California Energy Resources
Conservation and
Development Commission

It Is Not Fully Prepared to Award and Monitor Millions
in Recovery Act Funds and Lacks Controls to Prevent
Their Misuse

REPORT NUMBER 2009-119.1, DECEMBER 2009

California Energy Resources Conservation and Development
Commission response as of December 2009

The Joint Legislative Audit Committee (audit committee) requested
that the Bureau of State Audits conduct a review of the preparedness
of the California Energy Resources Conservation and Development
Commission (Energy Commission) to receive and administer federal
American Recovery and Reinvestment Act of 2009 (Recovery Act)
funds awarded by the U.S. Department of Energy for its State Energy
Program (Energy Program). The federal government enacted the
Recovery Act for purposes that include preserving and creating
jobs; promoting economic recovery; assisting those most affected

by the recession; investing in transportation, environmental
protection, and other infrastructure; and stabilizing state and local
government budgets.

Finding #1: Because the Energy Commission is not yet prepared to
administer Recovery Act funds, the State is at risk of losing millions.

As of November 16, 2009, the Energy Commission had entered

into contracts totaling only $40 million despite having access to

$113 million of the $226 million in Recovery Act funds it had been
awarded for the Energy Program—the Energy Commission is not
authorized to spend the remaining $113 million until January 1, 2010.
Although these funds have been available to the Energy Commission
since July 2009, it has approved the use of only $51 million for

Energy Program services, and of this amount has entered into

two contracts totaling $40 million with subrecipients for only two of
the eight subprograms it intends to finance with Recovery Act funds.
However, none of the $40 million has been spent. The funds from
these two contracts, which were awarded to the Department of
General Services and the Employment Development Department, will
be used to issue loans, grants, or contracts to state departments and
agencies to retrofit state buildings to make them more energy efficient
and to provide job skills training for workers in the areas of energy
efficiency, water efficiency, and renewable energy. However, none

of the $40 million has been spent. Therefore, except for the $71,000
that the Energy Commission has used for its own administrative costs,
no Recovery Act funds have been infused into California’s economy.
Additionally, the Energy Commission has been slow in implementing
the internal controls needed to administer the Energy Program.
Furthermore, based on the time frames provided by the Energy
Commission, the Recovery Act funds will likely not be awarded to
subrecipients until at least April 2010 to July 2010.
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The Energy Commission still needs to complete several critical tasks before it can begin
implementing the Energy Program and award Recovery Act funds to subrecipients to be spent for
various projects. For example, the Energy Commission has not completed guidelines for subrecipients
to follow when providing services under some of the new subprograms, or completed and released
solicitations to potential subrecipients who will provide program services.

If the Energy Commission continues its slow pace in implementing the necessary processes to obligate
the Recovery Act funds, the State is at risk of either having the funds redirected by the U.S. Department
of Energy or awarding them in a compressed period of time without first establishing an adequate
system of internal controls, which increases the risk that Recovery Act funds will be misused.

According to the Energy Commission’s administrator for the Economic Recovery Program (program
administrator), several factors have contributed to the delay in spending the Energy Program’s Recovery
Act funds. He stated that seven of the eight subprograms being funded by the Recovery Act funds

are new, and therefore it was necessary to develop program guidelines. He indicated that the Energy
Commission had to wait until a bill was signed on July 28, 2009, giving it the statutory authority to
develop and implement the guidelines and to spend the federal Recovery Act funds.

We recommended that the Energy Commission promptly solicit proposals from entities that
could provide the services allowable under the Recovery Act and execute contracts, grants, or loan
agreements with these entities.

Energy Commission’s Action: Pending.

Although the Energy Commission does not agree with our characterization of its progress

in implementing the Energy Program, it does agree that additional internal controls should be
implemented to meet federal Recovery Act requirements and that further work is needed to finalize
its preparations to disburse the Recovery Act funds. Additionally, the Energy Commission agrees
that program implementation should be expedited to maximize the economic benefits of the
Recovery Act.

Finding 2: The Energy Commission’s current control structure is not sufficient to ensure proper use of
Recovery Act funds.

The Energy Commission has not yet established the internal control structure it needs to adequately
address the risks of administering Recovery Act funds. The Energy Commission is in the process of
seeking help in establishing such a control structure, but as of November 16, 2009, had not issued a
request for proposal (RFP) from potential contractors. The Energy Commission’s contract manager
estimates that it takes three to five months from the time the commission releases an RFP until the
contract is executed. Added to the three to five months estimated to execute a contract will be whatever
time the contractor needs to render the services it is hired to perform. Further delay increases the risk
of delays in implementing the subprograms, possibly inhibiting the Energy Commission’s ability to
obligate Recovery Act funds before the September 30 deadline. Alternatively, the Energy Commission
might try to award the funds to subrecipients without first establishing an adequate system of internal
controls, increasing the possibility that Recovery Act funds will not be used appropriately and
heightening the risk of fraud, waste, and abuse.

Our assessment of the Energy Commission’s preparedness to administer the Recovery Act funds it
received for the Energy Program showed that in some areas it appeared to be ready or almost ready, but
we identified several areas in which the Energy Commission’s controls are not adequate. For example,
despite its assertions that its present internal control structure will enable it to properly administer the
Recovery Act funds, the Energy Commission could not provide documentation to demonstrate that its
existing controls are sufficient to mitigate and minimize the risks of fraud, waste, and abuse. In addition,
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the Energy Commission could not show it has a process in place to effectively monitor subrecipients’
use of the Recovery Act funds and noted that it did not have reporting mechanisms in place to collect
and review the data required to meet the Recovery Act transparency requirements.

We recommended that the Energy Commission, as expeditiously as possible, take the necessary steps
to implement a system of internal controls adequate to provide assurance that Recovery Act funds will
be used to meet the purposes of the Recovery Act. These controls should include those necessary to
mitigate the potential for fraud, waste, and abuse. Such steps should include quickly performing the
actions already planned, such as assessing the Energy Commission’s controls and the capacity of its
existing resources and systems, and promptly implementing all needed improvements.

Energy Commission’s Action: Partial corrective action taken.

The Energy Commission stated that it agrees that its internal controls can be strengthened to fully
comply with Recovery Act guidelines and ensure the proper use of funds and collection of required
data. It further stated that these controls will be developed and documented over the next several
months with the assistance of contractors who will review existing processes and procedures and
assist staff in developing adequate procedures and documentation. The Energy Commission released
an REP for the auditing services on November 24, 2009, and it released the monitoring, verification,
and evaluation RFP on December 7, 20009.

The Energy Commission also stated that it recognizes that it would be preferable to have the support
contracts in place to assist with the implementation of the Recovery Act funds. It believes the timing
of its planned commencement of audit and monitoring, verification, and evaluation contracts will
coincide with its planned awards of Recovery Act funds. Finally, the Energy Commission stated that
a support contractor has been working closely with administrative and technology staff to develop a
comprehensive reporting system that will capture data for federal Office of Management and Budget
and the U.S. Department of Energy reporting requirements, as well as other data elements.
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