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Introduction 

In accordance with the City Auditor’s 2008-09 Workplan, we performed an 
audit of the San José Conservation Corps’ (Corps) compliance with its 
agreements with the City of San José.  We conducted this 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 finding and conclusions based 
on our audit objectives.  We limited our work to those areas specified in the 
Objectives, Scope and Methodology section of this report.  

The City Auditor’s Office thanks the management and staff of the Corps, 
the City Manager’s Office, the Finance Department, the Housing 
Department, the Environmental Services Department, the San José Fire 
Department, the Parks, Recreation and Neighborhood Services Department, 
the Planning, Building and Code Enforcement Department, the General 
Services Department, and the City Attorney’s Office for their cooperation 
during the audit process. 

  
Background 

The Corps incorporated in May 1987 as an independent nonprofit 
organization formed to provide disadvantaged young men and women with 
the academic education, hands-on learning, and development of basic skills 
needed to enter and succeed in the Silicon Valley workforce.  The 
organization offers secondary education courses through its on-site Charter 
High School, and vocational education and job training through its Projects 
and Recycling divisions.  Another program, YouthBuild San José, combines 
mandatory academics with paid on-site job training in the construction 
trades.  The mission of the Corps is to provide youth with a quality high 
school education and teach valuable work and life skills that empower them 
to become responsible, productive, and caring citizens. 

The Corps is one of twelve private, nonprofit certified local conservation 
corps in California.  The California Conservation Corps certifies local 
conservation corps annually in accordance with the Public Resources Code, 
which requires local conservation corps to engage in recycling and litter 
abatement projects, to conduct an educational component, and to have at 
least 50 corpsmembers enrolled, among other things.  Because of its status 
as a certified local conservation corps, the Corps can access state grant 
funds. 
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Programs 

The Corps has the following five main programs: 

• Environmental and Community Projects Division: provides 
entry-level jobs throughout Santa Clara County for students 
enrolled in the Corps. 

• Recycling and Eco-Academy Division: gives students paid job 
training, vocational instruction, and skills.  As a certified local 
conservation corps, the Corps receives significant funding 
annually from the California Department of Conservation’s 
Division of Recycling to provide beverage container recycling 
programs in the community. 

• Youth Corps Division: provides underserved and minority youth 
at select public high schools an after-school intervention program, 
homework assistance, leadership development, and paid after-
school jobs performing community service, environmental 
conservation, and neighborhood beautification projects.  In July 
2008, the Corps informed the City that it eliminated the division 
because of a lack of sufficient funding to sustain the costs of 
operation. 

• YouthBuild San José: teaches students trade skills in the 
construction industry while building housing for low-income 
families.  In 2007, the division completed the construction of 
single-family homes on Hennessy Place in the Blossom Hill area 
of San José. 

• Charter High School: serves as the hub of the Corps’ programs 
where students earn credits for a high school diploma or prepare 
for the General Education Development (GED) exam, and learn 
vocational and leadership skills.  Established in July 2002, the 
Charter High School derives its separate income from state block 
grants (attendance and categorical programs), other federal and 
foundation grants, as well as from independent donor 
contributions.  The Charter High School is overseen by the Corps’ 
Board of Directors and the East Side Union High School District. 
In the fall of 2006, the Corps began operating a full-time school 
with a focus on enabling high school dropouts to graduate by 
placing them on the fast track to pass the California High School 
Exit Exam. 



  Introduction 

3 

Financials 

In 2007-08, as shown in Exhibit 1, the Corps received about $6.5 million in 
revenue, mostly through government grants and contracts.  For 2007-08, 
Corps accounting data show the City provided more than $1.6 million of the 
$5.1 million (32 percent) in revenue to the Corps, excluding the Charter 
High School.  The Charter High School generated an additional  
$1.4 million. 

 
Exhibit 1:  San José Conservation Corps Operational Revenue and Expenses 

 2005-06 2006-07 2007-08 
Revenue    

Government grant income $6,094,191 $5,657,519 $6,120,986 
Contributions 1,899,558 1,004,556 372,130 
Other 36,654 202,463 54,080 

Total revenue 8,030,403 6,864,538 6,547,196 
    
Expenses    

Personnel costs 4,846,301 4,525,291 4,644,149 
Corpsmember development 20,790 162,010 711,539 
Depreciation 326,112 293,168 265,485 
Professional services 276,594 318,935 223,407 
Conferences, meetings, and training 35,809 148,910 167,049 
Other 1,059,421 918,684 725,270 

Total expenses 6,565,027 6,366,998 6,736,899 
    

Change in net assets before other revenue (loss) 1,465,376 497,500 (189,703) 
    
Other revenue (loss)    

Capital grants - - 245,928 
Loss from discontinued project - - (132,634) 
    

Net income (loss) $1,465,376 $497,500 $(76,409) 
    
Cash on Hand, June 30 $885,431 $923,636 $799,454 

Source: San José Conservation Corps audited financial statements for 2005-06, 2006-07, and 2007-08. 
 

The Corps’ 2007-08 audited financial statements note that the Corps 
receives a substantial amount of support from federal, state, city and county 
governments and that a significant reduction in the level of this support, if 
this were to occur, might have an effect on the Corps’ program and 
activities. 

The City’s Relationship With the San José Conservation Corps 

The City has numerous contractual arrangements with the Corps.  In 1987, 
the City provided a lease to the Corps for property housing its headquarters.  
The current lease agreement executed in November 2000 and scheduled to 
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expire in March 2030, requires the Corps to pay rent of $1 per month.  As 
shown in Appendix B, in fiscal year 2007-08, the Corps had 8 major 
agreements with the City, including federal grants and a Master Agreement 
with 40 individual service contracts. 

The City justified entering into a sole-source Master Agreement with the 
Corps to provide community improvement activities because the City has 
determined that the Corps provides a unique service.  Specifically, in 
approving a new Master Agreement for up to five years in August 2007, the 
City Council found that the Corps provides programs to at-risk youth with 
essential job training and development opportunities and that this unique 
service presents an unusual or unique situation that makes applying the 
requirements for competitive procurement of a services agreement contrary 
to the public interest.  

