WENDY GREUEL
CONTROLLER

October 5, 2009

The Honorable Antonio Villaraigosa
The Honorable Carmen Trutanich
Honorable Members of the City Council

The disposal of the City’s wastewater, which contains tar, grease, oil and sludge is a very messy
business. The City’s Bureau of Street Services had contracted with Express Environmental
Corporation to regularly dispose of wastewater, including tar and grease from City streets, and
dirty water from washing heavy equipment such as garbage trucks.

My office’s Waste, Fraud and Abuse Unit recently conducted an investigation into the services
performed by Express under their contract with the City. We uncovered serious wrongdoing
and negligence including massive overbilling by Express, a lack of oversight by City
Departments, and a poorly negotiated contract by the City resulting in millions of dollars of
wasted taxpayer money.

Some of the findings of the audit include:

e The City was overbilled by Express by nearly $1 million.

o We found that 75% of the time, Express overbilled the City for the amount of
wastewater they actually delivered to an independent waste facility. In 50% of
the cases, Express overbilled the City by at least 10% or more.

o City staff provided inadequate oversight as to how much wastewater is removed
and delivered.

o The City needs to immediately work to recover this money from Express.

e The City negotiated a very poor contract with Express, which cost the City $6.2 million.

o The City agreed to pay anywhere from $.35 to $1.35 per gallon of wastewater
collected. While another local government agency recently negotiated a flat rate
of $.33 per gallon. Express worked the system to only charge the bulk rates of
$.35 or $.75 per gallon 2% of the time.

o Express would send a 3,000 gallon truck out twice instead of one truck to dispose
of 5,500 gallons of waste, so it could charge the more expensive rate.

o The Bureau of Street Services needs to immediately renegotiate with its current
contractor more favorable terms for the City.
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This audit highlights some very serious weaknesses in the City’s contracting process that
could have been resolved with stronger language and terms that would have put the City
in a better position.

This report doesn’t just impact the Departments involved directly, but every City
department. We need to look at contracts Citywide to ensure that they are negotiated in
the most favorable terms for the City, so that taxpayers get the best bang for their hard
eamed buck.

I would like to acknowledge the hard work of my office’s Waste, Fraud and Abuse Unit
for completing this investigation. I look forward to working together with you to recover
the money owed to the City and changing our current contracting process to save the City
money.

Sin
Wewdy Greuel
City Controller



WENDY GREUEL
CONTROLLER

October 5, 2009

Tony M. Royster, GM and City Purchasing Agent
Department of General Services

701 City Hall South

Los Angeles, CA 90012

William A. Robertson, Director
Department of Public Works
Bureau of Street Services

1149 South Broadway, Suite 400
Los Angeles, CA 90015

Dear Mr. Royster and Mr. Robertson:

Enclosed is a report titled "Payments to Express Environmental Corporation for
Wastewater Pumping and Disposal (Contract No. 57811)". A draft of this report
was provided to you and discussed at an exit conference with your staff on
August 20, 2009. We considered your Office's comments prior to finalizing this
report.

Please review the final report and advise the Controller's Office by November 6,
2009 on planned actions you will take to implement the recommendations
addressed to your office. If you have any questions or comments, please contact
me at (213) 978-7392.

Sincerely,
Fe G

Farid Saffar, CPA
Director of Auditing

Enclosure
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cc: Reverend Jeff Carr, Chief of Staff, Office of the Mayor
Jimmy Blackman, Deputy Chief of Staff, Office of the Mayor
Michelle Cervera, Regional Associate for Downtown, Office of the Mayor
Miguel A. Santana, City Administrative Officer
June Lagmay, City Clerk
Gerry F. Miller, Chief Legislative Analyst
Cynthia M. Ruiz, President, Board of Public Works
Independent City Auditors
























A review of sample Express manifests as compared to Southwest weight tickets
and receiving logs for contract Line No. 2 also revealed discrepancies when
weights were converted to volume. Variances were comparable to the analysis
of Line No. 1.

OBJECTIVES, SCOPE AND METHODOLOGY

The purpose of this review was to test a statistically valid sample of wastewater
manifests and invoices, to determine if there was a significant variance in the
amount invoiced by Express compared to measurements of disposal facilities,
and if so, to calculate a related dollar impact of that variance. We also quantified
the impact of a different assumption in the contract's pricing.

From the contract’s inception in 2002 through September 2008, more than 3,000
CPO line items were generated by BSS, BOS and GSD from Express invoices
for services performed under contract Line Nos. 1 and 2. We used a computer-
generated random selection process to identify items that would represent a
statistically valid sample of the CPO line population at a 90% confidence level.
We tested 194 items.

We submitted requests to both DK and Southwest to obtain information regarding
their measurement of City wastewater transported and disposed by Express.

Representatives from both DK and Southwest? explained the process by which
wastewater is measured, and indicated that since varying amounts of solids are
contained in wastewater, a truckload with some level of solid concentration would
weigh more than a truckload with pure water. They also confirmed a standard
conversion rate of one gallon of pure water, absent solids, is equivalent to 8.34
pounds, and agreed that using that rate for wastewater conversion purposes is
simplified and conservative.

