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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As requested by the Joint Legislative Audit Committee, the Bureau of State Audits presents
its audit report concerning the California Unemployment Insurance Appeals Board’s (appeals
board) hiring, procurement, and administrative practices.

This report concludes that the appeals board’s hiring managers were not always allowed to
consider all applicants for a given position because of a freeze on outside hires and did not
consistently document their reasons for hiring a particular candidate. In addition, nearly
half of the employees who responded to our survey believed that the appeals board’s hiring
and promotion practices were compromised by familial relationships or employee favoritism.
Deficiencies in the appeals board’s hiring practices may contribute to this perception among
employees. In response to concerns about nepotism, the appeals board recently adopted a more
restrictive policy stating that it retains the right to refuse to appoint a person to a position whose
relationship to another appeals board employee has the potential for creating an adverse impact
on supervision, security, or morale, or involves a potential conflict of interest. However, we
believe that the appeals board cannot currently enforce its new nepotism policy against persons
who are not presently employed by the appeals board because the new policy should have been
submitted to the State’s Office of Administrative Law for approval as a regulation. Furthermore,
over roughly the past five years employees submitted few equal employment opportunity (EEO)
complaints or grievances, and 40 percent of employees who responded to our survey indicated
that they would have some fear of retaliation from their supervisors or upper management if
they were to file either an EEO complaint or grievance.

We also found that a former board may have violated conflict of interest laws. As required by
audit standards, we referred the matter to the Sacramento County District Attorney and the
California Attorney General for their consideration. Finally, certain weaknesses in the appeals
board’s controls over travel expenses prevent it from demonstrating the business purpose of
some travel expenses and resulted in some questionable costs that may need to be recovered.

Respectfully submitted,

ELAINE M. HOWLE, CPA
State Auditor
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Similarly, the EEO complaint process gives employees several options
for filing complaints, as shown in Figure 3. Informally, an employee
can file a complaint with the appeals board’s EEO counselor. The
formal process within the appeals board involves an EEO officer,

the chief counsel, an EEO investigator, an EEO review committee,
and appeals board members. An appeal can be made to the State
Personnel Board if the complaint cannot be resolved within the
appeals board or if the complainant is not satisfied with the appeals
board’s decision. Further, at any time an employee may file an EEO
complaint with the State Department of Fair Employment and
Housing or the United States Equal Employment Opportunity
Commission. The goal of both the grievance process and EEO
complaint process is to resolve complaints at the lowest level possible.

Figure 3
Process for Filing an Equal Employment Opportunity Complaint at the California Unemployment Insurance
Appeals Board

Employee is allegedly harassed or
discriminated against based on a
protected status.* The employee can
le the complaint through one of

two processes:

I —
* Informal process Formal processes
At California Unemployment At appeals board With outside agencies
Insurance Appeals Board . .
(appeals board) EEO o cer and chief counsel assign State Personnel Board
. an EEO investigator .
Equal employment opportunity ] . o Department of Fair Employmel
(EEO) counselor or EEO o cer EEO investigator conducts inquiry and and Housing
works with employee to reports ndings United States EEO Commissic

achieve resolution EEO review committee submits ndings
and recommendations

Appeals board members consider
ndings and recommendations and
submit a decision to the complainant

;

Complaint is resolved

SourcesAppeals board’s policy for resolving discrimination complaints, and the California Code of Regulations, Title 2, sections 547, 547.1, etc.
* Some protected characteristics are race, religious a liation, gender, or national origin.
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The Appeals Board’s Process for Reimbursing Its Employees’ Travel Costs

The California Government Code authorizes the director of
Personnel Administration to establish travel regulations for state
employees. These regulations define criteria for determining the
appropriate reimbursement of an employee’s authorized expenses
incurred while traveling on official state business. For example,
Personnel Administration travel regulations detail permitted
parking, meal, and lodging expenses and specify when receipts
are necessary for reimbursement. The regulations also require
state agencies to determine the necessity for travel, specifying
that any travel must be in the best interest of the State. Further,
the regulations delegate to state agencies the responsibility for
determining the methods of travel and lodging, and the location of
the travel.

In addition to Personnel Administration travel regulations, the
appeals board has a travel manual that contains travel rules

and guidelines to aid employees in completing and submitting
their travel claims. The travel manual states that travel expense
reimbursements shall be governed by the State’s travel laws and
by any applicable bargaining unit agreements. Appeals board
employees are required to follow the guidance in this travel manual.
The travel manual instructs employees to submit travel claims

to their supervisor after travel has occurred. Supervisors are

then responsible for approving the claims and forwarding

them to Employment Development for payment. Employment
Development’s travel unit processes and pays the claims based on
the rules contained in its own manual.

