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MR. MATTSON: It is 9:52.

MR. PATTON: Al'l right. It is 9:52
a.m, September 28, 2012, Friday. This is
Thomas M. Patton speaking. Wth me is M chael
Mat t son. He's an agent with our Department of
Justice. ' m a Deputy Attorney General. And
we are in Granite Bay at the home of --

MR. LOPEZ: Manuel Lopez.

MR. PATTON: And if you would, do us
a favor and just give us a background about
your State employment history, when you
started and the various places you worked and
positions you hel d.

MR. LOPEZ: "1l do my best to
remember . | think I started roughly as a

permanent empl oyee June of 1990 as Account

Clerk 2 at the Department of Educati on. Prior
to that, | was a student assistant with the
Empl oyment Devel opment Depart ment. Did a

number of years at Education, had a promotion
or two there.

MR. PATTON: ' m sorry. You said
you started at Department of Education?

MR. LOPEZ: Correct.

MR. PATTON: Okay.
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MR. LOPEZ: In their Accounting
Depart ment.

MR. PATTON: Got it. You got
promoted when?

MR. LOPEZ: A couple years after
bei ng there.

MR. PATTON: Okay.

MR. LOPEZ: Mi ght be a year and a
hal f, two years or so.

MR. PATTON: Around '92 promoted in
Depart ment of Ed?

MR. LOPEZ: Yeah.

MR. PATTON: To?

MR. LOPEZ: | believe it was a
Seni or Account Clerk.

MR. PATTON: Okay.

MR. LOPEZ: And at the same time,

while | was at Department of Ed, | was also i
the process of getting my degree from
California State University Sacramento.

MR. PATTON: I n?

MR. LOPEZ: Economi cs.

MR. PATTON: Okay.

MR. LOPEZ: So | had a -- believe |
had an AA in Accountancy from Sierra Coll ege.
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MR. PATTON: Okay.

MR. LOPEZ: And an AA -- and a BA in
Economics from Sacramento St ate.

MR. PATTON: Okay.

MR. LOPEZ: Upon graduati on, sever al
mont hs after that, | --

MR. PATTON: When was that?

MR. LOPEZ: | think --

MR. PATTON: Graduation from Sac
State, right?

MR. LOPEZ: Yeah. l'"mtrying to
t hi nk. There was -- | graduated, | want to
say, |ike, '95. I went through the
ceremonies, and after | had gone through, |
hadn't gotten by diploma, so | called to
figure out what was going on, and | was
m ssing one class --

MR. PATTON: Um- hum.

MR. LOPEZ: -- and | had to go back
and take that one cl ass.

MR. PATTON: Um- hum.

MR. LOPEZ: And so | believe it
was -- the diploma was issued in "98, if |I'm
not mi staken.

MR. PATTON: Okay. But you had
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essentially finished all --

MR. LOPEZ: Yeah.

MR. PATTON: -- but that one unit by
when? '95 or '6, you say?

MR. LOPEZ: | want to say, |ike, '95
or so.

MR. PATTON: Okay. Good. Okay. So
you're promoted to Senior Account Clerk at Ed.

MR. LOPEZ: Yeah. And then from
there, | went to Department of
Transportation --

MR. PATTON: Um hum.

MR. LOPEZ: -- as an account ant
trainee.

MR. PATTON: When was that?

MR. LOPEZ: That was, | want to say,
95 or '6. | can't be sure on the dates.

MR. PATTON: Okay. Cl ose enough.

MR. LOPEZ: Yeah.

MR. PATTON: Went to Caltrans as
what ?

MR. LOPEZ: Account ant trainee.

MR. PATTON: Okay.

MR. LOPEZ: And then | was promoted
to -- there | was promoted to a Senior
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Accounting Officer.

MR. PATTON: Um- hum.

MR. LOPEZ: From there, | went to --

MR. PATTON: Do you remember when
you got promoted?

MR. LOPEZ: Several years after that
to, | want to say --

MR. PATTON: 98 or '9 maybe?

MR. LOPEZ: Yeah.

MR. PATTON: Okay . To what ?

MR. LOPEZ: To a Senior Accounting
Of ficer.

MR. PATTON: Okay.

MR. LOPEZ: And then from there, |
went to Department of Motor Vehicles where |
was promoted to an Associ ate Accounting
Anal yst .

MR. PATTON: Um- hum. Do you
remember what year that was?

MR. LOPEZ: Maybe around 2000 or so.

MR. PATTON: Okay.

MR. LOPEZ: Six months into that
position, | was offered a position to work
for -- as Special Assistant to the Deputy

Director for Admi nistration.
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Staff Services Manager 1 in the budget office
at Caltrans.

MR. PATTON: Okay. So after a year
at DMV, you then go back to Caltrans as a
Staff Services Manager 17

MR. LOPEZ: Correct, within their
budget office.

MR. PATTON: After that year. Okay.
Go, go ahead.

MR. LOPEZ: And then | think | spent
about, | want to say, two years in the budget
of fice. | transferred --

MR. PATTON: So your Staff Services
Manager 1 was in the budget office?

MR. LOPEZ: Correct.

MR. PATTON: And you were doing
budgets there?

MR. LOPEZ: Yes. I was manager over
the capital outlay and | ocal assistance budget
process, so for basically all the major
projects.

MR. PATTON: Okay. And you went
back to Caltrans in, | assume, around '01?

MR. LOPEZ: Yeah, that's probably

correct.
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MR. PATTON: Okay. So a couple
years as SSM1 manager of cap outlay | ocal
assistance?

MR. LOPEZ: Um hum.

MR. PATTON: Okay.

MR. LOPEZ: And then | basically
went to one of the divisions; it was Division
of Pl anning.

MR. PATTON: Was this around 'O03
then maybe?

MR. LOPEZ: About maybe '02-'03 --
yeah, somewhere around '02-'03.

MR. PATTON: 02 or '3, you go to
the Division of Planning?

MR. LOPEZ: Yes.

MR. PATTON: At Caltrans?

MR. LOPEZ: As a -- | managed - -
basically a resource manager which is, in
effect, Admi nistrative Officer for that
division, do everything from budgets to
managi ng the clerical pool to contract
admi ni stration, that type of stuff.

MR. PATTON: It's a wider scope of
duties.

MR. LOPEZ: Yep.

Page 9

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

MR. PATTON: Okay.

MR. LOPEZ: Hopefully, it's a way to
build my marketability and my experience base.

MR. PATTON: Um hum.

MR. LOPEZ: And then did about a
year there and then was promoted to a Staff
Services Manager 2.

MR. PATTON: At Caltrans?

MR. LOPEZ: At Caltrans budget
office, so went back to budgets. And there, |
managed - -

MR. PATTON: So that would have been
around '047?

MR. LOPEZ: Yeah. You know, if

necessary, | can (indiscernible - sinmultaneous
speaki ng) .

MR. PATTON: It's okay. I just want
to -- I'"mjust trying to get it approxi mately.

So around '04 you become promoted to SSM2.
MR. LOPEZ: Correct.
MR. PATTON: And you -- did that
take you out of the Division of Planning then?
MR. LOPEZ: Yes.
MR. PATTON: Went back to where? Or

went to where?
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MR. LOPEZ: Wwent to --

back to the

Di vi sion of Budgets within Caltrans.

MR. PATTON: So that's in Central --

MR. LOPEZ: Headquarters, yes.

MR. PATTON: -- the budgets for the
whol e thing --

MR. LOPEZ: Yeah, for the whole
department.

MR. PATTON: -- Caltrans Central

Admi ni stration?

MR. LOPEZ: Correct.

MR. PATTON: Back to Budgets for

Caltrans. Okay.
MR. LOPEZ: And t her e,

I managed - -

MR. PATTON: Did that make you the

Budget Officer then --
MR. LOPEZ: No.

MR. PATTON: -- for the entire

department ? No.

MR. LOPEZ: No. That's a pretty

| arge budget office there. | managed

basically the unit that | had previously

managed as a Staff 1.

MR. PATTON: Um- hum.

MR. LOPEZ: | managed that plus I
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took on the capital outlay support program
which is basically the major program within
t hat department which did all the staff work
for -- and engineering work for major
projects.

MR. PATTON: Um hum. Okay. So
around '04, you become an SSM2.