DK provided an automated download reflecting the date and gallon
denominations of each City-originated wastewater disposal performed by
Express. DK's standard practice is to use the amount of gallons measured by
the transporter unless more than a 10% disparity exists between the actual
amounts measured by DK. Weight tickets were not requested from DK since
they convert the weight into gallons.

For disposals received by Southwest, we utilized data obtained from weight
tickets and receiving logs they prepared, and applied the conservative
conversion method using the weight of pure water.

g Southwest is a disposal facility which specializes in the treatment of waste-water and non-
hazardous wastes. DK operates one of the largest disposal facilities in Southern California.
Controller staff relied on the expertise provided by representatives from these two industry
leaders.



For our analysis of different assumptions for billing rates, we reviewed a sample
of 32 invoices covering line items 1 and 2 that contained various manifests and
rates charged.



AUDIT FINDINGS

#1: Based on disparities in the quantity of wastewater reported as
disposed, Express overbilled the City by as much as $1 million.

The results of our analysis, which was based on detailed tests of 194 contract
purchase order lines, indicated a significant overbilling to the City. When
projected to the population of total billings for these services, we estimate that
Express overbilled the City by as much as $1,014,414 from contract inception in
April 2002 through September 2008°. Since the contract was in effect through
March 2009, the actual overbilled amount is even greater, assuming the pattern
of overbilling continued for an additional six months.

To confirm the number of gallons of wastewater actually pumped and disposed,
we relied on amounts verified by a third party: the disposal facility that receives,
weighs, and bills Express for wastewater pumped from City tanks and street
sumps. For disposals to DK, we considered their reported amount in galions.
For disposals to Southwest, we converted the wastewater's weight to volume in
gallons. In both cases, we then calculated any difference to the gallons billed to
the City, and applied the rate as invoiced by Express.

Express has argued that performing a conversion from weight to volume would
produce misleading results unless the composition of wastewater is considered.
Due to solids present, wastewater typically weighs significantly more than pure
water. A representative of one of the disposal facilities stated that wastewater
typically weighs an average of 9.25 Ibs per gallon, while pure water weighs only
8.34 Ibs. To remain conservative in our analysis and projections, we used the
weight of pure water in all conversion calculations.

We used source documents from third parties for verification because the City
had no reliable method to confirm the amounts. Though City field staff attested
to the quantities pumped as noted on the manifest, they generally do not observe
or independently measure the quantities noted. Express indicated that for more
than 90% of occasions at all facilities, the City's representative declines to
confirm the measurement performed by the driver.

Our observations confirmed the lack of a control process to assure the City is
billed for the correct quantity and the appropriate rates, as described below.

Pumping from Street Sumps:
Controller staff observed Express originate their regularly scheduled weekly
service at Cochran Yard for the purpose of removing wastewater and materials

* Qur statistical sampling approach yielded a 90% confidence level, and found that the total
overpayment is between $733,536 and $1,014,414, with the point estimate at $873,975.



from City street sumps. Over an approximate three-hour period, Express visited
numerous street sumps on a pre-selected route throughout the Hancock Park
area of the City. Among the sumps that were visited, several had little or no
visible wastewater and no removal was performed, whereas other sumps
contained wastewater exceeding 50% capacity. Express continued on the
designated route until the truck reached full capacity of 3,000 gallons. BSS staff
accompanied Express along the route.

BSS staff at Cochran Yard indicated that they do not maintain any records of
when particular sumps are serviced or how much wastewater is removed. BSS
staff also indicated that after completion of service they sign the manifest and
work order forms reflecting the amount of wastewater determined by Express;
however, no copies of the forms were maintained by BSS. BSS staff had no
knowledge of Express’ pricing structure or billable rates for quantities pumped.

Pumping from Tanks at City Facilities:

Controller staff met with BSS and BOS staff at the City's East Yard, where
Express removes wastewater from underground storage tanks and performs
other contract services. BSS and BOS confirmed that Express does pump and
remove wastewater; however no staff is assigned to confirm that the truck arrives
with an empty storage tank as indicated on the truck's flow meter. At the
completion of service, Express provides a work order and manifest for signature
to BSS or BOS staff, however staff does not confirm that the amount reflected on
the form represents the actual flow meter reading on the storage tank or the
manually measured amount by the driver. Yard staff also had no knowledge of
pricing or contract rates.

# 2: Differing interpretations of contract language and rate structure cost
the City an additional $6.2 million.

Contract Line Nos. 1 and 2 state that payments to Express will be based on the
total number of gallons of wastewater and other material removed and disposed
from City street sumps and underground storage tanks, including all pumping
and travel time. However, the contract does not state whether the service
provided is based on single or multiple pickups, or within a single date or service
location. This leaves contract billing terms open to interpretation.

Payment rates range from $.35 to $1.35 per gallon, depending on volume of
each service. Express receives maximum cornpensation on a per gallon basis at
quantity levels between 1,001 and 3,000 gallons for both line items. There is a
significant reduction in payment per gallon for service at less than 1,001 gallons
and more than 3,000 gallons.