The Appeals Board’s Process for Procuring Office Space and Equipment

Through its business services unit (business services), the appeals
board follows the State’s procurement system, which is structured
to foster competition and ensure that unless otherwise justified,
state agencies secure the highest-quality goods for the lowest
offered price. The State Administrative Manual (administrative
manual) and the State Contracting Manual (contracting manual)
provide guidance to, and place certain requirements on, state
agencies to ensure that procurements of goods and services are
made in the best interest of the State.

To fulfill its mission, the appeals board maintains multiple locations
throughout the State, many of which are leased office buildings.
Under the State’s real estate procurement process, the Department
of General Services’ Real Estate Services Division (Real Estate
Services) oversees the State’s acquisition of real property, including
the leasing of office space. A state agency initiates the lease process
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by delivering a completed request, which includes a justification to
Real Estate Services. Real Estate Services then negotiates a lease on
the state agency’s behalf, procures the property, and provides an
executed lease agreement to the agency.

When buying products such as office furniture, state law requires

a state agency to first attempt to buy products from the Prison
Industry Authority (Prison Industry). If Prison Industry is unable to
provide a specific item, such as an ergonomic desk chair, the state
agency must obtain a waiver from Prison Industry before procuring
the product from a commercial vendor. After Prison Industry
determines that it cannot provide the product, the state agency can
procure the product through a leveraged purchase agreement—a
prebid state contract for a good or service. Alternatively, the agency
must solicit competitive bids to buy the product through the
process prescribed by state law and the State’s administrative and
contracting manuals. Generally, the competitive bidding process for
products requires a minimum of two vendor bids, depending on the
dollar amount and type of purchase, and the agency must buy the
product from the lowest responsible bidder.

The Appeals Board’s Use of State Vehicles and Fuel Cards

State departments may lease vehicles on a long-term basis through
the Department of General Services’ Office of Fleet and Asset
Management (Fleet Management) for official state business. To
instruct state agencies on the leasing and use of state-owned
vehicles, Fleet Management uses its Fleet Handbook, the
administrative manual, and various management memos.

Fleet Management provides vehicles in response to written requests
from state agencies that justify their vehicle needs. State agencies are
required to maintain a monthly travel log for each vehicle, including
the names of the drivers and the beginning and ending mileage, and to
submit the information to Fleet Management every month. According
to the assistant chief of Fleet Management, it charges a monthly

flat rate plus a mileage rate for each leased vehicle. The charges for
vehicles leased to the appeals board go directly to Employment
Development for payment.

The assistant chief also stated that Fleet Management provides

a fuel card with each leased state vehicle that is to be used for

that vehicle only. The card can be used to purchase fuel, fluids,
lubricants, and two basic car washes per month, along with

certain other items and services in emergency situations only.

He also stated that the bank that issues the fuel cards sends Fleet
Management invoices for payment. In addition, the bank issues
Fleet Management weekly and monthly exception reports that note



specified patterns in usage based on predetermined criteria that
are designed to identify unreasonable or fraudulent transactions.
According to Fleet Management’s contract administrator, these
reports are analyzed to detect possible misuse. Any unauthorized
charges on fuel cards belonging to vehicles leased from Fleet
Management are charged back to the respective state agency.

In any such cases, it is the agency’s responsibility to recover the
inappropriate charge from the driver.

Scope and Methodology

The Joint Legislative Audit Committee (audit committee) requested
that the Bureau of State Audits review the appeals board’s hiring,
procurement, and administrative practices. Specifically, the audit
committee asked that we review and evaluate the appeals board’s
hiring policies to determine whether its policies and procedures
comply with applicable laws and regulations. In addition, the audit
committee asked us to examine a sample of hires, promotions, and
transfers to determine if each one complied with applicable laws,
regulations, policies, and procedures. The audit committee also
requested that we determine the prevalence of familial relationships
among appeals board employees, to the extent possible. In addition,
we were asked to determine whether the appeals board’s processes
for handling grievances and EEO complaints are set up in a manner
that allows employees to avoid the fear of retaliation.

The audit committee also asked us to review and evaluate the
appeals board’s procurement practices for office space, furniture,
and other administrative purchases to ensure that they align with
applicable laws, regulations, and appeals board policies. Finally, the
audit committee asked us to review the appeals board’s use of state
property such as vehicles and fuel cards and determine whether
such use is reasonable and allowable per applicable laws.