MR. LOPEZ: Yep, and | was there for
several years. | won the Sustained Superior
Accompl i shment Award for automating the budget
process and creating a budget model that
all owed you to basically key in various
program | evel s and generate a cash flow on
that to see how much basically program we can
afford in any given year. And so | won an
award for that.

MR. PATTON: Wo w. For aut omat ed
budget programm ng.

MR. LOPEZ: Um hum.

MR. PATTON: Wow. Okay.

MR. LOPEZ: And then from there --
did several years there, and | took a | atera
over to California State Parks which I want to
say is around April of 2005.

MR. PATTON: So took a lateral in
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April "05 as an SSM2 to ParKks.

MR. LOPEZ: Correct.

MR. PATTON: Okay.

MR. LOPEZ: W thin about --

MR. PATTON: ' m sorry. April what ?

MR. LOPEZ: 2005, | believe.

MR. PATTON: Okay.

MR. LOPEZ: Sorry if the dates are
wrong.

MR. PATTON: That's all right.

St ate Parks as an SSM2 doi ng budget work, |
assume.

MR. LOPEZ: | was the Budget Officer
for the department.

MR. PATTON: Oh, okay.

MR. LOPEZ: So basically what that
did was it gave me much more expanded | evel of
responsibility and duties.

MR. PATTON: Yeah, yeah. So you go
to Parks in 'O05.

MR. LOPEZ: Um- hum. And from there,
| was there for about -- | want to say six
mont hs or so, and then | was promoted to a
Staff Services Manager 3.

MR. PATTON: Okay. Still the Budget
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Of ficer --

MR. LOPEZ: Still the Budget
Of ficer.

MR. PATTON: -- but at a higher pay
grade now.

MR. LOPEZ: Correct.

MR. PATTON: Okay.

MR. LOPEZ: And then from there |
did -- during my tenure as Budget Officer,
did about three months as -- on an out - of -
class assignment as Assistant Deputy Director
for Admi nistration.

MR. PATTON: Okay.

MR. LOPEZ: And then --

MR. PATTON: And who hired you over
there to be the Budget Officer?

MR. LOPEZ: That would be Rob
Boriskin --

MR. PATTON: Okay.

MR. LOPEZ: -- and M chael Harris.

MR. PATTON: Got it.

MR. LOPEZ: And then | think there
was -- | think |I had two separate interviews,
If I"m not mi staken, and then | had to meet

Park Ops Deputy Director.
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MR.

PATTON:

So you became

you

said for a period of time, about three months,
you wor ked out of class as the Assistant Adm n
Services Director --

MR. LOPEZ: Yeah.

MR. PATTON: -- as well as doing the
duties of the Budget Officer?

MR. LOPEZ: Yeah. Well, what |
tried to do is -- when | was hired there, we
had just come off of a Budget Officer that

basically did al

managed the budget all herself, and
MR. PATTON: And that was?
MR. LOPEZ: Becky Brown.
MR. PATTON: Okay.
MR. LOPEZ: A very knowl ed
| ady relative to the budget process
MR. PATTON: That was the
whose position you took over there?
MR. LOPEZ: Correct.
MR. PATTON: Did you ever
her? Did you meet her?
MR. LOPEZ: Yes, | did.
MR. PATTON: Okay.
MR. LOPEZ: Upon -- she br

t he work and pretty much

SO --

geabl e

person

tal k with

i efed me
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basically upon my arrival. But what -- the
people that hired me, M chael Harris, what
they were | ooking for was a change in
management style for the budget office. What
we had is basically before was all roads | ed
to Becky for the devel opment of the budget.
What | was charged with was devel opi ng sort of
a sustainable staffing system there that --
not the process of building a budget was
dependent upon just one individual, that | was
charged with building a bench that everybody
knew what the overall process of building a
budget was and were able to effectively
contribute to it as opposed to just giving one
duty and said basically generate this chart
for me, I'll take it and then key it into the
budget so - -

MR. PATTON: So is it your
understanding that in the prior -- under the
prior construct, Becky was the only one then
that really --

MR. LOPEZ: Understood it.

MR. PATTON: -- and was able to put
t he budget together?

MR. LOPEZ: Oh, vyeah. She was very
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effective with that.

MR. PATTON: But people under her
woul d work on various components?

MR. LOPEZ: Yeah.

MR. PATTON: But she was the only
one that had the knowl edge of how to put it
all together?

MR. LOPEZ: Correct.

MR. PATTON: Okay.

MR. LOPEZ: And so --

MR. PATTON: Did just -- let me skip
forward just with this question just for a
second. Did she ever tell you about --

MR. LOPEZ: Yes.

MR. PATTON: -- the disparity in the
fund condition statement to Finance regarding
SPRF?

MR. LOPEZ: Yes, regarding SPRF, not
regardi ng the OHV.

MR. PATTON: She only told you about
SPRF?

MR. LOPEZ: That's correct.

MR. PATTON: When did she tell you
about that?

MR. LOPEZ: Basically the first

Page 17

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

month | arrived.

MR. PATTON: How | ong did the two of
you work together, because she was | eaving and
you were --

MR. LOPEZ: Yeah.

MR. PATTON: -- comng in to take
t hat over, right?

MR. LOPEZ: Yeah. You know, she
came in basically a few days a week and just
hel ped me out a little bit.

MR. PATTON: Um hum.

MR. LOPEZ: She was basically on her
way to retirement. And | didn't meet with her
a whole lot, but she did brief me on that.
And the reason why she briefed me, she said
management was aware of those -- of that
di screpancy, but the finance analyst that was
there had just been -- basically, | think he
was -- he took a position as the Assembly
Republican fiscal consultant.

MR. PATTON: The finance anal yst iIs
from where?

MR. LOPEZ: From - -

MR. PATTON: From t he Department of

Fi nance?
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MR. LOPEZ: Correct.

MR. PATTON: The finance anal yst
t hat she's been working with in budget
preparations?

MR. LOPEZ: Yeah. So you
basically --

MR. PATTON: Do you remember who
t hat was?

MR. LOPEZ: Yeah. That was Chri s

Hol t z.

MR. PATTON: Okay.

MR. LOPEZ: Christopher Holtz.

MR. PATTON: Okay.

MR. LOPEZ: And | believe he's still
the Assembly fiscal consultant. And the way

It was explained to me is that there was an
accounting error that was made. There was a
projection of an expenditure that was supposed
to occur that never occurred. She never gave
me a bunch of detail on it. She just gave me
basically here's why that money was there, was
t hat there was an accounting error that was
made or a projection for an expenditure, that
expenditure never materialized.

And typically, the process is when
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t hat happens you make a prior year adjustment
i n your budget to account for that expenditure
not occurring. That prior year adjustment
never happened. And so what you had was
basically in your cash bal ance --

MR. MATTSON: s there a reason why
It never happened? Do you know?

MR. LOPEZ: | think it was just
oversight, to be honest with you.

MR. PATTON: Well, did she indicate
what the expenditure was - -

MR. LOPEZ: No.

MR. PATTON: -- the projected
expenditure?

MR. LOPEZ: She never told me
what - -

MR. PATTON: She indicate when it
was projected?

MR. LOPEZ: It was probably at | east
three or four years before she retired.

MR. PATTON: Now, you're aware that
the -- well, did she indicate how much of a
di screpancy there was?

MR. LOPEZ: Yeah, it was

approximately twenty mllion.
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MR. PATTON: So that's a pretty big
projected expenditure, right?

MR. LOPEZ: Yeah.

MR. PATTON: But she never
i dentified what that related to?

MR. LOPEZ: No.

MR. PATTON: Okay.

MR. LOPEZ: All she said it was an
expenditure that was supposed to occur that
never happened, and it was never corrected in
t he budgetary document.

MR. PATTON: You mentioned somet hing
about -- so prior year adjustment, you
menti oned.

MR. LOPEZ: Yeah. So when | first
came on board and | was briefed of this, she
did advise me that management was aware of the
I ssue, but given the magnitude of it, | felt
it was important, and especially being new,
that | talk to my boss, Rob Boriskin and
Mi chael Harris, and | offered -- | believe it
was in the '05-'06 -- fiscal year 2005-2006
budget devel opment cycle.

