicable to the employees, as well as the two years immediately
preceding the final compensation period, to the average increase in
compensation earnable during the same period reported by the employer
for all employees who are in the same membership dlzestiiin, except

as may otherwise be determined pursuant to regulations adopted by the
board that establish reasonable standards for granting exceptions

On September 21, 2016, the City Council terminated the employment of
the cityos ,t@dnieleiréed himfon d anteiint basis for six
months on May 3, 2017. On November 15, 2017, the City Council hired
him again as the permanent Chief of Polfcem December 1, 2017yntil

his retirement oecember 31, 2018.

Although the maximum salary for the position of Chief of Police was
$192,767annuallyat the time of his permanent reappointment, the city
raisedt he Chi e fsalanfto $234,000 aneuélly, a 21Mcrease.
The Chief of Police was the only officialhe received a salary increase
of this magnitude, and the increase ocedrat the end of his employment
status; thisnayhaveconstitutel pensiorspiking.

The new pay rate was not listed @publicly available city pay schedule
at the time of the pay @mease. The city retroactively adjusted the publicly
available pay schedule to reflect the new pay rate for the Chief of Police.

GC section 20636(b)(1) states:

APayrated means the nor mal mont hly r
member paid in cash to simily situated members of the same group or

class of employment for services rendered on atifuké basis during

normal working hours, pursuant to publicly available pay schedules.

-9-
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APayrate, 0 for a member who is not
monthly rate of pay or base pay of the member, paid in cash and pursuant

to publicly available pay schedulder services rendered on a ftiine

basis during normal working hours, subject to the limitations of
paragraph (2) of subdivision (e).

The Chief of Policebds compagragati on
because it was not paid pursuant to a publicly available pay schedule.

Recommendation

We recommend thecitg onsul t with the Califor
RetirementSystem(CalPERS)o determine whether the citmproperly
increased he f or mer Chief of Policebs pe

Citydbs Response

The city disagreed with the finding. The city consulted with CalPERS
regarding the former Chief of Police. Because the city negotiated a new
contract with the Chief of Police, the city does not aginethereceived

a pay increase. The city plans to consult with CalPERS again.

SCO Comment
Our finding and recommendatioamain unchanged.

The city disagreed with the finding, but has agreed to consult with
CalPERSto determine whether the city improperly increased the former

Chief of Policebs pension.
FINDING 598 The City Council approved a $3,441,041 energy service contract for
Absence of a $3.4 energy efficiency improvementsut did not include appropriations for the
million contract in project in a City Council Resolutiont h e c i ualybudget fom n

budget FY 201617 or FY20171 8 , or t hyear Capital ynipmverhentv e
Program budget for FY 20167 through FY 202@1.

A budget isone ofthe most important managerial teavailable to a local

governmentasi t refl ects the cityds objec

can be an effectivenanagement tool at various stages of governmental

activity by providing transparency and accountability. For a budget to be

effective, t is imperative that it includaccurate information.

Recommendation

We recommend the cignsure that piiects areproperly budgeted.

Cityds Response

The city agreed with the finding, aedplained that the funding source for
the energy service contract was not inclugethe budget because it was

a loan from the California Energy Commissithat wason a different
timeline. The city has implemented a procedure to ensure that capital

-10-
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projects and new appropriations ar €
amended budget items.

FINDING 68 The <city 6 solicecnmamual wdsilast gpdagbed in its entirety in
Outdated 1987, and does not reflemrrentprocedures. The city lacks complete and
accounting and accurate documentation of current processes.

personnel manuals In addition, many of the employetimtwe interviewed were not aware of
any formal policiegnd procedures for their daily tasks. Formal accounting
policies and procedures should be available to stafk-bp staff, and new
employees.

The city has upated specific policies on an &dc basis. Iresponse to

previous recommendations fronauditors the City Council approved

updated accounting policies related to purchasingsisstyed credit card

usage, travel, administration afderal awards, and wire transfereeTcity

has been working to updaaeditional policies and procedures.