Express indicates that their interpretation of the contract is that each manifest
represents a separate transaction, regardless of the actual amount of wastewater
removed on a specific date or service location. However, Express generates the
manifests and work orders, and we noted that most services are based on
prearranged schedules.



In addition, under Contract Line No. 1, multiple sump pumps in various locations
are serviced and combined onto one manifest up to 3,000 gallons“; however,
services requisitioned under Line 2, pumping from tanks at City facilities, are
noted on separate manifests and billed at the corresponding, rather than
combined, rate.

The following illustrates the impact of two varying contract interpretations from an
actual example of a service removing 5,500 gallons of wastewater at a City
facility. Based on the billing rates used, we assume that Express used a single
3,000 gallon capacity truck to perform the service in two trips. The initial trip filled
the truck to capacity at 3,000 gallons. After disposing of the first load, the truck
returned to complete the remaining 2,500 gallons.

In this instance, Express generated two separate manifests, for increments of
3,000 and 2,500 gallons, each billed at the highest rate per gallon of $1.25.
However, both services occurred at a single location (24th Street Yard) on the
same day in January 2008, and appear on the same invoice, for a total of $6,875.

Using a differing interpretation of contract billing terms, by aggregating the date
and location of service, the combined truckloads of 5,500 gallons would be billed
at a rate of $.35 per gallon for a total of $1,925. The difference arising from this
contract interpretation in this instance is $4,950.

Among their fleet, Express indicated that they have four vacuum trucks that they
use to remove wastewater, having storage tank capacities of 2,900, 3,000, 3,000
and 5,500 gallons. They also indicated that they do not typically use their largest
truck at City facilities unless specifically requested by the City. Therefore, under
the current arrangement, the City will rarely benefit from the lowest bulk rates
which only apply for pumping services of greater than 4,001 gallons.

A review of Line No. 1, street sumps, CPO data for aggregate quantities
exceeding 3,000 gallons over a four year period found no payments at the bulk
gallon rate of $.75 per gallon for large aggregate purchases.

A review of Line No. 2, CPO data for aggregate quantities exceeding 4,000
gallons over the same four year period, found that only 2% were paid at the bulk
gallon contract rate of $.35 per gallon.

We conducted an analysis of 32 invoices submitted by Express to compare the
amounts that were billed, based on rates in effect when each manifest is
considered as a separate transaction, with an alternate aggregate billing method,
based on total gallons pumped for the service date at various locations. This
analysis revealed a difference of $106,000, for an average of $3,300 per invoice.

* If sumps produce in excess of 3,000 gallons, a second truckload is noted on a separate
manifest.
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By applying the results of this simple analysis to the larger population (1,900
invoices submitted from contract inception through September 2008) the total
impact of this different rate assumption would be a staggering $6.2 million.

We noted that a recently executed contract for pumping and disposal of
wastewater by another government agency did not include graduated rates.
Rather, pumping and disposal services are currently billed at a flat rate of 33
cents per gallon. In addition, amounts must be validated by documents provided
by the disposal facility.

The use of graduated rates based on quantity must be carefully scrutinized
based on anticipated use, and terms must be clearly articulated in contract
documents.

RECOMMENDATIONS

Both the contract administrator and user departments have an obligation to
ensure that the City receives the best available pricing for services provided, and
that contract terms and conditions are adhered to. As the current contract with
Express has expired, BSS is now utilizing the services of another vendor under a
preexisting BOS contract (Contract No. 113379) to perform these services.

We recommend:

1. GSD and BSS work with the City Attorney’s Office to seek reimbursement
from Express for the overbilled amount.

2. BSS review the current contract used for wastewater pumping and
disposal to ensure that all contract terms and requirements are clearly
articulated and if necessary seek contract modifications, either through an
amendment to the current contract, or a new selection process.

In developing performance terms for the contract, consider:

a) Clearly defining the type and size of vehicles that should be utilized
by the contractor at service locations.

b) Requiring the contractor to submit certificates of weight and
concentration levels provided by the applicable disposal facility, in
lieu of (or in addition to) measurements performed by the
contractor.

In developing payment terms for the contract, define the method for which

billing will be determined to ensure the most favorable terms for the City.
For example, consider:
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c) Revising billing criteria based on the standard utilized by the
disposal facility (weight vs. volume) and clearly define the method
of conversion if applicable.

d) Revising the rate structure for service provided to ensure the best
pricing for the City. -

3. To improve oversight of the contractor, BSS should consider:

a) Requiring that service requests and schedules be initiated by City
staff rather than the contractor.

b) Requiring that City staff confirm and document the service provided
at each service location.

Respectfully submitted,

Amalia A. Robles, CIA
Internal Auditor/ll
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Brian Young, CPA, CFE
Special Investigator Il
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Siri A. Khalsa, CPA
Deputy Director of Auditing

Farid Saffar, CPA
Director of Auditing

June 18, 2009
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