MR. PATTON: VWai t . Let's -- before

you go do -- I'm sorry to interrupt you
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MR. LOPEZ: Sur e.

MR. PATTON: Bef ore you go to that

part - -

MR. LOPEZ: Um- hum.

MR. PATTON: -- of you discussing
what Boriskin and others -- tell me, who did
she -- who did Becky Brown indicate she had

i nformed above you?

MR. LOPEZ: She just basically said

nmnagement was awar e.
MR. PATTON: Okay. Okay.

the interruption.

Sorry for

MR. LOPEZ: Oh, no, no worries.

MR. PATTON: So she said management

was awar e.

MR. LOPEZ: Um hum.

MR. PATTON: And as | understand it,

she told you this projection error

MR. LOPEZ: Yeah.

MR. PATTON: Well, the projection

that didn't occur was never corrected in the

prior year adjustment component.
MR. LOPEZ: Correct.
MR. PATTON: Okay.

MR. LOPEZ: And the reason

I''m - -
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you know, she said, well, | just want to give
you a heads-up because Chris Holtz is now on
t he budget side in the Assembly, and if he
raises this issue, | want you to be prepared
for it.

MR. PATTON: So did she tell you
Chris Holtz was aware al so?

MR. LOPEZ: Well, he was the finance
analyst at the time this occurred, so he
should have had some knowl edge of it because
he was involved in that whole process of
buil ding the budget --

MR. PATTON: Yeah.

MR. LOPEZ: -- on the finance side.

MR. PATTON: Ri ght .

MR. LOPEZ: So --

MR. PATTON: But she never
specifically indicated he's aware that the
finance documents don't reflect accurately the
bal ance and the Controller document?

MR. LOPEZ: No. What -- she
basically said, if he realizes there's a
m st ake - -

MR. PATTON: Okay.

MR. LOPEZ: So --
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MR. PATTON: Okay. To what ? | f
Chris Holtz --

MR. LOPEZ: Real i zes that this had
not been accounted for --

MR. PATTON: Yeah. Then what ?

MR. LOPEZ: Then just be prepared.

MR. PATTON: Be prepared.

MR. LOPEZ: Yeah.

MR. PATTON: All right. Okay. And
then you -- so you come in and is -- who's
your next in command? Who's the person you
direct the report to?

MR. LOPEZ: Rob and M chael .

MR. PATTON: Rob is the -- Rob
Boriskin is the assistant?

MR. LOPEZ: Assi stant Deputy, and
t hen M chael --

MR. PATTON: For Admin Services?

MR. LOPEZ: Correct.

MR. PATTON: And t hen - -

MR. LOPEZ: Mi chael is the -- was
the Admi n Deputy.

MR. PATTON: Okay. Mi chael Harris.

MR. LOPEZ: Yes.

MR. PATTON: Okay. And |
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Il nterrupted you. You were going to tell me
about going to them.

MR. LOPEZ: Yeah. Because, you
know, M chael was basically -- he had come
fromthe | egislature as a fiscal consultant.
Bot h Mi chael and Ruth were highly experienced
in the budget devel opment process. And so
Mi chael was very involved in the budgets, and
so when | briefed Rob, | also briefed M chael
on the budget process. So the two of them --
whenever we were talking budget devel opment,
they were always in the room together.

MR. PATTON: Okay.

MR. LOPEZ: And so when | said, hey,
| was advised by Becky these funds are here,
it's a pretty easy correction, we can just do
a prior year adjustment and --

MR. PATTON: This is with both of
them present?

MR. LOPEZ: Correct.

MR. PATTON: Okay.

MR. LOPEZ: And M chael - -

MR. PATTON: How soon is this
conversation after you start? You say Becky

told you within a month or so?
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MR. LOPEZ: Yeah, but roughly April.

MR. PATTON: Well, you came in in
April '05, you said.

MR. LOPEZ: Yeah.

MR. PATTON: So Becky tells you
within a month, April or May --

MR. LOPEZ: Correct.

MR. PATTON: -- and so you're having
this discussion |like immediately thereafter?

MR. LOPEZ: Yeah.

MR. PATTON: Okay.

MR. LOPEZ: Yeah. Because | come in
right as fiscal year is closing or starting to
cl ose.

MR. PATTON: Yeah.

MR. LOPEZ: | got -- when | started
wor king there, | got really sick, and
unfortunately, | kept working to the point
where | ended up having double pneumoni a. So
| ended up being off for almost a month
recovering from pneumoni a.

MR. PATTON: Ri ght there in the
spring of '047?

MR. LOPEZ: Ri ght at the --

basically at June roughly --
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MR. PATTON: of '05?

MR. LOPEZ: -- of '05.

MR. PATTON: Okay.

MR. LOPEZ: And so when | came back,
we were basically in the throws of the budget
devel opment cycle.

MR. PATTON: Had you -- at the time
you went out sick, had you already briefed
Boriskin and Harris?

MR. LOPEZ: Yeah, before that.

MR. PATTON: Okay.

MR. LOPEZ: Yeah, because as soon as
she told me, I"mIlike, wow, that twenty
mllion dollar --

MR. PATTON: Okay. So I derailed
you on reciting the substance of that
conversation. You said you went and you
talk -- so now |I've got it as probably about

May of 'O05, right after you |l earned from

Becky.

MR. LOPEZ: Correct.

MR. PATTON: You go to Boriskin and
Harris, and what do you tell them?

MR. LOPEZ: You know, | was advi sed

that there was basically a discrepancy in the
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fund bal ance,

to make,
prior year
condition --
MR.
MR.
we're good.
MR.

how much you

we can just

adj ust ment

do a correction

line within the

PATTON: Um- hum.

LOPEZ: -- correct for
That didn't go --

PATTON: And did you tell

It

it's a fairly easy correction

in the

fund

and

t hem

understood there to be?

MR. LOPEZ: Yeah, there was
approximately twenty million.
MR. PATTON: Okay. And when you say

"a discrepancy", you
di screpancy as between the bal ance

in the budget documents and - -

i dentified the

reflected

MR. LOPEZ: The cash bal ance.

MR. PATTON: Refl ected in what?

MR. LOPEZ: Yeah. In the cash
bal ance in Controller's reports.

MR. PATTON: There you go.

MR. LOPEZ: Yeah.

MR. PATTON: Okay. And you say it
could be -- this twenty mllion doll ar

di screpancy,

MR.

pretty easy to correct?

LOPEZ: Oh, absolutely.
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MR. PATTON: Okay.

MR. LOPEZ: It's just a prior year
adjustment |ine. It happens all the time.
So, for instance, let's say you have

a contract at the end of the year that you've

encumbered for, let's say, a mllion dollars.
Okay, you're going to go out and hire a
consultant for something, so you have this
contract. When you close your books, that
contract is shown as an expenditure. However,

| et' s say you never actually engaged that
consul tant, you have to correct for that in

t he budget because the fund bal ance in your
budget shows that you've expended a mllion
dol | ars. In reality, you haven't. So by the
third year of that budget, you're making an
adj ust ment on your prior year adjustment line
to correct for that encumbrance.

MR. PATTON: Um hum.

MR. LOPEZ: It's pretty standard
accounting budgetary adjustment process, and
it's fairly easy to make. So | offered to do
It that first year, and A, they didn't I|ike

the idea of a twenty mllion doll ar

adj ust ment . They were --
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MR. PATTON: Because that's pretty

si zabl e.

MR. LOPEZ: Pretty sizable and would
call into question why it had been sitting
there so | ong. That was the first --

MR. PATTON: Had you identified at

t hat point how |long it had been sitting there?
MR. LOPEZ: No.
MR. PATTON: Okay.

MR. LOPEZ: No, | hadn't. | just
knew it was there, and so when | told, they
said, well, you know, they're going to --

MR. PATTON: And as far as duration,
you only knew based on Becky Brown's verbal
report that it --

MR. LOPEZ: Correct.

MR. PATTON: What did she tell you
in terms of how |long it had been there?

MR. LOPEZ: She just made -- you
know, been there a few years. | want to say,
gi ven what she had indicated, you know,
typically a three-year period is how | ong
those things would traditionally sit on the
books.

MR. PATTON: Um hum.
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MR. LOPEZ: So it had to be around

three or four years probably prior to that --

MR. PATTON: Okay.
MR. LOPEZ: -- because by the

third

year, you should be making an adjustment for

it.
MR. PATTON: Okay.