Weal so noted t hat uldsmanuatwhithyséissfortp er s o
policies and procedures related t
last revised in 199%AIthoughmany of the policies contained therein may

still be in place, the city should revigtg personnelulesmanualat least
annuallyto ensure its content is accurate.

o
(0]

Recommendation

We recommend the city:

9 Cortinue to review and update its accountiraigies and personnel
rules manuals to ensure consisty with current processes; and

9 Disseminate the accounting policies and persoruies rmanuig to
all responsible employees and provide training, if necessary.

Citydbs Response

The city agreed with the finding; the city will update its policies and
manuals and disseminate them.

FINDING 78 City employees from a requesting department are allowed to pick up

Need to improve checks that have beemopessed by Accounts PayableP(Astaff for

seqreaation of duties vendorpayment. The checks are then hatelivered tovendos. In other
greg . instances, city employees were also allowed to pick up AP simeaie

for check handling payable tomther ity employees.

The citymaintains a check pielp log of all released checks; however,
there is no record of@heck pickuplog prior to March 2019V e reviewed
thecurrentlog and identified 392hecks for the period of Mareh 2019,
through September 16, 2019, that were picked up by city empléyees
vendors or other employees

-11-
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The cityds dpolictesadd psobedures alanvehackd be
released byheFinanceDepartmento a requesting department employee.
However, a department employee who authorizes an invoice for payment
should notin turn, have access to that check.

The duties ofwuthorizing a payment and acdagghe paymenshould be
separatedto minimize the risk of payment on a @idulent invoice or

forged checkin general a check payable mnecity employee should not

be picked up by a different employé&®oper segregation afutieswould

minimize the likelihood of an employee obtaining at h er empl oy
checkand fraudulently endorsing.it

Recommendation

We recommend theity implement revised policies and procedures

1 Prohibit employegwith authority to approve invoicegsom gaining
access to R checks for hand delivery; and

1 Only allow city employees to pick up checks for other city employees
with prior written consent.

Citydbs Response

The city agreed with the finding; the city has implemented the suggested
proceduresand will update its policies

FINDING 83 We reviewed the cityods credit card
Lack of itemized expenses for FY 20167 and FY 201718. Our review resultsdicated
receints for city- the city paid $8,58 for meals, hotels, online retatore purchases, and
issueF()j credit C{’/‘:lrd other miscellaneous expenses without itemized receipts or descriptive

invoices.
purchases

The cityds credit card policies an
substantiated with a receipt or invoice. In addition, brief descriptions of

the charges should be included in credit card expense reports that are
submitted to the Finance Departméstpayment. In most instances, city
officials complied witht h e  credit gaddspolicies and procedures.
However, the city should require all charges be supported with original
itemized receipts to furthereduce the risk of nehusinesselated

charges.

In addition, we noted 5@redit cardchargedor travelexpenseghotel or

air fare) for which receipts were attached as support for the charges
however no further documentation (such as a conference agenda or
certificates of completed trainingyas provided to support the business
purpose of these trips.

Recommendation

We recommend the city:

9 Hold credit card holders accountable by requitimatall credit card
charges be supported wibhiginal itemized receipts; and

-12-
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FINDING 96
Lack of timely bank
reconciliations

1 Requirethatall travelrelated expenses be supported with conference
agendascertificates of completetlaining, or othedocumentation to
supportthe business purposé the expense

Cityds Response

The city agreed with the finding; the city has implemented the stegijes
procedures, and will update its policies to require detailed receipts and
documentation to support the business purpose of @aditpurchases.

We tested five bank reconciliations to determimbetherthey were
completed in a timely mannerWe found that all tested bank
reconciliationswere late, afollows:

Citya@s Gener al
Bank Account Reconciliations

Selected Month Date Completed Days Late

September 2016 11/10/2016 10
January 2017 3/6/2017 6
December 2017 5/9/2018 98
May 2018 8/15/2018 46
November 2018 2/5/2019 36

During our fieldwork the city provided its current writtepolicies and
procedures. However, as decembeR3,2019, these policies and
procedures have not been revieveed approved by the City Council.

