
 
Transmitted via e-mail 

 
 
 
June 24, 2013 
 
 
 
Mr. Charlton H. Bonham, Director   Mr. Thomas Howard, Executive Director 
California Department of Fish and Wildlife  California State Water Resources Control Board 
1416 Ninth Street, 12th Floor    P.O. Box 100 
Sacramento, CA 95814   Sacramento, CA 95812 
    
Dear Mr. Bonham and Mr. Howard: 
 
Final Report—Bioengineering Institute, Propositions 40, 50 and 84 Grant Audits  
 
The Department of Finance, Office of State Audits and Evaluations, has completed its audits of 
Bioengineering Institute’s (BI) grants 06-284-552-0 and P0730414 issued by the State Water 
Resources Control Board and the Department of Fish and Wildlife under Propositions 40, 50 
and 84.  
 
The enclosed report is for your information and use.  The BI’s response to the report 
observations and our evaluation of the response are incorporated into this final report. This 
report will be placed on our website. 
 
We appreciate the assistance and cooperation of the Bioengineering Institute.  If you have any 
questions regarding this report, please contact Susan Botkin, Manager, or Angie Williams, 
Supervisor, at (916) 322-2985. 
 
Sincerely, 
 
 
 
David Botelho, CPA 
Chief, Office of State Audits and Evaluations 
 
Enclosure 
 
cc: Ms. Helen Carriker, Deputy Director, Administration, Department of Fish and Wildlife 
 Mr. William Fong, Branch Chief, Accounting Services, Department of Fish and Wildlife 
 Ms. Leslie Laudon, Manager, Division of Finance and Local Assistance, State Water 

Resources Control Board 
 Ms. Monica Torres, Fiscal Unit Manager, State Water Resources Control Board 
 Ms. Jennifer Taylor, Budget Officer, State Water Resources Control Board 
 Mr. Patrick Kemp, Assistant Secretary for Administration and Finance, California Natural  
  Resources Agency 
 Mr. Bryan Cash, Deputy Assistant Secretary, California Natural Resources Agency 
 Ms. Julie Alvis, Deputy Assistant Secretary, California Natural Resources Agency 
 Ms. Polly Escovedo, Bonds and Grants Manager, California Natural Resources Agency 
 Mr. Evan Engber, President, Bioengineering Institute 

 Ms. Kathleen Martin, Secretary-Treasurer, Bioengineering Institute
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BACKGROUND, SCOPE 

and METHODOLOGY 
 
BACKGROUND 
 
California voters approved the California Clean Water, Clean Air, Safe Neighborhood Parks, 
and Coastal Protection Act of 2002 (Proposition 40), and the Water Security, Clean Drinking 
Water, Coastal and Beach Protection Act of 2002 (Proposition 50) for $2.6 billion and 
$3.4 billion, respectively.  California voters also approved the Safe Drinking Water, Water 
Quality and Supply, Flood Control, River and Coastal Protection Bond Act of 2006 (Proposition 
84) for $5.4 billion.  The bond proceeds finance a variety of resource programs and are 
administered by several state agencies that provide grants to local government and non-profit 
organizations. 

 
Bioengineering Institute (BI) has been organized since 1996 as a California non-profit 
corporation.  The board of directors agreed to sponsor a number of projects of local ad hoc 
watershed groups and/or private landowners seeking to enhance and/or rehabilitate their local 
stream and riparian habitats.1  BI consists of a five member board of directors, no employees, 
one consultant, and no physical address.   
 
For these bond grants awarded, BI partnered with Bioengineering Associates (BA).  BA is a for-
profit company, whose Chief Operating Officer and President have dual roles as both the BI’s 
and BA’s executive team.  BI awarded $385,212 (or 81 percent) of the Propositions 40 and 50 
grant and $264,218 (or 98 percent) of the Proposition 84 grant to BA.  
  
BI received the following Propositions 40 and 50 grant from the State Water Resources Control 
Board (Board): 
 

• Grant 06-284-552-0—Selby Creek Stream Restoration and Riparian Revegetation 
(Selby Grant).  The purpose of this $475,000 grant was to restore, stabilize, and 
revegetate sites on the entire length of Selby Creek.  The grant also provided funding for 
improving water quality and providing an ecologically healthy connection between the 
upper reaches of the watershed and the Napa River. 

 
BI also received the following Proposition 84 grant from the Department of Fish and Game 
(DFG): 
 

• Grant P0730414—Lower Forsythe Creek Restoration Project (Forsythe Grant).  The 
purpose of this $269,964 grant was to provide restoration, including shelter for migrating 
salmonids, establish pools for rearing salmonids, provide overlying shade to lower water 
temperatures, and improve habitat by stopping eroding banks and preventing sediment 
from entering the stream. 

  

1  Source: Attachment B- Project Team and Administration from Selby Grant Application 
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SCOPE 
 
In accordance with the Department of Finance’s bond oversight responsibilities, we audited the 
following grants:  
 

Grant Agreement Audit Period  
06-284-552-0 December 15, 2006 through March 16, 2011 

P0730414 June 1, 2008 through March 31, 2012 
 
The audit objectives were to determine whether BI’s grant expenditures claimed were in 
compliance with applicable laws, regulations, and grant requirements; and to determine whether 
the grant deliverables were completed as required.  We did not assess the efficiency or 
effectiveness of program operations.   
 