MR. LOPEZ: And | thought, you know,

it is what it is.
MR. PATTON: Um hum.
MR. LOPEZ: | f there's a
di screpancy, you fix it.
MR. PATTON: Okay.
MR. LOPEZ: But what the fear

was

that, A, would shine a negative |light on the

department, and B, it would basically open it

up for potential budget cuts, or a reduction

to the General Fund and an increase in

t he

State Parks and Recreation Fund, because

typically those two funds are fungi bl e,

and so

you adjust one, you can adjust the other to

keep your budget fairly consistent --
MR. PATTON: Um hum.
MR. LOPEZ: -- but what was

happening is, and this happened over a

period
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of time, is the General Fund started being cut
more and more and more, and we became more and
more reliant upon revenue generation. So as
we became more reliant upon revenue
generation, the risk of a deficiency grew
because if you didn't meet your revenue
targets, you're going to be in the hole. And
so the idea was if you don't meet your revenue
targets, you have the cash bal ance there to
basically backfill behind your undercollection
of revenues. So it was intended to be a
safety net for our increased reliance upon
revenue generation and --

MR. PATTON: But tell me this --
well, go ahead, finish your thought.

MR. LOPEZ: And the other piece of
It was they did not want that to be swept
because they wanted -- and my -- this is my
sense, is that they wanted it be used for the
betterment of the park system as a whol e.

MR. PATTON: Okay. First question
about this is who specifically -- you're
meeting with Boriskin and Harris --

MR. LOPEZ: Um hum.

MR. PATTON: -- you're being told
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it's pretty sizable, we're not really wanting

to put ourselves up to scrutiny for why we've

got a twenty mllion dollar error that we
haven't corrected for some time now.

MR. LOPEZ: Um hum.

MR. PATTON: It also opens us to
some General Fund cuts. Who specifically is
maki ng this determ nation not to correct it?

MR. LOPEZ: That was M chael Harris.

MR. PATTON: Okay. | s Boriskin
sayi ng anything?

MR. LOPEZ: Boriskin is listening.

MR. PATTON: He's not making the
call ?

MR. LOPEZ: He's not making the
call.

MR. PATTON: Harris is.

MR. LOPEZ: Harris is.

MR. PATTON: Okay. And then you

articulated that it represents a safety net |
case revenues don't reach projection.
MR. LOPEZ: Um hum.
MR. PATTON: Plus if it's -- if
the correction is made and it's reflected,
there's -- the | egislature could come in and
Page 33
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just sweep those funds.

MR. LOPEZ: Um hum. So - -

MR. PATTON: Go ahead.

MR. LOPEZ: -- during that point, so
then | offered an alternative solution which
was to gradually adjust the balance to correct
for that.

MR. PATTON: Okay. Let me ask you a
couple more questions before we get to that.

MR. LOPEZ: Okay.

MR. PATTON: Who -- now, these
are -- the monies that have not been discl osed
in the finance report for several years, this
twenty mllion, | understand these are in the
SPRF fund --

MR. LOPEZ: Yeah.

MR. PATTON: -- but they're not --
they're just not reflected in the budget
documents - -

MR. LOPEZ: Um- hum.

MR. PATTON: -- but it is money --
it's reflected in the Controller's --

MR. LOPEZ: Correct.

MR. PATTON: -- finance report --

MR. LOPEZ: Yeah.

Page 34

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

MR. PATTON: -- budget report,
t hey are SPRF doll ars.

MR. LOPEZ: Yes, they are.

MR. PATTON: And | guess | get

SO

confused on the notion that someone can come

I n and sweep -- take SPRF dollars because this

Is a special fund, and my mnd tells me they

can't be used for other purposes.

MR. LOPEZ: Well, what they can be

used for is basically reducing the amount of

General Fund being used on the budget would

then free that General Fund up for other uses.

MR. PATTON: All right. So th
sweep, what's going to really get swept
I f there's going to be an equal amount
dollars -- it's an equal amount; it's n

MR. LOPEZ: Correct.

MR. PATTON: -- that twenty mi

MR. LOPEZ: Yeah.

MR. PATTON: It's going to be
mllion out of General Fund.

MR. LOPEZ: Yeah.

MR. PATTON: Okay. That's why
a little confused.

MR. LOPEZ: So | had this same

e

IS,
of
ot --

[1ion.

twenty

| got
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conversation back in, | want to say, the
2008- 2009 budget devel opment cycle when | was
the Adm n Deputy, and we were taking a
fourteen mllion dollar cut in the General
Fund under the Schwarzenegger adm nistration.

MR. PATTON: You had the same

conversation about this twenty mllion?

MR. LOPEZ: Same -- yeah, but this
time with M chael Harris, Tony -- no, it was
Ted Jackson, | believe --

MR. PATTON: Okay.

MR. LOPEZ: -- who was the Deputy
Director for Park Operations. Keep in m nd,
fromthe cultural perspective in that
organi zation, Park Operations was the | ead
organi zati on.

MR. PATTON: Sur e.

MR. LOPEZ: And you didn't build a
budget without involving Park Operations in
t hat. So when we were discussing that
fourteen mllion dollar cut, | basically said,

hey, we can use this money to offset that.

And what | was told was, are you crazy,

i nstead of a fourteen mllion dollar cut, it's

going to be a thirty-four mllion dollar cut
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because they'll just take that additi
twenty mllion out and free it up for
Fund purposes, and then --

MR. PATTON: Who said that?

MR. LOPEZ: | want to say th
gl obal -- everybody basically agreed
t hat .

MR. PATTON: Well, you just

i dentified a meeting in "08 or '09 wh

onal

Gener al

at was a

wi th

ere the

subject comes up again when you're facing a

fourteen mllion dollar cut, and you

i dentified Harris and Ted Jackson are

meeti ng.

MR. LOPEZ: Yeah. And | was
and | want to say Ruth was there too.
trying to --

MR. PATTON: But you're not

MR. LOPEZ: Not sure, but |
she --

MR. PATTON: But you know - -
ahead.

MR. LOPEZ: But | believe sh
there.

MR. PATTON: Okay. But you
you recall specifically that Harris a

in the

t here,

I "' m

sure?

believe

go

e was

know - -

nd
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Jackson are there?

MR. LOPEZ: Absol utely.

MR. PATTON: Maybe Rut h.

MR. LOPEZ: Uh- huh.

MR. PATTON: Anybody el se possibly?

MR. LOPEZ: No.

MR. PATTON: So it's either the
three or four of you?

MR. LOPEZ: Yeah.

MR. PATTON: Who then makes the
comment that could -- that means we're | ooking
at a thirty-four mllion dollar cut?

MR. LOPEZ: | think that was Harris
that raised that, and everybody sort of
agreed.

MR. PATTON: Okay.

MR. LOPEZ: And at the same time we
were taking this fourteen mllion dollar cut,

the admi nistration ha
firefighting ranger b

which -- when you | oo

fourteen million dol

and at the same ti me,

rangers to basically come out

the vision was that t

d proposed this

udget change proposal
k at it, you're taking a
ar cut to your budget,

you're asking for more
and provide --

hey woul d be basically
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boots on the ground to identify potential for
fires ahead of time because we just, |
believe, came off the Angora Hills fire.

MR. PATTON: Um hum.

MR. LOPEZ: And so this was sort of
a proactive way, according to Adm nistration,
of addressing that particular issue. And so
nobody in the department really supported that
proposal .

MR. PATTON: ' m sorry. I missed
what the proposal was.

MR. LOPEZ: It was call ed
firefighting ranger proposal.

MR. PATTON: And it was to get more
money for firefighters?

MR. LOPEZ: No, to get more money
for rangers --

MR. PATTON: Okay.

MR. LOPEZ: -- to put -- to be sort
of a proactive, boots-on-the-ground, eyes open
to see if there's any potential for fires or
anything starting --

MR. PATTON: Okay.

MR. LOPEZ: -- you get a quicker

initial response to a fire.
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MR. MATTSON: Like a fire watch

MR. LOPEZ: Fire watch, yeah, but
park rangers.

MR. PATTON: So the proposal was to
advocate for some more General Fund doll ars
for fire prevention?

