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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 current court-appointed receiver, the Bureau of State Audits presents
its audit report concerning contracts, including purchase orders, for information technology
(IT) goods and services entered into by the California Prison Health Care Services (Prison
Health Services).

This report concludes that Prison Health Services does not have reliable data to allow it to identify
all IT contracts it initiates. Further, eight of the 21 contracts we reviewed—valued at more than
$3.6 million—lacked required certifications stating that the purchases were necessary to Prison
Health Services’ operations and were compatible with its current IT systems. Prison Health
Services also could not provide evidence that it complied with all bidding and contract award
requirements for four service contracts we tested. Prison Health Services’ failure to comply with
the basic requirements of the state contracting process may be attributed to a lack of adequate
internal controls to ensure that appropriate individuals review contract agreements.

In addition, Prison Health Services has not developed formal policies to implement alternative
contracting methods approved by the federal court. Similarly, Prison Health Services has not
always followed prudent business practices in retaining documents to demonstrate that it
complied with all requirements of the federal court. Moreover, Prison Health Services does not
always clearly identify the total value of contracts it executes through alternative contracting
methods, which places it at risk for paying contractors more than the agreed-upon contract
amount. Finally, Prison Health Services’ failure to retain proposals from all bidders decreases
the transparency of Prison Health Services’ operations and contract evaluation process, and
does not provide assurance that its reports to the court are complete and accurate.

Respectfully submitted,

ELAINE M. HOWLE, CPA
State Auditor
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We conducted this review under the authority vested in the California State Auditor by Section 8543
et seq. of the California Government Code and according to generally accepted government auditing
standards. We limited our review to those areas specified in the audit scope section of the report.

Respectfully submitted,

ELAINE M. HOWLE, CPA
State Auditor

Date: January 29, 2009

Staft: Kris D. Patel, Project Manager
Melissa Arzaga Roye, MPP
Kim Buchanan, MBA
Richard W. Fry, MPA
Stephanie Gogulski, MPP, MA
Lori A. Olsen, MPA
Benjamin W. Wolfgram

Legal Counsel: Steven Benito Russo, JD

For questions regarding the contents of this report, please contact
Margarita Fernandez, Chief of Public Affairs, at 916.445.0255.
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Appendix

THE FEDERAL COURT GRANTED THE RECEIVER A WAIVER
FROM STATE CONTRACTING REQUIREMENTS FOR
SPECIFIC PROJECTS

In April 2007 the receiver appealed to the U.S. District Court for
the Northern District of California for a waiver from complying
with state contracting requirements. The court approved the
receiver’s request in June 2007 and specified alternative contracting
methods that the receiver must follow in lieu of state contracting
requirements. In granting the waiver the court noted that it could
only be used for 13 specific projects, but should the receiver request
that additional projects be covered, the court would consider
expanding the approved project list. The receiver subsequently
requested and the court approved 13 additional projects to be
covered by the waiver. Table A on the following page lists the
projects approved by the court as of September 30, 2008.

January 2009
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TableA
Projects the Federal Court Approved to Use Alternative Contracting Methods
as of September 30, 2008

PROJECT DESCRIPTION APPROVAL DATE

ORIGINAL PROJECTS

SUBSEQUENT PROJECTS*

Source: Waiver applications submitted by the receiver and approved by the federal court.

* When approving the alternative contracting methods in June 2007, the court noted that they
could only be used for 13 specific projects. The receiver subsequently requested and the court
approved the use of alternative contracting methods for 13 additional projects.
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(Agency response provided as text only.)

California Prison Health Care Receivership Corp.
501 J Street

PO. Box 4038

Sacramento, CA 95812-4038

January 15, 2009

Elaine M. Howle, CPA
California State Auditor
Bureau of State Audits
555 Capitol Mall, Suite 300

Re: January 2009 Audit Report No. 2008-501 Regarding California Prison Health Care Services
Dear Ms. Howle:

I want to thank you and your staff for your evident professionalism in investigating and documenting the IT
contracting concerns which | brought to your attention shortly after my appointment in late January, 2008.

As you know, back in 2002, Governor Gray Davis called on me to assume the State CIO role in the aftermath
of the Oracle contracting problem. Within a few months of my appointment back then, it was clear that

the problems with IT contracting were broader than just Oracle. Among other things, | discovered

that the e-government project, which was responsible for establishing a state “portal”early in the Davis
Administration, had been implemented through a series of utterly inappropriate, serial short-term sole
source contracts that had been strung together over a period of years with a single vendor at an overall cost
to the State in the millions. Working with key executives in the Davis Administration, we shut down those
contractual relationships and put IT procurement and project management back on sound footing.

After several years of effort, we were even able to junk the old, improperly-procured portal in favor of

a portal implemented entirely by a small team of state employees, proving that we don't always need
expensive consultants to make significant progress in state IT matters. That new portal is garnering national
attention, as noted by the Little Hoover Commission in a recent report:

“Due in large part to the efforts of the state’s previous chief information officer [i.e, the current Receiver],
who created a strategic plan for California information technology, the state’s reputation for technological
sophistication has improved. In a few years, California has gone from the back of the pack to near the front.
The Center for Digital Government placed California in the No. 5 position in its most recent ranking of
tech-savvy states. The state's Web site also has improved dramatically, earning recognition and awards for
its customer-service features! Little Hoover Commission, “A New Legacy System: Using Technology to Drive
Performance,’p. ii (November 2008).

My experience as State CIO made me quite sensitive to process issues in IT procurement. That is why, when
it came to my attention, shortly after my appointment, that some of the IT contracts executed during my
predecessor’s tenure may not have followed appropriate state laws and policies, | immediately contacted
your office to conduct an audit. At about the same time, | was able to replace the Receivership's former
ClO - who had no prior state government experience — with a ClO, Jamie Mangrum, who had decades of
state IT experience, and | directed Mr. Mangrum to immediately begin reviewing our processes to ensure
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Letter to Elaine Howle

Re: Audit Report No. 2008-501
January 15, 2009

Page 2 of 2

compliance with state law. As previously found by the federal court in Plata v. Schwarzenegger, not only was
the clinical side of the prison medical system broken prior the Receivership, but the administration of the
contracting system was also in shambles. See generally March 30, 2006 Order re State Contracts and Contract
Payment Relating to Service Providers for CDCR Inmates. While progress has been made in this regard,

for better or for worse, the greater balance of the resources of the Receivership under my predecessor

were applied to addressing the abhorrent clinical conditions on the ground in the prisons. This, as found

by Mr. Mangrum and made clear by your report, may have been at the expense of the need to focus a
greater degree of effort on much needed administrative controls. Mr. Mangrum, for example, discovered
that policies and procedures had simply not been implemented. Subsequently, we began to establish

those polices as soon as possible.

The results of your audit confirm my fears that the one bad IT contract | had seen was but the tip of

an iceberg. Your audit also confirms that Mr. Mangrum'’s quick actions to establish policies resulted in
immediate improvements. Recent actions since the completion of your audit, for example, the adoption
of a formal policy governing use of the federal court’s waiver of state contracting laws, will also lead to
further improvements. Achieving perfection in processing IT contracts remains a challenge under the state’s
overly complex IT procurement rules, but | am heartened at our improvements and confident that, with the
information provided to us by your audit, we can do even better.

Sincerely,
(Signed by: John Hagar for)

J. Clark Kelso



CC:

Members of the Legislature

Office of the Lieutenant Governor

Milton Marks Commission on California State
Government Organization and Economy

Department of Finance

Attorney General

State Controller

State Treasurer

Legislative Analyst

Senate Office of Research

California Research Bureau

Capitol Press
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