Under the Master Agreement with the Corps, the City Manager has the 
authority to approve special projects—often for neighborhood 
beautification, parks maintenance, graffiti abatement, and recycling at City 
sites—that do not exceed $250,000 without obtaining competitive bids or 
seeking City Council approval.  Under the terms of the Master Agreement, 
the City and Corps mutually agree to projects using a Special Project 
Approval Form.  The form includes the project name, location, start/stop 
dates, description, and estimated labor and materials costs.  City and Corps 
representatives sign approval of the service contract prior to the start of each 
project.  The Master Agreement states that each service project shall be 
undertaken at Corps’ sole cost and expense on a reimbursement basis for 
actual costs, except for those projects where City materials and supplies are 
to be used as specified in the Special Project Approval Form.  Once work 
has begun, the Corps must invoice the City on a per project basis monthly.  
The agreement further states that the City is not responsible for paying costs 
in excess of the estimated costs for a project, unless they are due to a 
written addition to or change to the scope of services requested. 

In addition to the Master Agreement, the City has awarded competitive 
grants to the Corps.  These grants, which include grants of federal funds, 
have different terms, but generally require that the Corps demonstrate its 
actual costs when requesting reimbursement through invoices. 

  
Objectives, Scope, and Methodology 

Our audit objective was to review contract compliance and oversight of the 
agreements between the San José Conservation Corps (Corps) and the City.  
We reviewed contracts between 2005-06 through 2007-08 with a particular 
focus on 2007-08.  We also reviewed some recycling contracts in 2004-05. 
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During our review, we analyzed Corps financial information, indirect cost 
calculations and payroll transactions from electronic data sources such as 
financial and employee timekeeping as well as other internal spreadsheet 
data sets.  We also reviewed City Financial Management System records, 
City Clerk’s Council History and Documents database records, and other 
City department files.  We interviewed officials and staff from various City 
departments, the Corps, and other external organizations.   

We did not audit the Corps’ Charter High School and relied upon 
attendance reports for comparison to Corps data.  Our audit of the Corps 
was focused on activity funded by the City of San José.  We did not audit 
activity of other jurisdictions.  We conducted some electronic data 
reliability tests by comparing financial transactions for cash asset accounts 
with official bank statements and we compared financial and payroll 
transactions against internal sources and third-party payroll information.  
Our testing indicated the data sources available are sufficient to conduct our 
analysis. 

Our conclusions are based on testing of select City agreements with the 
Corps and we have noted exceptions as documented in this report.  We did 
not compare electronic records to a visual inspection of ongoing work, nor 
did we complete 100 percent testing of transactions. 
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Finding I    The City Paid More Than Actual Cost 
Through Its Agreements With the San José 
Conservation Corps 

The Master Agreement between the City and the San José Conservation 
Corps (Corps) requires the Corps to invoice the City for actual costs.  
However, we found the Corps invoiced and the City paid $276,802 more 
than the costs reflected in Corps accounting records for recycling and 
construction services.  City staff did not question these over-billings 
because they often approved payment for the full amount of a contract, or a 
pro-rated portion of the contract without requiring the Corps to demonstrate 
the actual cost.  Additionally, we found the Corps had already been 
reimbursed $133,140 by the State of California for recycling services 
provided under contracts with the City.  We noted that a few departments 
have taken steps to ensure payment of only actual cost, but on one occasion, 
the City did not fully address a prior finding of unsubstantiated costs.  We 
found that the Master Agreement does not stipulate sufficient detail 
regarding what type of expenses are allowable or unallowable, nor does the 
Master Agreement require the Corps to account for City funds 
independently from non-City funds.  The City can improve controls by 
establishing and enforcing specific guidelines for reporting, justifying, and 
accounting for actual costs.  We found that: 

• The Corps recouped more costs than were reflected in its 
accounting records for recycling services and was already 
reimbursed for some expenses by other sources including the 
California Department of Conservation; 

• The City paid $76,117 more than the actual cost for construction 
services; 

• The City should establish and enforce specific guidelines for 
reporting and justifying actual costs under the Master Agreement; 

• The Housing Department; Planning, Building and Code 
Enforcement Department; and General Services Department took 
action to ensure the City paid only for actual costs; and 

• The Office of Economic Development identified prior findings of 
unsubstantiated personnel costs, yet irregular billing practices 
persisted. 

 
We made five recommendations to recover excessive payments and to 
strengthen controls.  In total, the City should attempt to recover $276,802 
we found to be overpayments and $133,140 already reimbursed by the 
State. 
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The Corps Recouped More Costs Than Were Reflected In Its Accounting Records 
For Recycling Services and Was Already Reimbursed For Some Expenses By Other 
Sources Including the California Department of Conservation 

The Environmental Services Department (ESD) paid the Corps about  
$1 million for providing recycling services at City facilities, parks, and 
public recycling and litter cans from July 2004 to June 2008.  However, we 
did not find evidence to justify $200,685 the City paid for recycling services 
at City sites. 

ESD entered into service contracts with the Corps under the City’s Master 
Agreement.  According to ESD, since 2000 the City has received 
approximately $255,000 annually for beverage container recycling and litter 
abatement activities from the California Department of Conservation’s 
Division of Recycling, which it uses to pay for Corps collection services.  
The Corps submits monthly invoices to ESD for one-twelfth of each 
contract’s amount.  However, this practice is not consistent with the Master 
Agreement which requires the Corps to invoice only the actual costs of 
providing the service. 

As shown in exhibits 2 and 3, our review of the Corps’ accounting records 
raised questions that the Corps’ actual expenses did not justify all City 
payments.  For one of the four years we reviewed, the Corps incurred only 
$23,091 in expenses, including indirect costs, to pick up recycled materials 
from City facilities but received $48,750 from ESD.  In this single case, the 
Corps invoiced and the City paid $25,659 in expenses that were not 
documented in the Corps’ accounts for City activity and therefore should 
not have been paid by the City.   