The cityds Bank Reconci |l ngpari oiml ol $
the responsibility of the Finance Department to reconcile and comglete al
Citybds bank andofecach manth bppn recéiph bank
statement seé

According to city staff, the monthly bank reconciliations selected for
review were not completed on time due to the implementation of new
accounting software and the priization of the yeaend closing process.

Bank reconciliations are effective todtw detecing errors andraud if

they are prepared, reviewed in detail, and approved in a timely manner.
Bank reconciliations also asash st [
flows, and assure accuracy and timelinessitifdrawalsand deposits.

Recommendation

We recommend the city formalize and implement procedures to ensure
that bank reconciliations are completed, reviewed, and approved in a
timely manner.

Ci t Reépsnse

The city agreed with the finding; the city has implemented the suggested
procedures, and will update its bank reconciliation policy.
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City of Baldwin Park Internal Control System

FINDING 100 We found that the city did not conduct performance evaluationsvior
Lack of annual of 10employees selected for the pertmtween July 1, 2016, and JWBG
employee 2018. In both instancesthe city had not conducted a performance
performance evaluation innearly 10 yearsCity staff confirmed that thesity did not
evaluations consistently conduct performance evaluations for employees who reached

their maximum pay rateCity staff also confirmed that they mostly focus
on obtaining performance evaluations for city staffo have not yet
reached thir maximum pay rate avho haveprobationary employment
status. As a result of this confirmation, we did not expand our original
sample size.

Section 10.1 of the citybs Personne
employees shall have a performanpegar ai sal review at |

An organization should attract, develop, and retain competent individuals

in alignment with the organizati ondé
are a key tool in helping an organization evaluate and develop its
enployees.

The city did not have procedures in place to ensure that performance
evaluations are conducted at least annually.

Recommendation

Werecommend the city:

1 Establish procedures to ensure that performance evaluations are
conducted at least annuaftyr all permanent employeesnd

1 Complete all pastiue employee performanegaluations in a timely
manner.

Citydbs Response

The city agreed with the finding, and has implemented procedures to
ensure that quarterly staff evaluation reports are senbitectors,
indicating which evaluations are outstanding.

FINDING 118 We tested100 expenditure items totalinfl.7 million and found that

Lack of controls over 39 ite_ms totaling $285,A_f32 were for purchases that were made b_efore

purchase approvals obtaining the appropriate level of appravdor example, the city
purchased:

1 963 streehame signsfor $51,054 before obtaining approval from
the City Council. The invoice for the purchase was dated June 12,
2017, but it was nopresentedo the City Council for approval until
September 20, 201 more than three months later;

1 Shorts and jerseydor youth programs for $11,554 without
completing a purchasrequisition or purchase order; and

1 Police equipment for $3,093 before completing a purchase
requisition or purchase order.

-14-



City of Baldwin Park Internal Control System

Section 34. 24

ofoddestcatgds MRuwmi ch @
and equi pment shall

be made only by

In addition, gction 34.26 requires City Council appabfor purchases of
supplies or equipment greater than $29,9It is important to process
purchase equisitionsand purchaserders before making purchasde
ensurethat all purchases havdocumented management approval and
sufficient funding sources.

Our analysis of the cityods internal
not indicate that the city haslequateprocesss and procedurés ensure
thatpurchases are properly approved.

Recommendation

We recommend the city

1 Develop internal controls to properly monitor adherencecitg
policies requiringore-authorization of purchases; and

1 Ensure that city employees follow all purchasing requirements,
including preauthorization for all purchases, and City Council
approval br purchases of supplies or equipment greater than $24,999.