MR. LOPEZ: Yeah. And the executive
team did not agree that that was a wi se use of
the resources and did not really lead to the
betterment of the department. You have to --
|l et me put this in context for you.

MR. PATTON: Yeah.

MR. LOPEZ: Because our organization
at the time -- we have a culture that says the
deci sions that we make need to be basically
sust ai nabl e decisions for the seventh
generation; it's this document that we have
t hat basically is the tenants behind each of
our management decisions, which is -- | think
It's an lroquois philosophy that says every
deci sion you make needs to think about the
outcome seven generations from now.

MR. PATTON: Um hum.

MR. LOPEZ: And so when we're

| ooking at that, everything had to be about
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the betterment of the park systemitself. And
that, | think, was sort of the rationale
behi nd why we didn't --

MR. PATTON: Di scl ose?

MR. LOPEZ: -- disclose this.

MR. PATTON: Okay. " m fam |iar
with the concept. | worked for the Chief
Justice in Nevada. His comment was that a

politician worries about the next election; a
statesman worries about the next generation.

MR. LOPEZ: Correct.

MR. PATTON: So you're talking about
seven generations.

MR. LOPEZ: Yeah.

MR. PATTON: So we need more
st at esmen.

MR. LOPEZ: Yeah.

MR. PATTON: Let me go back to
somet hi ng.

MR. LOPEZ: Okay.

MR. PATTON: And then after | ask
this question, I'"'mtrying to understand why
you got on the subject of the proposal to add
more rangers, but | think it just ties into

we're trying to preserve dollars as best we

Page 41

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

can.

MR. LOPEZ: That's exactly why,
yeah.

MR. PATTON: Okay. You i ndicat ed
that the -- in the discussion early on in 'O05

with Boriskin and Harris, Harris indicates

di scl osing the money at this point will put us
in a negative light, it puts our General Fund
at risk for more cuts.

MR. LOPEZ: Um hum.

MR. PATTON: We don't want them
sweepi ng money out of our General Fund when
they see that we've got twenty more mllion

MR. LOPEZ: Correct, you know.

MR. PATTON: What about -- you
menti oned somet hi ng about a safety net, a
representative safety net in case projected
revenues didn't meet expectations.

MR. LOPEZ: Correct.

MR. PATTON: How does this secreted
money, undisclosed money, how does it work,
what's the plan to actually use it then as a
saf ety net?

MR. LOPEZ: Because it's a cash

bal ance. | mean, you have --
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MR. PATTON: But it's not been --
since it's not disclosed, it's not -- there's
no appropriation to spend it.

MR. LOPEZ: Well, | disagree. | t
had been disclosed. It had been disclosed on
the Controller's report.

MR. PATTON: Ri ght, right, right. I
m sspoke.

MR. LOPEZ: Yeah.

MR. PATTON: Since Finance is not
aware of it and it's not been made part of the
budget and the appropriation, how are you abl e
to spend any of it?

MR. LOPEZ: Because it's cash on
hand.

MR. PATTON: Um hum.

MR. LOPEZ: So if you have an
appropriation fromthe | egislature --

MR. PATTON: Um hum.

MR. LOPEZ: -- which is what our
general -- our SPRF appropriation was --

MR. PATTON: Um hum.

MR. LOPEZ: -- if you didn't -- on
an annual basis, if you didn't bring in enough
cash to cover that appropriation, let's say we
Page 43
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were at zero, we were right on one -- one for
one in the budget for SPRF, and if you didn't
bring in the amount that you had appropri ated,
you would be in a deficit situation.

MR. PATTON: Ri ght .

MR. LOPEZ: You would have to go
back and ask for cash to backfill for --

MR. PATTON: Sur e.

MR. LOPEZ: -- that revenue that was
| ost.

MR. PATTON: Yeah.

MR. LOPEZ: So because you had the
cash in the State Parks and Recreation Fund --

MR. PATTON: Um- hum.

MR. LOPEZ: -- you were able to use
that cash to backfill any revenue that was not
collected in that given year

MR. PATTON: Got it. Okay . Let me
follow up on that. Let's say hypothetically
you've got a hundred mllion dollar
appropriation --

MR. LOPEZ: Um hum.

MR. PATTON: -- you projected
revenues in SPRF of a hundred mllion. You
get appropriated a hundred mllion spending
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aut hority. Your revenues turn out to be
ninety mllion. You got a ten mllion dollar
deficit.

MR. LOPEZ: Um hum.

MR. PATTON: You' ve got twenty
mllion in the bank. You' re saying, okay, got
cash in the bank, you've got authority to
spend up to a hundred mllion, so you can
spend it.

MR. LOPEZ: Yeah.

MR. PATTON: Now, the problem | have

MR. LOPEZ: Um hum.

MR. PATTON: -- you're also having
to make a record of the revenue amounts
received, and so if you're only showi ng
ninety mllion in revenue and they're not
aware you -- they're not aware at Finance,
Controller knows you've got that --

MR. LOPEZ: Um hum.

MR. PATTON: -- cash, but Finance
doesn't, how are you -- how do you bring it
i n?

MR. LOPEZ: Prior year adjustment

| ine on the fund condition statement.

Page 45

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

MR.

correct the

MR.
MR.

basically say we see that

previously,

MR.
MR.
more money than we
MR.
MR.
MR.
MR.

PATTON: Oh. So then you
prior year adjustment?
LOPEZ: Yep.
PATTON: And you -- and then you

we'd made an error

we ask - -
LOPEZ: Um- hum.
PATTON: -- and we actually had

reali zed.

LOPEZ: Yep.

PATTON: Okay.

L OPEZ: And so --
PATTON: So we're just

correcting an error?

MR.
MR.

fiction but

was t here.

MR.
MR.
MR.
MR.

started out

before --

MR.

LOPEZ: Correcting an error.

PATTON: Oh, okay. Ki nd of a

-- only because you did know it

LOPEZ: Yeah, exactly.
PATTON: Yeah.
LOPEZ: Yeah. But in --
PATTON: But in theory, having
as an error some number of years
LOPEZ: Um- hum.
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MR. PATTON: -- now we're just
correcting that error.

MR. LOPEZ: Correct.

MR. PATTON: Okay. And what -- so
what did you think about that as a safety net
pl an? Seems kind of clever.

MR. LOPEZ: Made sense.

MR. PATTON: Yeah.

MR. LOPEZ: And | have to put it in
context of where | came from before at
Caltrans.

MR. PATTON: Um hum.

MR. LOPEZ: There was a time when we
were transitioning the budget process from a
modi fied accrual basis, which is the State's
basi c accounting processes, a modified accrual
basis of accounting --

MR. PATTON: Um hum.

MR. LOPEZ: -- which means you
record your obligations when they're made and
you record revenue when it's earned. What we
were doing at Caltrans was basically
transitioning to a cash basis because let's
say a major construction process, hundred

mllion dollar project. | f you basically say,
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|"ve got a hundred mllion dollars tied up on
a project, you're encumbering that. You're
only probably going to spend twenty percent of
t hat maybe, if you're lucky, in the very first
year .

MR. PATTON: Um- hum.

MR. LOPEZ: You' ve got basically
eighty mllion dollars tied up that's not been
utilized.

MR. PATTON: Um hum.

MR. LOPEZ: So - -

MR. PATTON: Under a modified
accrual concept --

MR. LOPEZ: Under a modified --

MR. PATTON: -- which you described
as reflecting obligations when made.

MR. LOPEZ: Correct.

MR. PATTON: And what was the other
(i ndiscernible)?

MR. LOPEZ: Revenues when earned.

MR. PATTON: Revenues when earned.

So not necessarily when received.
MR. LOPEZ: When col |l ected.
MR. PATTON: Not necessarily when

recei ved. The cash basis would be revenues
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when received.

MR. LOPEZ: Yes.

MR. PATTON: So you may, under
modi fi ed accrual, reflect revenues earlier --

MR. LOPEZ: Correct.

MR. PATTON: -- because you have now
the right to receive, but haven't

(i ndiscernible -

with expenditures.

dog barking).

And

When commi tted,

same thing

woul d you

say or obligation --

MR. LOPEZ: When commi tted.