To determine whether the appeals board’s policies and procedures
for hiring, promotion, and transfer are appropriate, we reviewed
applicable laws and regulations and interviewed a deputy

director, managers, a supervisor, and other staff at the appeals
board. We selected the Sacramento, San Diego, and Inland
(Rancho Cucamonga) locations for further testing, based on the
number of hires, promotions, and transfers occurring at those
locations and information provided by executive management at the
appeals board. We also spoke with managers in the three selected
locations and reviewed documentation they maintained regarding
their hiring practices. For the three locations, we judgmentally
selected a sample of 27 advertised positions and six unadvertised
positions (promotions in place or intradepartmental transfers),
generally occurring between June 2006 and April 2008. Two of
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the 27 advertised positions were filled by former board members

in 2004 and 2005. For each hire, we reviewed personnel transaction
documents at personnel services in Sacramento. These 33 positions
tested included 11 support staff, 11 administrative law judges, seven
analysts, three legal support supervisors, and one staff services
manager drawn from across the various appeals board branches.

To determine the prevalence of familial relationships and employees’
fear of retaliation associated with the filing of grievances and EEO
complaints at the appeals board, we surveyed all 639 employees and
seven board members working as of April 2008. The Appendix lists
the survey questions and aggregates certain of the responses. We
received 399 responses; however, we removed some responses, such
as those from duplicate e-mail addresses and those responses that
came from e-mail addresses that were different from those to which
we originally sent the survey. This reduced the total to 355 responses,
a response rate of 55 percent. It is possible that some employees
declined to respond because the survey was not mandatory or
confidential, which limits our ability to accurately reflect the views of
the entire workforce at the appeals board.

As part of our survey, we gave employees the option of providing
information about the region in which they worked, their employee
classification, the branch in which they worked, and the length

of time they have been employed by the appeals board, as further
discussed in the Appendix. We present an analysis based on

this information; however, we did not test the accuracy of the
information reported by respondents.

To assess whether the appeals board’s grievance and EEO complaint
processes are designed to reduce the fear of retaliation, we reviewed
the appeals board’s policies and procedures, and relevant state laws
and regulations, to determine whether the processes are designed in
a way to reduce the fear of retaliation. To understand the quantity
and nature of grievances and EEO complaints, we also obtained the
appeals board’s summary of grievances and EEO complaints filed
over roughly the last five years.

To gain an understanding of the appeals board’s expenses, we
interviewed its executive management and obtained the appeals
board’s operating expense and equipment records for July 2005
through March 2008. According to those records, which are
maintained by Employment Development, these expenses for this
period totaled $35 million, of which approximately $25 million, or
71 percent, was for travel costs, office space rent, office equipment,
and information technology and communications equipment

(IT equipment). Approximately $2.5 million of these costs were
travel expenses.
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To evaluate the appeals board’s policies and procedures for ensuring
that travel expense reimbursements are reasonable and allowable,
we reviewed relevant laws, regulations, and policies, and interviewed
appeals board and Employment Development staff that handle
travel claims. We also reviewed Employment Development’s
accounting data related to travel costs from July 2005 to March 2008
and identified individuals with substantial travel expense
reimbursements. We then judgmentally selected 20 of these travel
expense reimbursements to test their compliance with Personnel
Administration regulations and the appeals board’s travel policies
and procedures.

To gain an understanding of the applicable requirements governing
the appeals board’s procurement process for office space, we
reviewed relevant laws, regulations, state administrative and
contracting manuals, and policies. We also interviewed staff in

the appeals board’s business services unit. Of the 35 appeals board
leases as of April 2008, we examined 10 executed from August 2001
through April 2008 for evidence that the appeals board followed
state requirements. In addition, we determined whether the
selected leases followed Real Estate Services processes by reviewing
Real Estate Services requests, accompanying justifications, and
executed lease agreements.

To determine whether the appeals board’s procurement practices
for office equipment and furniture are in accordance with applicable
laws and other requirements, we tested 28 procurements.

We selected our sample using Employment Development
accounting data from July 2005 through March 2008 that detailed
procurements by appeals board field offices and branches.