The Corps states that it incurred expenses that justify the City payments, but 
inadvertently charged a portion of those costs to a California Department of 
Conservation grant.  Nonetheless, because the California Department of 
Conservation reimbursed the Corps for those costs, the City should recoup 
the overpayments. 
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Exhibit 2:  The San José Conservation Corps Received Payment For Costs Not 
Documented In Accounts For City Activity 

2004-05  2005-06  2006-07  2007-08 
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Exhibit 3:  Revenue and Expenses For Recycling Contracts 

(in thousands) 
 

 2004-05 2005-06 2006-07 2007-08 
 Public 

Recycling/ 
Litter Cans Facilities Parks 

Public 
Recycling/ 
Litter Cans Facilities Parks Facilities Parks Facilities Parks 

Total 

Revenue $200 $95 $75 $200 $97 $75 $77 $75 $49 $75 $1,018 
Expenses            

Staff payroll 27 10 27 43 20 30 20 17 0 0 194 
Corpsmembers 
payroll 

102 5 0 105 14 29 16 45 15 37 368 

Non-personnel 
costs 

11 15 18 26 24 5 14 3 4 6 126 

Indirect costs1 28 8 10 27 9 12 8 19 4 15 140 
Total 
expenses 

168 38 55 201 67 76 58 84 23 58 828 

Net income2 $32 $57 $20 $(1) $30 $(1) $19 $(9) $26 $17 $201 
Sources: City Auditor’s analysis of San José Conservation Corps and City Finance Department accounting records as of April 2009. 

 

According to ESD staff, ESD approves monthly Corps invoices for one-
twelfth of the contract amount upon receipt of a report documenting the past 
month’s activity.  However, ESD does not request documentation to 
substantiate the cost of the activities, nor does ESD require detailed 
reporting or supporting materials for monthly expenses.  Staff indicate they 
hold the Corps accountable for correcting any deficiencies in its services 
prior to the release of City funds. 

Further complicating the issue, for fiscal year 2005-06, the Corps had 
already been reimbursed $133,140 by other sources including the California 
Department of Conservation for a portion of corpsmembers salaries for City 
recycling services. 

                                                 
1 Indirect costs are expenses associated with activity that cannot be directly charged to a specific project.  To 
recover indirect costs, the Corps pools and allocates indirect costs across multiple activities based on the 
number of hours of service performed by each activity.  Although there is no provision for indirect costs in 
the City’s Master Agreement, this practice is normal and customary.  We did not exclude the indirect costs 
we question in Finding 2; rather, we included all indirect costs that the Corps allocated to the recycling 
contracts. 
2 We do not deduct net losses (where net income is less than zero) from the total net income because the 
Master Agreement does not require the City to pay for costs in excess of the original estimated costs for a 
project, unless they are due to a written addition to or change to the scope of services requested.  
Additionally, we found that the Corps billed the California Department of Conservation to cover most of the 
net losses.  
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We recommend that the City: 

 
Recommendation #1 

Attempt to recover the $200,685 that was not reflected in Corps 
accounting records for services provided under ESD contracts.  In 
addition, the City should attempt to recover the $133,140 in City-
related expenditures that were already reimbursed by the California 
Department of Conservation.  If within 60 days the Corps provides 
additional documentation supporting expenditures on City projects 
that were not reimbursed by others, we agree to reevaluate the amount 
that the City should attempt to recover from the Corps.  (Priority 2) 

 
  
The City Paid $76,117 More Than the Actual Cost For Construction Services 

We also found the Fire Department paid $76,117 more than actual cost for 
services it received from the Corps under the Master Agreement.  In March 
2002, San José voters approved the Public Safety Bond Act, which provided 
funds for upgrading fire department facilities.  From June 2007 to June 
2008, the Fire Department contracted with the Corps for a portion of this 
work on six facilities.  According to Fire Department staff, the Fire 
Department paid the invoices in full but did not request documentation to 
support the actual cost of the services provided.3 

In a number of projects, the Corps subcontracted the entire scope of work to 
private businesses and invoiced the City the cost plus a substantial premium 
above the subcontractors’ invoiced costs.  We found in at least one case the 
Corps did not receive prior written consent from the City for the use of 
subcontractors in violation of the Master Agreement.  Additionally, Corps 
records show a breakdown of subcontractor cost elements including a cost 
labeled “profit.”  The “profit” amounts do not correspond to an actual 
expense.  As shown in Exhibit 4, Corps’ documentation indicates the Corps 
made at least $58,000 in “profit” on the sale of subcontracted services.  
Subcontracted services accounted for more than $328,000 of the $426,000 
in direct costs (77 percent) associated with Fire Department contracts. 

                                                 
3 We should also note the City did not execute contracts for several of these projects until after the Corps had 
completed its work and invoiced the City. 
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Exhibit 4:  Some San José Conservation Corps Back-up Documents Showed “Profit” 

Facility4 Subcontracted work 
Cost to 
Corps 

“Profit” 
Charged to 

City 
Fire Station 16 Windows. $8,065 $1,613 
Fire Station 22 Trusses, plumbing, lighting and electrical work, stucco, sheetrock, soil 

testing, fire-rated paneling, insulation, sheet metal work, air conditioning, 
windows and skylights. 

48,603 5,068 

Fire Station 26 Windows, lighting and electrical work, bathroom renovation, sheet metal 
work, heating and air conditioning, and floor refinishing. 

123,888 16,708 

Fire Station 34 Repaving parking lot. 6,000 2,400 
Fire Department 
Training Center 

Air conditioning, lighting and electrical work, repaving parking lot, and 
ductwork. 

142,288 32,666 

 Heating and air conditioning (included in Fire Department Training 
Center totals above) 

26,835 10,000 

Total  $328,844 $58,455 
Source: City Auditor’s analysis of San José Conservation Corps project and accounting files. 

One of the contracts shown in Exhibit 4 was for the replacement of two 
roof-mounted air conditioning units at the Fire Department Training Center 
in May 2008.  In May 2008, the Corps submitted a good faith estimate prior 
to entering into a Master Agreement contract.  The Corps reported it could 
provide the requested services at a cost of $36,835.  However on the same 
day, the Corps received a subcontractor proposal for the same scope of 
work at a cost of $26,835 – $10,000 less than it quoted the City.  We found 
no evidence to support a $10,000 markup which the Corps requested and 
the City later reimbursed. 