MR. PATTON: Obl i gati ons when
I ncurred --

MR. LOPEZ: Correct. So --

MR. PATTON: -- as opposed to actual
expenditures made.

MR. LOPEZ: Correct.

MR. PATTON: Okay. | just want to
make sure - -

MR. LOPEZ: Yeah.

MR. PATTON: -- | understand the

di fference between modi fied accrual

MR.

LOPEZ:

and cash.

So what Caltrans was

getting -- |

mean,

we were getting beat

up

pretty good by the California Transportation
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Commi ssion because we were having basically a
billion-nine in the bank --

MR. PATTON: Yeah.

MR. LOPEZ: -- and they're saying
why isn't this being spent, you know, we've
got projects that need to be delivered --

MR. PATTON: Yeah.

MR. LOPEZ: -- we've got to move
forward.

MR. PATTON: Okay.

MR. LOPEZ: So what we did is we
transitioned from basically a modified accrual
approach to a hybrid model for the budget --

MR. PATTON: Um- hum.

MR. LOPEZ: -- process, which was

some expenditures were being reported as

modi fi ed accrual, some were being reported as
cash. Our accountants were -- didn't want any
part of that. And so | had to call a meeting

bet ween Cindy McKim - -

MR. PATTON: Your accountants in
Par ks - -

MR. LOPEZ: No, at Caltrans.

MR. PATTON: Oh, okay.

MR. LOPEZ: At Caltrans. They were
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not happy with this change because it wasn't

an accurate reflection of what's going in the
Controller's report; there was going to be a

di screpancy - -

MR. PATTON: Yeah.

MR. LOPEZ: -- between the State
Hi ghway Account Fund bal ance and the
Controllers.

MR. PATTON: Because for budgeting
pur poses, you got to stick with modified
accrual, right?

MR. LOPEZ: No. What was happening
Is we were moving away from modified accrual
and moving towards a cash basis --

MR. PATTON: Yeah.

MR. LOPEZ: -- because we wanted to
utilize that cash. And so that model that |
built --

MR. PATTON: Um- hum.

MR. LOPEZ: -- took basically a
modi fi ed accrual approach and cash flowed it
out .

MR. PATTON: Got it.

MR. LOPEZ: And so what we were

doing on those major capital projects, we did
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a cash basis for that. Everything else within
the (indiscernible) was modified accrual.

MR. PATTON: Um hum.

MR. LOPEZ: And so the accountants
were very unhappy about that, and they wanted
to meet with Finance to discuss this issue.
And so | had a meeting with Sue Bost at
Depart ment of Finance at the time and Cindy
McKim myself, and | think my boss at that
time, Dave Saxby, and said, hey, |ook, our
accountants aren't happy with this, what do we
do, there's going to be a discrepancy between
the two funds. And what | was told by Finance
was the budget is a political document, your
accounting records are accounting records,
it's okay for there to be a discrepancy. So
when | - -

MR. PATTON: You were told that by

who?

MR. LOPEZ: Sue Bost - -

MR. PATTON: Okay.

MR. LOPEZ: -- at Department of
Fi nance.

MR. PATTON: Yeah.
MR. LOPEZ: And so | take that sort
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of mi ndset with me to Parks that there are
going to be discrepancies between the two
funds, so it didn't necessarily strike me as
i nappropriate (indiscernible - simultaneous
speaking).

MR. PATTON: Well, as | hear it, |
understand because there are two different
accounting methods, the accrual method is
going to result in a different cal cul ation.

MR. LOPEZ: Correct.

MR. PATTON: So if that's the method
you're using for preparing budget documents,
obviously that's different than your cash
basis report.

MR. LOPEZ: Yeah.

MR. PATTON: But by then reconciling
to back out accruals that have not yet
resulted in any expenditure, at some point you
can true them up.

MR. LOPEZ: Yeah. It's no different
t han your own --

MR. PATTON: Sure.

MR. LOPEZ: -- personal check
regi ster --

MR. PATTON: Sur e.

Page 53

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

MR.
MR.
MR.
uncl ear chec
MR.
MR.
the same t hi
MR.
MR.
MR.
sayi ng, you
be presented
under a vari
MR.
MR.
wedded to a
MR.
MR.
numbers are
MR.
MR.
the other, r
MR.
MR.
MR.

LOPEZ: -- that you have.

PATTON: Sure, exactly.

LOPEZ: -- taking into account
ks --

PATTON: Yeah.

LOPEZ: -- or deposits. [t's
ng.

PATTON: Yeah.

LOPEZ: And so --

PATTON: So basically, she's
know, this -- the budget -- it can
-- these numbers can be presented
ety of methodol ogi es.

LOPEZ: Correct.

PATTON: We're not necessarily
particul ar met hodol ogy - -

LOPEZ: Yeah.

PATTON: -- as long as the
correct --

LOPEZ: Um hum.

PATTON: -- you know, one way or
I ght ?

LOPEZ: Yeah.

PATTON: Yeah.

LOPEZ: The problemis at
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Caltrans it was hard to get that
reconciliation down because you had hundreds
of projects currently --

MR. PATTON: Yeah.

MR. LOPEZ: -- under way. It was
huge.

MR. PATTON: Yeah. So the
accounting people like the accrual better

because they --

MR. LOPEZ: Yeah, it's what we
certify when we do our --

MR. PATTON: Yeah, yeah. lt's | ess
compl ex - -

MR. LOPEZ: Yes.

MR. PATTON: -- because you're able
to just input that obligation when it was
i ncurred --

MR. LOPEZ: Um hum.

MR. PATTON: -- and you don't have
to start piecemealing it --

MR. LOPEZ: Yeah.

MR. PATTON: -- as payments become

due.

MR. LOPEZ: Correct. You're able to

extract that from your accounting system or -
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MR. PATTON: Yeah.

MR. LOPEZ: -- in which you -- when,
under the cash basis, you can't do that.

MR. PATTON: Yeah. lt's a little
more of a nightmare to do it on a cash basis.

MR. LOPEZ: Yeah. lt's a | ot of
manual intervention into the process --

MR. PATTON: Yeah.

MR. LOPEZ: -- to actually do it
(indiscernible - dog barking).

MR. PATTON: Yeah. That makes
sense. So the accounting folks are |ike, oh,
and obviously it's going to be a burden on
them to track.

MR. LOPEZ: Correct, yeah. And so
they were very unhappy about it. And so
that's where |I kind of had that mi ndset going
into it. And to be honest with you --

MR. PATTON: The bottom |line mi ndset
bei ng that how you put together a budget, how
you present -- how you articulate the budget
s, it is in a way -- it's a matter -- it can

be al most a matter of semantics and

expression, cash accrual -- cash basis versus
accrual, and Bost is explaining political
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document .

to a part

honest wi

direction

you by wh

the Direc
funds at

Of ficer b
Mr. Harri

she was |

bar ki ng) .

MR. LOPEZ: Yeah.

MR. PATTON: It's not you're wedded
icular form of expression.

MR. LOPEZ: Exactly.

MR. PATTON: Okay.

MR. LOPEZ: Exactly.

MR. PATTON: That makes sense.

MR. LOPEZ: And so -- and to be

th you, | took what was told to me as
in terms of how |I build a budget.
MR. PATTON: Took what was told to

om?

MR. LOPEZ: By Mr. Harris.

MR. PATTON: Yeah.

MR. LOPEZ: And | can't confirm that

tor knew about the availability of
the time when | was the Budget
ecause my briefings went directly to

S.
MR. PATTON: And you're not sure if

n that meeting (indiscernible - dog

MR. LOPEZ: Yeah.
MR. PATTON: Yeah.
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MR. LOPEZ: But to be honest with
you, during that time when we were, when | was
the Admi n Deputy, it was a very inclusive
process when we were building a budget.

MR. PATTON: Okay. So you were
Budget Officer from'O05 when you came in, and
then you became -- you got promoted at some
poi nt .

MR. LOPEZ: Yeah, roughly two years.

MR. PATTON: In '07 maybe?

MR. LOPEZ: | think so, roughly
April of '07.

MR. PATTON: And what were you --

what was it that led to the promotion?

MR. LOPEZ: | thought | was - -
MR. PATTON: Well, let me ask you
this. Who made the decision to promote you?

MR. LOPEZ: That was the Director
and basically the entire executive team. They
were involved in the interview process.