Cityds Response
The city agreed with the finding; the city will develop internal controls to

require preauthorization of purchases, and ensure that city employees
follow purchasing policies an@quirements.
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Internal Control System

Appendixd
Evaluation of Internal Control Systent

Present?|Functioning?
Internal Control Attributes Y / N Y / N Explanations/Conclusions
CONTROL ENVIRONMENT
1. |Demonstrates Commitment to Integrity and Ethical Values
a. Sets the tone at the top X X | Refer to FindingdL.
b. Establishes standards of conduct X X
c. Evaluates adherence to standards of conduct X X
2. |Exercises Oversight Responsibility
a. Establishes oversight structure and responsibilities X X | Refer to Finding?.
b. Provides oversight for the system of internal control X X | Refer to Finding2.
C. Provides input for remediation of deficiencies in the X X
internal control system
This evaluation tool i s b as e Standands fgruniecha Controietlse Fedsral &dvérrimenihe dvallmgon tbdh leelpsGogaDagancies identify

internal control weaknesses. The SCO uses the same evaluation tool on all of its internal control system reviews eftoeahtagencies, regardless of size.
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Internal Control System

Appendix (continued)

Present? | Functioning?

Internal Contr ol Attributes Y / N Y / N Explanations/Conclusions

Establishes Structure, Authority, and Responsibility
a. Considers organizational structures X X
b. Defines, assigns, and limits authorities and responsibilij X X | Refer to Finding?.
c. Develops and maintains documentation of the internal X X | Refer to Finding.

control system
Demonstrates Commitment to Competence
a. Establishes expectations of competence for key roles | X X
b. Attracts, develops, anetains competent personnel X X | Refer to FindindLO.
¢. Plans and prepares for succession X X ;:Ii{;[l)r/]?anagement does not prepare succession and contingeng
Enforces Accountability
a. Enforces accountability of personnel through mechani{ X X | Refer to FindindLO.

such as performance appraisals and disciplinary actiol
b. Considers excessive pressures X X
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Internal Control System

Appendix (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y / N Explanations/Conclusions
RISK ASSESSMENT
6. |Defines Objectives and Risk Tolerances
a. Defines objectives in specific and measurable terms X X | Refer to Findingp.
b. Considers risk tolerances for tefined objectives X X
7. |ldentifies, Analyzes, and Responds to Risks
a. ldentifies risks throughout the entity to provide a basis| X X
analyzing risks
b. Analyzes the identified risks to estimate their significai X X
c. Determines how toespond to risks X X
8. | Assesses Fraud Risk
a. Considers various types of frauds X X
b. Assesses fraud risk factorgcentives and pressures, X X
opportunities, and attitudes and rationalizations
c. Analyzes and responds to identified fraigks X X
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Internal Control System

Appendix (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y / N Explanations/Conclusions
9. |ldentifies, Analyzes, and Responds to Change
a. _Identlfles and assesses change_s that cpuld S|_gn|f|cantl3 X X | Refer to Finding 6.
i mpact the entityds intei
b. Analyzes and responds to identified changes and relate
risks in order to maintain an effective internal control X X | Refer toFinding 6.
system
CONTROL ACTIVITIES
10. |Designs Control Activities
a. Designs control activiti]| X X | Refer to Findindl1.
objectives and risks
b. Designs appropriate types of control activities for the | X X | Refer toFinding 11.
e n t iinteynd control system
c. Considers at what level activities are applied X X | Refer toFinding 11.
d. Addresses segregation of duties X X | Refer to Finding 7.
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Internal Control System

Appendix (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y /| N Explanations/Conclusions
11. |Designs General Control over Information System
a. Designs the e tyds i nf (
: - . : X X
entityds objectives and 1|
b. Designs appropriate types of control activiiegeneral an
application control actiy X X
system
c. Designs control activities over the information technolo
infrastructure to support the completeness, accuracy, a X X
validity of information processing
d. Establisheselevant security management process contt X X
activities
e. Establishes relevant technology acquisition, developme X X
and maintenance process control activities
12. | Implements Control Activities
a. Documents in policies and procedures the internal cor X X | Refer toFinding 6.
responsibilities of the organization
b. Reassesses policies and procedures through periodic X X | Refer toFinding 6.
review of control activities
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Internal Control System