City staff did not identify the “profit” cost element because they approved 
Corps invoices without reviewing documentation that should have 
identified the Corps’ actual cost of providing its services.  Had they 
requested such evidence, they also may have identified two instances we 
found where the Corps billed the City twice for the same cost in separate 
invoices.  All together from June 2007 to June 2008, we found no 
justification for $76,117 of the $533,813 paid by the City.  The City should 
attempt to recover the unsubstantiated portion of payments for construction 
at Fire Department facilities. 

                                                 
4 The data for Fire Station 22, Fire Station 26, and the Fire Department Training Center span multiple service 
contracts. 
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We recommend that the City: 

 
Recommendation #2 

Attempt to recover the $76,117 it overpaid for services provided under 
Fire Department contracts.  If within 60 days the Corps provides 
additional documentation supporting expenditures on City projects 
that were not reimbursed by others, we agree to reevaluate the amount 
that the City should attempt to recover from the Corps.  (Priority 2) 

 
  
The City Should Establish and Enforce Specific Guidelines For Reporting and 
Justifying Actual Costs Under the Master Agreement 

In fiscal year 2007-08, ESD contracted with the Corps for recycling 
services at major events and paid for those services without receiving a 
detailed accounting of the costs.  Consequently, City staff likely had no 
knowledge of the costs the Corps attributed to events recycling services 
prior to approving payments to the organization.  Moreover, because the 
Corps accounted for City and non-City events recycling revenue and 
expenses together, the Corps may have used City funds to pay for 
employees who worked at a political campaign event. 

Prior to entering into the contract, ESD staff informed the City Council that 
one of the agreement’s benefits was that City funds would be used only if 
the Corps did not receive enough revenue from the California Department 
of Conservation to cover costs.  However, according to ESD staff, staff did 
not believe it needed to require the Corps to demonstrate that City funds 
would serve as a supplement to state funds because staff understood the 
Corps needed all the state funds for other projects.   

Although the Corps incurred expenses that could justify its request for City 
funds associated with event recycling services, it appears the City did not 
know or ask about all these costs.  Specifically, the Corps staffed one event 
in part with full-time employees working 14- to 17-hour shifts on three 
consecutive days resulting in double-time wages between $45 and $52 per 
hour for several individuals.  According to the Corps, the City provided the 
Corps short notice which required the Corps to staff with full-time staff in 
addition to less expensive corpsmembers.  The Corps states it had to assign 
an appropriate level of supervising staff to oversee the large number of 
corpsmembers at the event, and that these staff provided their expertise to 
facilitate the overall successful operation of the event and to satisfy the 
City’s recycling and clean-up goals.  However, it appears the City did not 
know or ask about such costs when entering into a sole-source Master 
Agreement. 
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ESD staff indicated that staff did not believe verifying the Corps’ use of 
City funds was needed based on staff’s understanding that the Corps’ cost 
of providing recycling services at major events greatly exceeded the 
$30,000 paid.  Nonetheless, service contracts into which the City enters into 
under the Master Agreement are on a reimbursement basis for actual and 
demonstrable costs, and ESD needs to manage these projects accordingly.   

We are also concerned by the Corps’ payment for staff to work at a political 
campaign event from an account that commingles City and non-City funds.  
Corps timekeeping and payroll records indicate two corpsmembers were 
paid about $40 each for time attributed to a political campaign event in 
early August 2007.  The Corps’ accounting supervisors explained to us that 
the Corps generally pays staff who work at events like the political 
campaign event using funds it receives from the California Department of 
Conservation.  Nonetheless, the practice of commingling funds raises 
concerns. 

The City can improve controls to ensure it pays for only reasonable and 
actual expenses.  The Master Agreement does not stipulate sufficient detail 
regarding what type of expenses are allowable or unallowable, nor does the 
Master Agreement require the Corps to account for City funds 
independently from non-City funds.  By establishing guidelines for 
reporting, justifying, and accounting for actual costs, the Corps can more 
appropriately determine costs for reimbursement purposes.  Additionally, 
guidelines would allow the City to communicate the level of detail, form, 
and other requirements necessary to improve the monitoring process.  Such 
added guidance will enhance City staff’s ability to evaluate the 
reasonableness of claimed expenses. 

We recommend that the City:  

 
Recommendation #3 

Establish and enforce specific guidelines for reporting and justifying 
actual costs under the current Master Agreement.  (Priority 3) 

 
 
 

Recommendation #4 

Require the Corps to account for City activities separately from non-
City activities.  (Priority 3) 
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The Housing Department; Planning, Building and Code Enforcement Department; 
and General Services Department Took Action to Ensure the City Paid Only For 
Actual Costs 

During our review, we noted that several departments took steps to prevent 
payments beyond actual costs.  The Code Enforcement Division of the 
Planning, Building and Code Enforcement Department (Code Enforcement) 
and the General Services Department (General Services) identified and 
addressed concerns about payment for services received from the Corps.  
The Housing Department also attempted to address concerns over Corps 
invoices.  We believe other departments can benefit from consistently 
applying similar monitoring and evaluation practices as well as developing 
guidelines for the reporting, justifying, and accounting of actual expenses. 

According to Code Enforcement, some past Corps invoices appeared to 
claim more hours of service than Code Enforcement’s inspectors noted at 
the project sites.  Additionally, the Corps billed the City for 1.5 hours for 
every hour of weekend work, which further complicated Code 
Enforcement’s invoice reconciliation between Code Enforcement records 
and timesheets the Corps submitted.  Code Enforcement addressed these 
problems by establishing more rigorous service contracts with the Corps 
and using sign-in sheets at project sites as an added control.  

According to General Services, the Corps submitted invoices that did not 
match City records.  Moreover, General Services stated the Corps would 
send more corpsmembers than necessary to provide the requested services, 
and City supplies were sometimes lost or damaged under the care of the 
Corps.  General Services ensured greater accountability and better treatment 
of City supplies by charging the Corps for damaged and lost items, and 
specifying in its service contract that the Corps provide only a two-person 
crew on a daily basis. 

The Housing Department took action to ensure payment for actual costs 
only.  During fiscal year 2007-08, the Housing Department provided 
technical assistance to help the Corps better justify the cost-basis—and 
therefore expedite payment—of invoices.  Since that time, the Housing 
Department has noted an “ongoing concern with the lack of adequate 
supporting documentation required with activity reports and reimbursement 
requests.” 