MR. PATTON: Okay. And Harris had
been the Adm n Services Deputy Director, so
where does he go?

MR. LOPEZ: M. Harris had a --

MR. PATTON: You can speak in
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general terms. | N I H I B 2
I

MR. LOPEZ: Yeah. B B B
I N B B

MR. PATTON: In "07 was it?

MR. LOPEZ: | think it was around
‘07, I I B N I BN I
I

MR. PATTON: Okay.

MR. LOPEZ: During that time, Rob
Boriskin took over for a little bit, but the

executive team wasn't pleased with his
performance, brought in --
MR. PATTON: Do you know why?
MR. LOPEZ: Well, there were
several --
(Dog barking)
MR. LOPEZ: We were --
MR. PATTON: Boriskin took over for
alittle while --
MR. LOPEZ: Yeah.
MR. PATTON: -- and then he left --
(Dog barking)
MR. PATTON: -- and |I'm kind of

wondering if you have any knowl edge of the
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circumstances of his departing, why --

MR. LOPEZ: Yeah. Because the
Director and executive team weren't happy with
his performance.

MR. PATTON: Okay.

MR. LOPEZ: And there were issues
with trying to close the budget. He woul d not
make the executive decisions needed to cl ose
it because when | first came on to the
department, every year the department was
running - -

(Dog barking)

MR. LOPEZ: -- basically at the

begi nning of the close of budget, we were --

MR. PATTON: You know, let's do

this. Il think if you stood over here and
you're just a little closer, you can give the
dog a little | ook.

MR. LOPEZ: Okay.

MR. PATTON: And she may appreciate
your -- no worries. Okay. Al'l right.

So they weren't happy with his
performance, problems getting the --

MR. LOPEZ: The budget cl osed at the

end of the fiscal year.
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MR. PATTON: And why was that?
MR. LOPEZ: Well, when I first came
on board as a Budget Officer, the depart ment

every year was basically running about six

mllion dollars in the hole. And what you do
to that is you basically -- to fix that, you
roll encumbrances.

So, for instance, you have siXx
mllion dollars' worth of encumbrances on the
books at the end of the year, you can't close
the books |ike that because you got more
obligations than you actually have budget
aut hority for. So what you do is you
di sencumber that from your current year and
roll those encumbrances over to the next
fiscal year.

MR. PATTON: Um hum.

MR. LOPEZ: And so, in effect, what
you were doing was starting out every year siX
mllion dollars in the hole. And so my charge
was to basically fix that process so where we
weren't in the hole every year.

MR. PATTON: Okay.

MR. LOPEZ: And part of the process
t hough, in order to get that the first year,

Page 61

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

I's you have to close the budget, and you have

strict time lines to do that. And r eal
there's not a | ot of ways to fix that ot

than rolling encumbrances.

Y,

her

And so in this particular instance,

| had taken this to him and said, | ook,

need to close the budget, here's ny

recommendati ons on how we cl ose it. And

i nstead of basically saying yes or no, t
how we do it, he decided to prepare a --
a month and prepare a Power Poi nt present
for the executive team He presented it
t he executive team They didn't make a

decision on it, and he came back, and |

we

his is
t ake
ation

to

sai d,

well, how are we going to close the budget,

what -- do you have a decision? Well, no, but

| got the issue on the table. l'"mlike,

and

we we've got, you know -- we're |less than a

week to close, | need a decision. We spent - -

you had a consultant do a Power Poi nt

presentation for us and spent a | ot of our

time directing away from what we needed
to prepare this presentation and didn't
the decisions that we need to cl ose.

And so he had gone on vacation,

to do

get

and
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| went to M chael, and |I said, | ook, you know,
there's where we at the end of the year,
here's what my recommendati ons are, what do
you -- what's your decision. He's |i ke, go
ahead and roll the encumbrances for it. So we

were able to close it right then and there.

And then when M chael N T TN
B B B B D B e asked

me, you know, hey, |'ve been hearing a | ot of
t hi ngs about Rob, you know, can you give me --
what's your sense of it. And so | gave him
t hat particular instance. And he goes, well,
how did you fix it, how did you get Rob to
make the deci sion. | go, well, to be honest
with you, | didn't, you made the decision.

MR. PATTON: Um hum.

MR. LOPEZ: And he's |ike, oh, okay.
And then as far as | know, they brought Tom
Dom ch in who was the prior Assistant Deputy

Director for Admi nistration for many, many

years --

MR. PATTON: Uh- huh.

MR. LOPEZ: -- to try to help him,
to give him-- you know, to mentor himto get

himto where he fit, A, within the culture of
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the organization, and B, was able to
(i ndiscernible - simultaneous speaking).

MR. PATTON: So this is around 'O07.
And so - -

MR. LOPEZ: So we had a whol e
succession of Adm n Deputies at that point
because when M chael came back from his | eave,
Ruth didn't want to put him back in that
position, so we had a couple -- then we had
Keith Demetrak come in for a year.

MR. PATTON: Did you -- were you
ever in a meeting or did you ever talk with
Tom Domi ch directly about this twenty mllion
dol | ar discrepancy?

MR. LOPEZ: | don't -- you know, |
can't recall. | don't believe so.

MR. PATTON: Okay.

MR. LOPEZ: And the reason being is
because it's all an issue of timing. I f he
wasn't there during the budget devel opment
cycle, it's -- you start roughly in
Sept ember - -

MR. PATTON: Yeah.

MR. LOPEZ: -- and you end, Ilike,

m d December is when it basically ends, but
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your whol e process of developing it at that
point is right around there. And |I'm not sure
i f he was there at the time.

MR. PATTON: So you've got to be --
It's when you're -- yeah, it's during that
formal time period --

MR. LOPEZ: Correct.

MR. PATTON: -- that that issue's
going to come to the forefront again.

MR. LOPEZ: Correct.

MR. PATTON: Okay.

MR. LOPEZ: But even though Tom

was -- and he was only kind of acting, and he
was only there a couple days a week. He
wasn't there on a real -- in my mnd --

MR. PATTON: Whi ch was when Rob

| ef t?
MR. LOPEZ: No, Rob was still there.
MR. PATTON: So Rob was still -- oh,
that's right. You said he came in, trying to

hel p him out.
(Dog barking)
MR. LOPEZ: Correct.
MR. PATTON: Okay.
MR. LOPEZ: It m ght be easier if

Page 65

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

you close the wi ndow there so you can't hear
the dogs. Just slide it down. Thank you.

MR. PATTON: Okay. So you're not
sure if Rob -- if Tom Dom ch was aware?

MR. LOPEZ: Yeah.

MR. PATTON: You don't -- okay, you
don't know.

MR. LOPEZ: | don't know if he was.

MR. PATTON: Who first brought it to
your attention? Becky Brown?

MR. LOPEZ: Becky Brown did.

MR. PATTON: Did you ever talk with
Dorot hy Kroll about it?

MR. LOPEZ: Oh, yeah. Dor ot hy had
talked to me numerous times about it.

MR. PATTON: You tal ked with her
back in '05 when you first |earned about it?

MR. LOPEZ: No, because she wasn't
t he Accounting Officer at the ti me.

MR. PATTON: Okay.

MR. LOPEZ: That was Freda Luan-Dun.

MR. PATTON: Did you talk with Freda
about it?

MR. LOPEZ: Yeah, and she basically

said that there was the discrepancy. And what
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had happened is -- | didn't realize this while
| was the Budget Officer, but when | became
Admi n Deputy, the State Controllers issues
basically awards to departments on cl osing
your budget on time. If you're within a
certain percentage of the two fund bal ances, |
believe, you get an award for that.

MR. PATTON: Um hum.

MR. LOPEZ: And when | was Deputy,
awards would come to the Director fromthe
State Controller's Office that basically gave
us awards for a majority of the funds that we
managed. We had a very, very effective
accounting team and they did a very good job
in terms of meeting deadlines, in terms of
being within bal ance.

And so when we get these reports --
or awards from the Controller's office, they
went to the Director, they then went to me to
pass on to the accounting office. She al ways
asked, well, why didn't we get awards for SPRF
or OHV, which was our two maj or biggest
funds - -

MR. PATTON: Um hum.

MR. LOPEZ: -- and so at that point,
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| had to explain to her why there was the
difference between --

MR. PATTON: To Dorothy?