To determine whether the appeals board’s use of three leased state
vehicles and associated fuel cards was reasonable and allowable,

we interviewed appeals board and Fleet Management staff and
reviewed any applicable laws, regulations, policies and procedures,
and the administrative manual. We also inspected the two vehicles
located in Sacramento and San Diego and verified that the mileage
stated on the travel log agreed with each vehicle’s respective
odometer and confirmed that the two vehicles’ equipment numbers
agreed with Fleet Management’s records. Additionally, we reviewed
certain activity reports generated by Fleet Management showing
charges for the fuel cards assigned to the three state vehicles.

In addition, appeals board management alerted us that a recent
survey of IT equipment did not reconcile with existing records.
Consequently, we interviewed appeals board management and
appropriate staff to determine the extent of this problem and the
appeals board’s plan for resolving these discrepancies.
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The appeals board provided data that we used to perform certain
analyses of the EEO complaints and grievances, office space leases,
and IT equipment that it maintains in electronic applications. The
U.S. Government Accountability Office, whose standards we follow,
requires us to assess the reliability of computer-processed data.
However, we did not assess whether all the information we used
from each of the appeals board’s electronic listings was reliable for
the purposes of our audit because the number of items was minimal
or our use of this data was only for descriptive purposes. To gain
some assurance on the data’s accuracy, we compared the number of
EEO complaints and grievance filings on the appeals board’s listings
to the filing rate reported in our survey. In addition, we obtained
hard-copy documentation of 10 of the appeals board’s 35 office

lease agreements and compared them to information contained in
the electronic listings. Because we selected the office space lease
sample judgmentally, we cannot quantify how confident we are with
the accuracy of the data in total; however, we found no material
errors and therefore have some assurance of the data’s accuracy.
Furthermore, during our audit work we did not note any material
errors in any of these electronic listings.

Finally, to select our sample of hires, promotions, and transfers, we
used appeals board-maintained spreadsheets known as blue-slip
logs, which list personnel transactions. In addition, we used reports
provided by Employment Development from its accounting system
for our sample of office equipment and furniture procurements and
travel expense reimbursements. To ensure that we had a complete
listing of all staff employed as of April 23, 2008, we used a report
generated by the appeals board from the State Controller’s Office’s
management information retrieval system. Because we used these
systems only for the purpose of selecting a sample of transactions
to review, we did not test the accuracy of the data in these systems.
However, to ensure that the data from which we drew our samples
was complete, we obtained haphazard samples of hard-copy
documents and ensured that they were present in the data. From
this testing we determined that the data systems were sufficiently
reliable for our purposes.
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Chapter 1

FAMILIAL RELATIONSHIPS CONTRIBUTE TO SOME
EMPLOYEES' PERCEPTIONS THAT THE APPEALS BOARD’S
HIRING AND PROMOTION PRACTICES ARE COMPROMISED

Chapter Summary

The California Unemployment Insurance Appeals Board (appeals
board) generally ensures that the individuals it hires, promotes,

and transfers are eligible for their positions and that vacancies

are advertised. However, we found that hiring managers were not
always able to consider all applicants for a given position because of
a freeze on outside hires. In addition, managers did not consistently
document each of the steps in the hiring process or their justification
for selecting a particular candidate. Consequently, the appeals board
is vulnerable to allegations that its hiring decisions are unfair and
that employment opportunities are not afforded to all candidates.

Furthermore, familial relationships among appeals board employees
appear to have a negative impact on many employees’ perceptions

of their workplace. For example, one-fourth of the employees who
responded to our survey indicated that their supervisor or manager
was related to another appeals board employee, and nearly half
believed that hiring and promotion practices were compromised

by familial relationships or employee favoritism. Moreover, over a
third indicated that familial relationships have a negative effect on
supervision, security, or morale and/or created potential conflicts

of interest. The appeals board recently adopted a more restrictive
nepotism policy specifying that it retains the right to refuse to appoint
a person to a position when doing so might create an adverse impact
on supervision, security, or morale or involves a potential conflict of
interest. However, we believe this policy should have been submitted
to the State’s Office of Administrative Law for approval, as it currently
is not enforceable against persons not employed by the appeals board.

The appeals board’s processes for filing equal employment
opportunity (EEO) complaints and grievances are designed to
mitigate the threat of retaliation by allowing employees to file or
appeal EEO complaints or grievances with designated personnel
and outside agencies instead of their direct supervisors. However,
appeals board employees have filed few grievances or EEO
complaints. The low filing rate might be explained by the fact that
many appeals board employees responding to our survey indicated
that they would fear retaliation from their supervisors or upper
management if they were to file an EEO complaint or grievance.
Moreover, about one-fourth of survey respondents were not aware
of how to file a grievance, and about one-tenth were not aware of
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