BI management is responsible for ensuring accurate financial reporting and compliance with 
applicable laws, regulations, and grant requirements.  The Board, DFG, and the California 
Natural Resources Agency are responsible for the state-level administration of the bond 
programs.  
 
METHODOLOGY 
 
To determine whether grant expenditures were in compliance with applicable laws, regulations, 
and the grant requirements; and if grant deliverables were completed as required, we performed 
the following procedures: 

 
• Interviewed key personnel to obtain an understanding of grant-related internal 

controls. 
• Examined grant files, the grant agreements, and applicable policies and 

procedures. 
• Reviewed the grantee’s accounting records and vendor invoices.  
• Selected a sample of expenditures to determine if costs were allowable, grant-

related, 
incurred within the grant period, supported by accounting records, and properly 
recorded.  

• Evaluated whether a sample of grant deliverables required by the grant 
agreements were met.  

 
We conducted this performance audit in accordance with generally accepted government 
auditing standards. Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our findings and conclusions 
based on our audit objectives. We believe that the evidence obtained provides a reasonable 
basis for our findings and conclusions based on our audit objectives. 
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RESULTS 
 
The results of the audits are based on our review of documentation, other information made 
available to us, and interviews with staff directly responsible for administering grant funds. 
 
Except as noted below, the grant expenditures claimed by Bioengineering Institute (BI) were in 
compliance with the requirements of the grant agreement; and grant deliverables were 
completed as required.  The Schedules of Claimed and Questioned Amounts are presented in 
Table 1. 
 

Table 1:  Schedules of Claimed and Questioned Amounts 
 

Grant Agreement 06-284-552-0 
Task Claimed Questioned  

Grant Funds 
  Personnel Services $          37,099 $                       - 

Operating Expenses 96,218 - 
Professional/Consultant Services 43,672 - 
Restoration 298,010 43,382 
Total Grant Funds 474,999 43,382 
Matching Funds 

  Personnel Services 27,375 - 
Operating Expenses 26,001 - 
Professional/Consultant Services 11,468 - 
Restoration 75,795 - 
Total Match 140,639 0 
Total Expenditures $        615,638 $             43,382 

 
Grant Agreement P0730414 

Task Claimed Questioned  
Grant Funds 

  Personnel Services $            2,949 $               2,949                 
Operating Expenses/Subcontractor 124,931 15,538 
Equipment Rental 75,280 - 
Materials 29,568 - 
Administrative and Overhead 37,236 37,236 
Total Grant Funds  269,964 55,723 
Matching Funds 

  Personnel Services 2,400 2,400                
Operating Expenses/Subcontractor 136,627 15,699 
Equipment Rental 57,836 - 
Materials 47,506 12,496 
Administrative and Overhead 58,753 58,753   
Total Match 303,122 89,468             
Total Expenditures $        573,086 $           145,071             
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As noted in the Background section of this report, daily operations at both BI and BA are 
overseen by the same executive team.  As a result, these executives are ultimately responsible 
for contract performance as both grantor and grantee.  Although formed as separate legal 
entities, the lack of operational independence between BI and BA compromises bond fiscal 
oversight, as illustrated by the fiscal weaknesses found during this audit. 
 
The following observations are intended to assist BI in its fiduciary responsibility over bond 
funds. 
 
Observation 1:  Ineligible and Unsupported Costs and Cash Match  
 
BI claimed and received reimbursement for expenditures that were either ineligible or 
unsupported.  We also questioned cash match in the Forsythe grant for the same reasons.  See 
the chart below:  
 

Summary of Questioned Costs and Questioned Cash Match 

  
Selby Grant1 
06-284-552-0 

Forsythe Grant 
P0730414 

 
Grant Funds Grant Funds Cash Match 

Administration - 37,236 58,753 

Salaries  5,700 10,487 10,989 

Travel 32,006 8,000 7,110 

Equipment 5,676 - - 

Material - - 12,496 

Total $       43,382 $           55,723 $          89,348 
1 – Selby Grant does not have any questioned cash match.   

 
• Unsupported Administrative Costs—BI charged the state 16 percent in 

administrative and overhead costs per invoice.  However, BI could not provide an 
allocation methodology to ensure costs are reasonable and equitably distributed to 
bond projects.  

• Unsupported Salaries—Some labor expenses claimed were not supported by 
timesheets. BI’s consultant did not maintain any records of her time (i.e. 
timesheets) on the Forsythe grant.  The President of BI could not provide any 
record to support his payroll costs charged to either grant.  

• Ineligible Travel Costs—There was no support for per diem, lodging, and travel 
costs.  The travel was less than 50 miles from headquarters, but the employees 
received per diem, which violates state regulations.   

• Unsupported Equipment Costs—In most instances, BI was able to provide 
supporting documentation and justification for the rates and costs charged for 
equipment.  However, in the case of the excavator used in the Selby grant, BI was 
unable to provide justification for $5,676 charged to the grant.  