Learning from the example of these departments, the City should establish 
guidelines of how to report and how to demonstrate actual costs in order to 
reduce any ambiguity of what is an actual cost.  However, as we discuss in 
greater detail in the following section, the City also has not resolved an 
outstanding issue with the Corps’ problematic billing practices. 
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The Office of Economic Development Identified Prior Findings of Unsubstantiated 
Personnel Costs, Yet Irregular Billing Practices Persisted 

The City Manager’s Office of Economic Development (OED) has found 
occasions the Corps submitted invoices for unsubstantiated personnel costs.  
OED administers the City’s federal Workforce Investment Act (WIA) 
program, which in recent years has awarded grants to the Corps to provide 
development activities for youth.  Under the WIA grants, the Corps 
employs case managers, a vocational education instructor, program 
administrators, and a recruiter.  In an August 2005 monitoring report, OED 
raised several concerns about the Corps’ administration of WIA grants.  
One concern was the Corps lacked personnel activity reports to support the 
amount of time it claimed staff worked on WIA activities.  According to 
OED, this finding was considered resolved after a subsequent monitoring 
visit.  In an August 2007 monitoring report, OED noted that the same 
finding had occurred again.  That year OED noted that in January 2007, a 
Corps staff person charged 70 of 176 total hours (40 percent) of his time to 
WIA activities, yet the Corps billed OED for 60 percent of the personnel 
expenses.  According to OED, OED noted that this specific finding was 
resolved after reviewing additional Corps documentation. 

However, our review of Corps accounting records suggests that there are 
systemic issues with the Corps’ billing practice which warrant City 
attention.  Specifically, we found the Corps maintains two sets of personnel 
activity records for the vocational education instructor—a record that it 
submits to OED as evidence of time spent on WIA activities, and an 
internal record it uses to track the employee’s activity for payroll and non-
WIA billing purposes.  For example, from April to June 2008, OED paid 
the Corps $6,687 for 45 percent of the employee’s salary and benefits, yet 
the internal Corps records show the employee charging all but 32 hours 
during those 3 months to a service contract with the City of Cupertino.  In 
another example, in October 2007 the Corps billed 8.0 hours of the 
employee’s time to a City parks maintenance project and an additional 3.6 
hours to the WIA contract.  Altogether, the Corps received reimbursement 
for 123 percent of the vocational education instructor’s salary and benefits 
for those days.  The Corps’ billing of more than 100 percent of the 
employee’s time does not appear to be isolated to these instances. 
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We also recommend that the Office of Economic Development (OED): 

 
Recommendation #5 

Follow up and resolve the personnel billing issue we identified.  In the 
future, OED should require the Corps to provide substantiating 
documentation regarding the total activity and cost for Corps 
employees whose salaries are funded by Workforce Investment Act 
contracts.  (Priority 3) 
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Finding II    The City Is Paying For Indirect Costs Not 
Anticipated Through Its Agreements With 
the San José Conservation Corps 

The City’s Master Agreement allows the Corps to invoice the City for 
actual costs, but does not provide guidance on indirect costs.  We found the 
City paid for activity not anticipated through many of its agreements during 
2005-06 through 2007-08.  Specifically, the City’s lack of sufficient 
guidance defining allowable and unallowable indirect costs, and lack of 
guidance detailing restrictions on how indirect costs can be allocated to 
specific City projects led to excessive indirect costs rates.  We found that: 

• The City paid $98,325 for expenses unrelated to City projects; and 

• The City must ensure the Corps bills for reasonable and actual 
costs by providing more detailed guidance or revise and simplify 
the Master Agreement. 

 
By providing sufficient guidance and working with the Corps to identify 
allowable and exclude unallowable expenses, we believe that the City may 
achieve cost-savings of $70,000 per year while maintaining existing Corps 
service levels.  We made two recommendations to recover excess payments 
and to strengthen controls. 

  
The City Paid $98,325 For Expenses Unrelated to City Projects 

From 2005-06 through 2007-08, we found the City paid $98,325 to the 
Corps for indirect costs unrelated to City projects.  The Corps incurs 
expenses associated with activity that cannot be directly charged to a 
specific project.  These expenses are called indirect costs.  To recover its 
indirect costs, the Corps pools and allocates these indirect costs across 
multiple activities based on the number of hours of service performed by 
activity.  Although there is no provision for indirect costs in the City’s 
Master Agreement, this practice is normal and customary.  Additionally, the 
Corps has other non-Master agreements with the City which include 
allocated indirect costs.  However, the Corps’ existing methodology for 
allocating indirect costs allocates more administrative indirect costs to the 
City than appears reasonable. 

Specifically, we identified expenses related to administrative personnel, 
facilities, and other non-personnel expenses which do not relate to City 
activity which the Corps had added to the indirect costs that were allocated 
back to the City.  The Master Agreement does not provide guidance to the 
Corps regarding what indirect costs are allowable for inclusion in the pool 
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of indirect costs or how indirect costs could or should be allocated to 
specific City projects.  Further, unlike federal grants which require grantees 
to establish an indirect cost rate plan, the City does not require an indirect 
cost rate plan from the Corps.  An indirect cost rate proposal allows the 
granting agency to evaluate the reasonableness of an indirect cost rate prior 
to payment for activity.  As a result, the Corps billed activity to the City for 
which the City derived little to no benefit under a service contract.     

Personnel Indirect Expenses 

The Corps allocated $53,012 in Charter High School administrative 
personnel expenses to City projects.  The Corps operates a Charter High 
School which derives revenue from the State.  The Corps’ accounting 
personnel maintain separate financial records for the Charter High School.  
Additionally, Corps senior management oversees both the Corps and 
Charter High School.  However, from 2005-06 through 2007-08, we found 
the Corps allocated about 90 percent of all accounting staff and senior 
management personnel costs to the City and other governmental agencies.  
Based on our analysis of its expenses, we believe the Corps should not have 
included about 20 percent of these costs in the pool of indirect costs 
allocated to the City.  A more reasonable allocation would have reduced the 
total pool of indirect expenses, which would have yielded a sizable 
reduction in the billing rate charged on City contracts.5 

Facilities Expenses 

The Corps allocated about $43,571 in facilities expenses to City projects 
even though the Corps received sufficient revenue from the Charter High 
School to cover nearly all such costs with state funds.  The City leases the 
property housing some of the Charter High School to the Corps for $12 per 
year.  Additionally, the Corps owns other property housing the Recycling 
Division and the remaining portions of the Charter High School.  From 
2005-06 through 2007-08, the Corps allocated nearly $244,000 of a total 
$393,000 in facilities expenses, including the $12 per year in rent for the 
City’s lease, as indirect cost to the City and other governmental entities.  
During the same time period, the Charter High School’s State revenue 
provided $345,000 in funding for facilities.  In other words, the Corps 
effectively billed facilities expenses to the City, without consideration for 
the facilities revenue received from the Charter School.  