Appendix (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y / N Explanations/Conclusions
INFORMATION AND COMMUNICATION
13. |Uses Quality Information
a. lIdentifies information requirements X X
b. Obtains _relevgnt data from reliable internal and externs X X | Refer toFinding 5.
sources in a timely manner
c. Processes the obtained data into quality information wi -
the entitydés informati on X X | Refer toFinding 5.
14. |Communicates Internally
a. Communicates internal control informatithroughout the -
entity using established reporting lines X X | Refer toFinding 5.
b. Selects appropriate methods of communication and
considers factors such as audience, nature of informati X X
availability, cost, and legal or regulatory requirements
15. |Communicates Externally
a. Communicates to external parties, and obtains quality
information from external parties using established X X
reporting lines
b. Selects appropriate methods of communication and
considers factors such as audiemadure of information, | X X
availability, cost, and legal or regulatory requirements
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Internal Control System

Appendix (continued)

Present? | Functioning?
Internal Control Attributes Y / N Y / N Explanations/Conclusions
MONITORING
16. |Conducts Ongoing Monitoring Activities
a. Establishes a baseline to monitor the internal control X X |Refer toFinding 6.
system
b. Considers a mix of ongoing and separate evaluations | X X |Refer to Finding9 and 10.
c. Obijectively evaluates and documents the results of on
monitoring andseparate evaluations to identify internal | X X
control issues
17. |Evaluates Issues and Communicates and Remediates
Deficiencies
a. Reports internal control issues through established rep
lines to the appropriate internal and external paities X X
timely manner
b. Evaluates and documents internal control issues and
determines appropriate corrective actions for internal X X
control deficiencies
c. Monitors, completes, and documents corrective actiony X X
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Attachmentd
City of Baldwin Park Response to Draft Review Report




Shannon Yauchzee, CEO/City Manager

May 26, 2020
Efren Loste, Chief, Local Government Audits Bureau
State Controller’s Office, Division of Audits

Post Office Box 942850
Sacramento, California 94250

Dear Ms. Yee,

Thank you for the opportunity to review and comment on the draft report of the State
Controller’s Office review of the City of Baldwin Park’s internal control systems. We also
appreciate the extension of time provided for our review and comments due to the
declaration of State, County and Local emergencies due to the COVID19 pandemic. |
also want to comment that your staff assigned to this project were friendly, very
professional, communicated well with us, and were easy to work with.

Below you will find our comments to each of the issues raised in the draft report. The
City will and in some cases already has, developed plans to address our policies and
procedures that may need improvement. The City Council will receive periodic updates
at public meetings of the progress in implementing any plans.

We had mentioned to your staff that it may have been more clear and helpful if findings
were classified as non-conformance, observations, or opportunity for improvement.
However we do appreciate your review of our comments below and trust that they will be
well taken in the spirit of cooperation and transparency. We have provided some
background information as well as how the City has or will respond to each item. We
ask that you adjust your report appropriately after the review of our comments.

Please feel free to contact me at Syauchzee@baldwinpark.com or Finance Director
Rose Tam at Rtam@baldwinaprk.com should you have any questions.
Sincerely, /
/ﬂ/‘
Shannon Yauchzee, CEO