• Ineligible Material Surcharges—There was no support for surcharges added to 
material costs charged to the Forsythe grant.    
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Grant Agreement 06-284-552-0, Exhibit C, Item 15, states "Grantee agrees that, at a minimum, 
its fiscal control and accounting procedures will be sufficient to permit tracing of grant funds to a 
level of expenditures adequate to establish that such funds have not been used in violation of 
state law or this agreement."  Also, Grant Agreement 06-284-552-0, page 2, grantee 
representations, states "Grantee shall comply with and require its contractors and 
subcontractors to comply with all applicable laws, policies, and regulations."   
 
Grant Agreement P0730414, Item 19, states “the Grantee shall maintain complete and accurate 
records of its actual project costs and shall retain said records.” Furthermore, “expenditures not 
documented, and expenditures not allowed under the Grant or otherwise authorized by the 
Grantor shall be borne by the Grantee.”  
 
Grant Agreement P0730414, Item 15, states “Grantee agrees that all travel and per diem paid 
its employees shall be at rates not to exceed those amounts paid to the State’s represented 
employees.” 
 
See Observation 2 for additional comments. 
 
Recommendations: 
 

A. Remit $43,382 to the Board and $55,723 to DFG for ineligible and unsupported 
costs claimed.  The Board and DFG will make the final determination regarding 
collection of the questioned costs. 

B. Review supporting documentation to ensure claimed expenditures are eligible for 
reimbursement. 

C. Develop and implement an independent review and approval process to ensure 
expenditures reported to the state are eligible, incurred, and supported. 

D. Develop a cost allocation plan for administrative and overhead costs.  Further, 
maintain supporting documentation for the plan and related allocations. 

E. Ensure cash match expenditures are adequately supported and appropriate 
documentation is maintained as required by the grant agreement.  DFG will 
determine the effect, if any, of the unsupported match. 

 
Observation 2:  Grant Fiscal Controls Need Improvement 
 
Fiscal control deficiencies resulted in the above-mentioned unsupported and ineligible costs 
claimed.  Examples of control deficiencies include:  
 

• There is no review of the consultant’s invoices before they are submitted to the state for 
reimbursement.  This is especially critical because the consultant prepares the 
documents for BI and BA.  

• During the grant period, the consultant was responsible for paying herself with BI’s 
checks, thus creating a serious segregation of duties weakness.   As of 2010, controls 
have been put in place to help mitigate this weakness. 

• Grant project files were incomplete and expenditures charged to the grants were not 
easily traceable. 

• The time tracking system was difficult to follow when tracing hours claimed by the 
consultant to BI.  Monthly calendars were illegible or unclear in some instances.   

• BI does not have adequate written policies and procedures to ensure expenditures are 
allowable, eligible, properly reviewed, and authorized.  
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Grant Agreement 06-284-552-0, Exhibit C, item 15, states "Grantee agrees that, at a minimum, 
its fiscal control and accounting procedures will be sufficient to permit tracing of grant funds to a 
level of expenditures adequate to establish that such funds have not been used in violation of 
state law or this agreement."  Also, Item 29 states “Grantee agrees to: a. Establish an official file 
for the Project which shall adequately document all significant actions relative to the project.” 
 
Recommendations: 

 
A. Establish grant management policies consistent with grant agreements to ensure 

expenditures incurred are allowable and eligible. 
B. Develop and implement written policies and procedures for reviewing and 

authorizing grant related expenditures. 
 
Observation 3:  No Contract for Consultant 
 
The consultant has no written contract with BI.  Grant agreement P0730414 states, “if a 
subcontractor is used, then a written copy of the sub agreement must be submitted to the Grant 
Manager, prior to the commencement of work by the subcontractor.”   
 
Recommendation: 
 
Obtain valid written agreements with all subcontractors and consultants performing state funded 
services. 
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EVALUATION OF RESPONSE 

 
We reviewed the Bioengineering Institute’s (BI) response dated May 7, 2013. The BI provided 
information in response to all questioned costs and an explanation of how billing rates are 
developed for their clients. We acknowledge the BI’s willingness to implement our 
recommendations.  However, we have adjusted only part of Observation 1 on the final audit 
report.  Comments are not provided for Observations 2 and 3 where BI agrees with the 
Observations.   
 
Observation 1 
 
The BI disagrees that they were reimbursed for multiple equipment operators and then again for 
the same employees’ labor and benefits, specifically associated with the four-wheel drive flatbed 
dump truck (flatbed).  BI claims the hourly rate they charge their clients of $75 does not include 
the operator’s hourly rate.  BI provided additional information that supports their flatbed rate. We 
have modified the report and questioned costs related to duplicate billing and have reduced the 
following amounts: 
 

• $5,180 of grant funds on the Selby grant  
• $5,200 of grant funds on the Forsythe grant 
• $3,120 of cash match on the Forsythe grant 

 
The BI agrees with the other ineligible and unsupported costs in Observation 1.  As a result, no 
further adjustments were made to the report. 
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