                                                 
5 It should be noted that in February 2008, the Charter High School funded 50 percent and 75 percent of the 
salaries for the Corps' information systems administrator and information systems specialist, respectively.  
This is a reasonable approach to sharing administrative personnel costs across the Corps’ funding sources. 
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Other Expenses 

The Corps allocated to City projects about $1,742 out of a total $9,275 in 
meal expenses which appear unrelated to City contracts.  Specifically, we 
found the Corps purchased tickets to political fundraising events in August 
2005 for the Corps senior management.  The Corps assigned the cost for 
these meals to an administrative account classification, which were 
allocated back to the City and other government entities.6  Further, we found 
the Corps spent $1,500 in March 2006 and March 2007 to purchase tickets 
“for important guests” to special community events, and that it spent more 
than $4,000 on meal expenses that it allocated through indirect costs to the 
City and other governmental entities.7  The expenses do not appear to fall 
within the scope of City projects and should not be supported using City 
funds. 

We recommend that the City: 

 
Recommendation #6 

Attempt to recover the $98,325 paid in indirect costs for work not 
described in City contracts.  If within 60 days the Corps provides 
additional documentation supporting expenditures on City projects 
that were not reimbursed by others, we agree to reevaluate the amount 
that the City should attempt to recover from the Corps.  (Priority 2) 

 
  
The City Must Ensure the Corps Bills For Reasonable and Actual Costs By Providing 
More Detailed Guidance or Revise and Simplify the Master Agreement 

Currently, costs other than wages and benefits account for a large portion of 
the costs the City reimburses under the Master Agreement.  Exhibit 5 shows 
that for three contracts, these costs are a substantial percentage of the City’s 
payment for services received. 

                                                 
6 According to the Internal Revenue Service, these contributions may violate tax restrictions governing 
nonprofit organizations. 
7 According to the Corps, the meals were for staff and students; committee meetings with Board Members 
and Advisory Board Members; and donors, potential donors, and educators.  The Corps added that it was 
actively involved in its Capital Campaign during the time frame in which these meetings were held and that 
the meals also included meetings with agency directors in which numerous fee-for-service projects were 
discussed.  We have cautioned City staff and the Corps that, if City staff received meals at the Corps’ 
expense, those City staff may have violated the City’s Code of Ethics, Gift Policy and conflict of interest 
policy.  
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Exhibit 5:  Costs Other Than Wages and Benefits Represent a Significant Percentage of 
City Payments 

Contract Team 

Actual 
hours 

charged 

Billed 
hourly 

rate 

Total 
payment 

 
(a) 

Actual wages 
and benefits 

 
(b) 

Other 
costs8 

 
(a) – (b) 

Other costs 
as a percentage 

of wages and 
benefits 

Graffiti 
Eradication 

2 corpsmembers 
(CM) 

8 each $21.00 $336 $159 $177 111% 

Neighborhood 
Clean-up 

4 CM,  
2 supervisors 

5 each $28.50 $855 $389 $466 120% 

Parks 
Maintenance 

8 CM,  
2 supervisors 

8 each $21.00 $1,680 $968 $712 74% 

Source: City Auditor’s analysis of San José Conservation Corps accounting files and City Finance Department data. 

 
One reason other costs are so great is that the Corps may have 
unintentionally inflated costs to the City by attributing direct costs of non-
Master Agreement projects to the Master Agreement through indirect 
overhead.  For example, in January 2008, we found that the Corps charged 
61 percent of a project supervisor to the Housing Department’s Community 
Development Block Grant, yet he received his salary payment through a 
different account within the Corps Projects Division.  The Corp’s Project 
Division includes much of the City’s activity related to the Master 
Agreement.  This improper expense to the Project Division increased the 
expenses which would be subsequently included in indirect cost to the City.  
As a result, this expense artificially inflated City costs in the Project 
Division.  The Corps should not include those expenses in any calculations 
of actual costs under the Master Agreement as the expense should have 
been directly charged to the CDBG project. 

However, the City has not provided guidance defining allowable and 
unallowable indirect costs, nor how indirect costs can be allocated to 
specific City projects.  We examined the Corps’ costs for fiscal year  
2007-08 and determined that if we excluded unreasonable expenses 
discussed on the previous three pages, the City could have paid $57,750 to 
$70,000 less.  The City can achieve such cost-savings in future years while 
maintaining existing service levels by ensuring that it pays the Corps for the 
direct costs associated with the services provided and only those indirect 
costs to which it has agreed. 

One way the City can better ensure it pays for reasonable and allowable 
costs is for the City to provide additional guidance to the Corps regarding 
indirect costs.  The federal government requires nonprofit organizations 
receiving federal funds to follow the Office of Management and Budget’s 

                                                 
8 “Other costs” include vehicle expenses such as insurance, maintenance, and fuel; field expenses such as 
tools, project supplies, uniforms and safety equipment; and indirect costs. 
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Circular A-122.  The circular requires nonprofit organizations provide an 
indirect cost plan for the awarding agency’s review and approval.  The 
circular further stipulates that for an expense to be allowable, it must not be 
included as a cost or used to meet cost sharing or matching requirements of 
any other federally-financed program.  We believe that this circular may 
serve as a good starting point for the City in the development of guidance 
for allowable/unallowable costs and how indirect costs can be allocated to 
specific City projects.  The City should require the Corps provide a similar 
proposal to ensure the Corps bills only for direct costs and those indirect 
costs to which the City has agreed. 