cc: Mayor and City Council
City Directors

Attachments:
Response to draft report

14403 E. Pacific Avenue * Baldwin Park, CA 91706 * (626) 813-5201 * Fax (626) 337-2965



City of Baldwin Park Response to Draft Report

Finding 1

We concur the City paid for and still has possession of shovel ready plans for a
Park in the Downtown. However at the time, and even more so currently, the City
does not have the funds to construct or maintain the park. This issue was
discussed extensively with the City Council at several public meetings. While it
may seem unfortunate that the City Council decided to make a policy change for
the downtown after the expenditure of Park Dedication Funds (not General Funds)
for construction documents, it should be noted that the new direction is to explore
the construction of affordable housing in the downtown. As we all know there is a
shortage of affordable housing in California and the State of California is setting
goals for Cities to build more affordable housing. Currently the City is in exclusive
negotiations for the construction of about 150 units of affordable housing, certainly
a noble project. If the affordable housing project proceeds the developer could
pay the City up to $1.65 million for the land value, in addition to either providing
open space or the payment of Park Funds. If the affordable housing project is not
viable then the City still has a shovel ready park project and may apply for future
funding grants. The Council made a decision between a Park project that we
could not afford to build or maintain, and the construction of affordable housing
with the potential to bring revenue back to the City. We believe this was a
governmental body decision made after weighing all the facts, and is not related
to internal controls of the City.

Response

We believe the City Council had a full understanding of the decisions made in this
case.

Finding 2

We believe the City is in compliance with the City municipal code and State Law.
The City went through an RFP process (actually two RFP’s in the last 7 years)
and the City Council has approved the contract that exceeds $24,999. We
believe this system has more controls compared to other cities’ contracts for on
call-services, in that it requires additional City Council approval of projects which
exceed a higher threshold. In addition all of the projects under $120,000 have
been previously approved by City Council as part of the Capital Improvement
Projects Budget (CIP). In addition, during the last RFP process the City
negotiated into the new contract a set percentage of fees to the consultant,
therefore guaranteeing the City a fair design fee for every task.

The requirement for quarterly report occurred in a previous contract. While we
believe some reports were provided they may not have been consistent. The
newest and current contract with Infrastructure Engineers (IE, aka AAE) does not
require quarterly reports. However we believe it is a good suggestion and will
incorporate quarterly reports in the future.

The project that exceeded the $120,000 was approved in error by staff. However
the project had already been approved by City Council in the CIP. As soon as
staff realized that the project was approved in error, it was then taken to City
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Council for approval and ratification. Public Works and Finance have since set up
a system where requisitions will not be approved under this contract if the amount
exceeds $120,000.

e The procedure of IE submitting projects has been discontinued. The amounts of
on call-services are limited by the amounts approved for capital projects in the
CIP. In addition the newest contract limits design serves to a percentage of
construction costs. The amounts for on-call services increased over a number of
years due to an aggressively funded CIP budget as well as some staff vacancies.

Response
e The City Council will be provided quarterly reports pertaining to Capital projects
and on- call services.
e The City is in compliance with the Municipal Code.
e The total amounts for on-call services are dictated by the Capital Improvement
budget which is pre-approved by City Council.
e This practice was already discontinued.

Finding 3

e Aim Consulting and Legal Services. We concur that the City needs to update and

clarify its purchasing ordinance as it is outdated and somewhat unclear. We
agree that a competitive process is good in many cases. However, many City
codes do not require the lowest responsible bidder be chosen for professional
services as often times quality, experience or other factors can outweigh fees for
service. In fact, some cities seal the monetary bid amount and only reveal the cost
once a bidder is chosen.
In regards to Legal services the City maintains contracts with various firms. There
is no State law or requirement to bid out legal services. These legal service
contracts are approved by the City Council. In many legal cases the City council
did not initially direct the staff “to obtain...services” because of time constraints
related to legal deadlines in litigation. For example in a case where the City is
sued, and the City has 30 days to obtain legal services and respond to the
complaint, there is not time to perform an RFQ. In this case there are firms
already on contract that have the experience to handle the case. For this reason
and others, the City has developed a City Council approved list of law firms that
the City can rely upon for its litigation needs.

e In the case of trash services and tree trimming, staff always surveys other
surrounding City services to insure that the City is confident that we are receiving
competitive rates.  We believe our competitive process for waste removal
services which is a franchise and in ways different than standard contract
services, is consistent or better than the industry standards, as many cities still
have evergreen contracts. In addition the last increase for the WCA contract was
an adjustment to compensate for the increase in State minimum wage law.
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