We also found the current Master Agreement billing rate set by the Corps 
results in the City paying more than the actual cost to provide the services.  
The Master Agreement between the City and Corps specifies service 
contracts are undertaken at the Corps’ sole cost and expense on a 
reimbursement basis for actual costs.  In 2007-08, the Corps billed the City 
at a rate of $21 per hour for many services it provided under the Master 
Agreement.  By excluding unreasonable and unrelated expenses, we 
estimate actual costs for City projects undertaken by the Projects Division 
were between $17.04 and $17.63 per hour, significantly less than the $21 
per hour invoiced.  An annual review of billing rates would help ensure 
rates were reasonable and conformed to the terms of the Master Agreement. 

We recommend that the City: 

 
Recommendation #7 

Revise and simplify the Master Agreement to: 

1. Establish guidance defining what costs are allowable and 
unallowable for inclusion in an indirect cost pool.  Further, the 
guidance should detail restrictions of how indirect costs can be 
allocated to specific City projects; 

2. Annually require the Corps to develop and justify an indirect 
cost rate proposal and/or an hourly billing rate.  (Priority 3) 
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Finding III    There Are Several Other Areas Where the 
City Can Strengthen Controls Over 
Administration of These Agreements 

During our review, we found several other areas where the City can 
strengthen controls over the Master Agreement and contract administration.  
First, the City can strengthen controls in the Master Agreement between the 
City and the Corps to ensure the Corps maintains the desired balance 
between work and education.  Second, the City should ensure there are 
controls in place to restrict projects from exceeding estimated costs.  
Finally, we communicated our concerns to the Corps regarding its practice 
of providing loans to employees. 

  
The City Should Amend the Master Agreement Between the City and the Corps to 
Ensure the Corps Maintains the Desired Balance Between Work and Education 

The City entered into a Master Agreement with the Corps to provide paid 
on-the-job training to at-risk Charter High School students.  The City 
Council designated the activity a unique service thereby exempting projects 
from City bidding requirements.  The Charter High School’s 2007-08 
independent audit report states the school’s operations are classroom based 
with no full-time independent study program.  According to Corps and 
some City staff, the Charter High School places students one week in the 
classroom and one week in the field.  Additionally, we found the Corps’ 
most recent submission for the Community Development Block Grant, a 
non-Master Agreement activity, specifies students alternate by spending one 
week taking academic classes and the other receiving eight hours job skills 
training. 

However, we found students who worked a significant amount of time on 
projects while Charter High School attendance records indicate they were in 
school.  For example, we found one student who is shown in school for 131 
days during 2007-08.  The Corps payroll records show the student worked 
for 125 days of the 131 school days (95 percent), and the student worked 
eight or more hours for 108 of those days.  We identified other students 
working in excess of 75 percent of the school year while being claimed for 
attendance in the Charter High School.  School days range from six hours 
and 45 minutes for minimum days to six hours 55 minutes for regular days. 

The high percentage of time that students work on projects while they are 
claimed as fully attending the Charter High School increases the risk these 
students do not receive the level of educational service which the City 
contemplated when entering into a Master Agreement.  We found the 
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Master Agreement does not include any requirements or standards 
regarding the level of educational or job training necessary for students 
participating on City projects.  Consequently, the City’s significant Master 
Agreement activity may increase the demands on Corps staff to utilize 
charter school students to perform City work to the detriment of their 
education.  Since the Corps performs most of City activities under the 
Master Agreement, we recommend adding clarifying language to provide 
balance between work and education. 

We recommend that the City: 

 
Recommendation #8 

Clarify and amend the Master Agreement to include performance 
standards to ensure the Corps maintains the desired balance between 
work and education.  (Priority 3) 

 

  
The City Should Ensure There Are Controls In Place to Ensure the Corps Does Not 
Exceed Estimated Costs For Contracts Under the Master Agreement 

The City’s Master Agreement with the Corps requires all projects to be 
undertaken at the Corps’ sole cost and expense on a reimbursement basis.  
The agreement further states the City is not responsible for paying costs in 
excess of the estimated costs for a project, unless they are due to a written 
addition to or change to the scope of services requested.   

PRNS contracts with the Corps for basic maintenance in neighborhood and 
regional parks.  PRNS pays for these services with Construction Tax and 
Real Property Conveyance Tax (C&C) funds the City Council appropriates 
for parks maintenance in each Council district.  In 2006-07 and 2007-08, 
the Corps requested reimbursements for services rendered in certain 
Council districts in excess of the estimates PRNS used in Special Project 
Approval forms to initiate the service contracts.  According to PRNS staff, 
although service contracts for certain districts were exhausted, staff felt 
obliged to pay the Corps for the services provided.   

According to PRNS staff, the lack of coordination and communication 
between the staff requesting work and those tracking available budgeted 
funds allowed the Corps to exceed the expected costs.  PRNS has since 
adjusted its administration of Corps contracts to designate one individual to 
coordinate its many service contracts with the Corps and to require more 
information in Corps invoices.  In addition, not-to-exceed amounts were  
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added to the Special Project Approval forms in use.  Since the Corps 
provides estimates for many projects, the City should ensure all departments 
maintain adequate controls over the estimates and actual costs. 

We recommend that the City: 

 
Recommendation #9 

Ensure that there are controls in place to ensure that the Corps does 
not exceed estimated costs for contracts under the Master Agreement.  
(Priority 3) 

 
  
Corps Practice of Providing Loans 

During the course of our review, we noted that the Corps provides loans, or 
payroll advances, to numerous key staff members responsible for financial 
internal controls.  Specifically, Corps financial information for 2007-08 
indicates the Corps provided about $46,000 in loans to employees.  The 
Corps maintains a loan policy which states staff or corpsmembers should 
pay off the first loan before receiving a second loan which is granted only 
during serious hardship.  We found individuals in key areas of 
accountability and reporting to have taken out multiple loans.  Further, 
during the past three years we found individuals receiving multiple loans in 
amounts of up to $5,000, which are being repaid in small increments.9  This 
practice indicates individuals in key areas of accountability and reporting 
may be under serious financial hardship, which increases internal control 
risk.  We informed Corps management and City staff of our concerns, and 
believe the City should take steps to reduce the risk the loan practice poses. 

We recommend that the City: 

 
Recommendation #10 

Consider providing guidance to the Corps regarding the practice of 
providing loans to key individuals responsible for accountability and 
reporting.  (Priority 2) 

 

                                                 
9 We should note that Corps financial records did not indicate any collection of interest on these loans. 
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APPENDIX A 
 

DEFINITIONS OF PRIORITY 1, 2, AND 3 
AUDIT RECOMMENDATIONS 

 

 The City of San Jose’s City Policy Manual (6.1.2) defines the classification scheme 

applicable to audit recommendations and the appropriate corrective actions as follows: 

 

Priority 
Class1 

 
Description 

Implementation 
Category 

Implementation 
Action3 

1 Fraud or serious violations are 
being committed, significant fiscal 
or equivalent non-fiscal losses are 
occurring.2 

Priority Immediate 

2 A potential for incurring 
significant fiscal or equivalent 
fiscal or equivalent non-fiscal 
losses exists.2 

Priority Within 60 days 

3 Operation or administrative 
process will be improved. 

General 60 days to one 
year 

 
 
 
___________________________ 
 
1 The City Auditor is responsible for assigning audit recommendation priority class numbers.  A 

recommendation which clearly fits the description for more than one priority class shall be assigned the 
higher number.  

 
2 For an audit recommendation to be considered related to a significant fiscal loss, it will usually be 

necessary for an actual loss of $50,000 or more to be involved or for a potential loss (including 
unrealized revenue increases) of $100,000 to be involved.  Equivalent non-fiscal losses would include, 
but not be limited to, omission or commission of acts by or on behalf of the City which would be likely 
to expose the City to adverse criticism in the eyes of its citizens.   

 
3 The implementation time frame indicated for each priority class is intended as a guideline for 

establishing implementation target dates.  While prioritizing recommendations is the responsibility of 
the City Auditor, determining implementation dates is the responsibility of the City Administration.   
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The below table lists the contracts the City executed with the San José Conservation Corps for activity in fiscal 
year 2007-08.1  Because contracts may span multiple years and because the City did not fully expend the funds 
available for all contracts, the Not-to-Exceed amount differs from the $1.6 million paid to the San José 
Conservation Corps during that year as reported in the Background. 
 

Contract Department 
Not-to-Exceed 

Amount2 

1 Workforce Investment Act—Younger Youth 
City Manager’s Office of 
Economic Development (OED) $80,100 

2 Workforce Investment Act—Older Youth OED 240,000 
3 Community Development Block Grant Housing 225,241 

4 Anti-Graffiti Program 
Parks, Recreation and 
Neighborhood Services (PRNS) 123,529 

5 
Healthy Neighborhoods Venture Fund—Youth 
Corps PRNS 42,704 

6 
Healthy Neighborhoods Venture Fund—
YouthBuild PRNS 57,565 

7 Youth Employment Program PRNS 43,579 
8 Master Agreement service contracts City Manager’s Office  

1 
Recycling Services at City Facilities 
(Recycle@Work) 

Environmental Services 
Department (ESD) $48,750 

2 Recycling Services at City Parks ESD 75,000 
3 Event Recycling Services ESD 30,000 

4 
Graffiti Eradication (Parks, Trails, and City 
Facilities) General Services Department 75,000 

5 Citywide Parks PRNS 60,000 
6 Citywide-Regional Parks PRNS 30,000 
7 Council District 1—Parks PRNS 15,000 
8 Council District 2—Parks PRNS 12,000 
9 Council District 3—Parks PRNS 17,000 

10 Council District 4—Parks PRNS 12,000 
11 Council District 5—Parks PRNS 17,000 
12 Council District 6—Parks PRNS 15,000 
13 Council District 7—Parks PRNS 37,000 
14 Council District 8—Parks PRNS 40,000 
15 Council District 9—Parks PRNS 12,000 
16 Council District 10—Parks PRNS 12,000 
17 Guadalupe River Park PRNS 10,000 
18 Guadalupe Gardens PRNS 10,000 
19 Emma Prusch Memorial Park PRNS 6,720 
20 Overfelt Gardens PRNS 2,838 
21 Lake Cunningham Regional Parks PRNS 20,000 
22 Amgen Tour of California OED 500 
23 Fire Station 26 Phase 1 Fire Department 34,155 
24 Fire Station 26 Phase 2 Fire Department 66,761 
25 Fire Station 26 Phase 3 Fire Department 4,823 

 

                                                 
1 Table does not include contracts for activity that took place mainly in fiscal year 2006-07 or 2008-09, 
such as the San José BEST grant of $48,360 from Parks, Recreation and Neighborhood Services that began 
September 1, 2006 and ended September 30, 2007. 
 
2 Not-to-exceed amounts do not necessarily reflect actual disbursements of City funds. As discussed, the 
City did not fully expend each contract’s available funding. 
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Contract Department 
Not-to-Exceed 

Amount 
26 Fire Station 26 Additional Work (1 of 5) Fire Department 5,740 
27 Fire Station 26 Additional Work (2 of 5) Fire Department 20,518 
28 Fire Station 26 Additional Work (3 of 5) Fire Department 30,946 
29 Fire Station 26 Additional Work (4 of 5) Fire Department 10,003 
30 Fire Station 26 Additional Work (5 of 5) Fire Department 9,492 
31 Fire Station 22 Fire Department 109,584 
32 Fire Station 22 Additional Work Fire Department 2,904 
33 Fire Department Training Center Phase 1 Fire Department 44,373 
34 Fire Department Training Center Phase 2 Fire Department 51,812 

35 
Fire Department Training Center Additional 
Work (1 of 2) Fire Department 56,040 

36 
Fire Department Training Center Additional 
Work (2 of 2) Fire Department 34,288 

37 
Fire Department Training Center HVAC Phase 
2 Fire Department 36,835 

38 Fire Station 34 Fire Department 8,400 
39 Fire Station 35 Fire Department 931 

40 Neighborhood Clean-up 
Planning, Building and Code 
Enforcement     84,000 

 Total Master Agreement  1,169,413 
 Grand Total  $1,982,131 
Source: City Clerk’s Office. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 