MR. LOPEZ: No, to --

MR. PATTON: Freda?

MR. LOPEZ: To Rut h.

MR. PATTON: To Ruth?

MR. LOPEZ: Yeah. So | explained to
Rut h. And what Dorothy explained to me why we
hadn't gotten those --

MR. PATTON: What did you explain to
Rut h?

MR. LOPEZ: The fact that why we
didn't get awards for our two major funds that
we manage. We got them for everything el se.
We didn't get awards for SPRF or OHV.

MR. PATTON: And what did you
explain to her?

MR. LOPEZ: That there was a
difference between the fund bal ance and the
cash bal ance. And | explained on the OH -- or
the SPRF side, it was the twenty mllion
doll ar error that had been made years back.

MR. PATTON: That hadn't been

corrected. You tell her, and it's still there
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and hasn't been corrected?

MR. LOPEZ: Still there, yeah.

MR. PATTON: SO you were pretty
clear with Ruth as to why --

MR. LOPEZ: Yeah. | had that same
conversation regarding why we didn't get
awards five times while | was -- during my
tenure as the Adm n Deputy.

MR. PATTON: Okay.

MR. LOPEZ: Because every year the
Controller sent the award directly to the
Director, and | had to expl ain.

MR. PATTON: What part of the year
woul d the Controller's office send that award?
Sometime after budgets close?

MR. LOPEZ: Yeah. We typically get
all of our financial statements in around
September, so |I'm thinking probably November,
December, right around that time, first of the
fiscal -- first of the cal endar year, right
around that ti me.

MR. PATTON: And | meant to say
after the fiscal year ends as opposed to when
budgets cl ose, correct?

MR. LOPEZ: Yeah, it's after the
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budget closes which -- and those
(indiscernible - simultaneous speaking).

MR. PATTON: Al so after the budget
closes.

MR. LOPEZ: Yeah.

MR. PATTON: When does the budget
close?

MR. LOPEZ: The budget closes June
30 of each fiscal year.

MR. PATTON: Oh, okay. So it closes
on -- it's the fiscal year.

MR. LOPEZ: Yeah, it closes on
the fiscal year, but then you have roughly a
few months to get all of your accounting
documents - -

MR. PATTON: Uh- huh.

MR. LOPEZ: -- prepared and put your
financial statements to go.

MR. PATTON: Um- hum.

MR. LOPEZ: And so after you submit
your financial statements, the Controller
basically gives you a report card --

MR. PATTON: Ri ght .

MR. LOPEZ: -- on how you did

relative to meeting time lines, relative to
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bal ance di screpancies.

MR. PATTON: And all those financi al
documents are due by what? December?

MR. LOPEZ: Ri ght around September.

MR. PATTON: September ?

MR. LOPEZ: Yeah.

MR. PATTON: To Finance?

MR. LOPEZ: Yeah. End of August,
early September.

MR. PATTON: Okay.

MR. LOPEZ: So --

MR. PATTON: Al'l right. So every
year when the Controller would issue the
report card and issue awards for being on
target, you were mi ssing awards for SPRF and
OHV?

MR. LOPEZ: Two maj or funds,
correct.

MR. PATTON: And the Director would
ask you why?

MR. LOPEZ: Absol utely.

MR. PATTON: Why would -- would she
ask Mi chael Harris why or she'd come directly
to you?

MR. LOPEZ: Well, she would come
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directly to me because at that point in time
that was my responsibility, the accounting
shop.

MR. PATTON: Yeah.

MR. LOPEZ: So | imagine she may
have had the same conversation with Harris
when he was Adm n Deputy.

MR. PATTON: When she - -

MR. LOPEZ: | don't know.

MR. PATTON: Now, when she woul d ask
you this, this would just be in one-on-one
meetings?

MR. LOPEZ: Um hum.

MR. PATTON: I n whose office?

MR. LOPEZ: Her office.

MR. PATTON: So | mean, physically

what woul d happen? She'd call you up and say,
Manuel , | want to see you?

MR. LOPEZ: Yeah. | am basically
near the last -- | would have basically

bi weekly meetings with her.
MR. PATTON: Um hum.
MR. LOPEZ: And then as it got
cl oser to the next admi nistration, it started

becom ng weekly meetings --
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MR. PATTON: Um hum.

MR. LOPEZ: -- because she was
pushing for a couple proposals that she had
t hat she really wanted to move forward. And
so when she gets this stuff, she would hand
stuff to me and ask questions about it and --

MR. PATTON: You woul d have bi weekly
and then weekly one-on-one meetings with her?

MR. LOPEZ: Wth Ruth, absolutely.

MR. PATTON: Okay. Why wasn't
Harris involved in those?

MR. LOPEZ: Because they weren't --
he wasn't running the Adm n shop at that ti me.

MR. PATTON: Yeah, okay.

MR. LOPEZ: But even after Harris
| eft the Adm n Deputy position, he was al ways
i ntimately involved in the budget devel opment
cycle because that was his expertise --

MR. PATTON: Ri ght .

MR. LOPEZ: -- regardl ess of
whet her -- when he came back, they created a
position for him which was Deputy Director for

Policy and Strategic Planning. So he did that

for a number of years [l I NI NN NN
B B And then when Paul Romero
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retired, she basically put him as the Chief
Deputy Director on an acting position --

MR. PATTON: Um hum.

MR. LOPEZ: -- for a number of
years. So he was al ways basically the central
figure on the budget devel opment cycle, and
then Ruth would be the one that would testify
in front of the |egislature on the budget.
M chael al ways went to each of the meetings
t hat we had with control agencies on the
budget . When we met with the | egislature, he
was al ways the spokesperson for the budget
because of his expertise in that area.

MR. PATTON: So from your
experience, your opinion is that Ruth was
pretty expert on the department's budget?

MR. LOPEZ: Oh, yeah, yeah. She - -
| mean, she came from the | egislature where
she was heavily involved in the budget process
t here, not to the degree that M chael was
there, but M chael always briefed her on
everything that was going on with the budget,
especially when we started taking serious
budget cuts, she was heavily involve in the

deci si on maki ng on that.
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MR. PATTON:

was -- was she or
under standi ng what
made of ?
MR. LOPEZ:
understandi ng that -
MR. PATTON:
MR. LOPEZ:

given her expertise.

was she not

a prior

Was she -- | mean, she
capabl e of
year

adj ust ment was

She's capabl e of

Okay.

-- from my opinion

MR. PATTON: When you -- so when you
woul d have these discussions with her about
why haven't -- why is the Controller's report
card to us on SPRF -- why are we not getting
an award, you say that you told her -- you've
told her repeatedly that there's a twenty
mllion dollar discrepancy --

MR. LOPEZ: Yeah.

MR. PATTON: -- an error --

MR. LOPEZ: Um hum.

MR. PATTON: -- in our budget
documents. Did you indicate where in the
budget submittals that error is?

MR. LOPEZ: No, just -- it was the

difference between t

(i ndiscernible -

he cash and the

simul taneous speaking).

Page 75

Sarnoff, A VERITEXT COMPANY

877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

MR. PATTON: The cash bal ance.

MR. LOPEZ: Yeah.

MR. PATTON: Okay.

MR. LOPEZ: That was the reason for
It and - -

MR. PATTON: Did you ever talk with
her about how it can be corrected?

MR. LOPEZ: No, because | had that
deci sion early on with M chael on how I could
go about correcting, but then when -- back in
2008-"'9, when we were taking the first
fourteen mllion dollar cut, the major one, we
tal ked about it at that point.

MR. PATTON: "We" who?

MR. LOPEZ: We, the executive team,
about how we could basically utilize that cash
to offset the cut that we were taking in the
General Fund.

MR. PATTON: Okay. Wal k me through
t hat meeti ng. This is the fourteen mllion
dol l ar cut --

MR. LOPEZ: Yeah.

MR. PATTON: -- in "08-"'"97?

MR. LOPEZ: It's the one | referred

to previously.
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MR. PATTON: That you're not sure if
she was in that meeting?

MR. LOPEZ: Not in that particular
meeting, but we had many di scussions,
executive team -- you know, you don't have
just one meeting on that issue --

MR. PATTON: Ri ght, right.

MR. LOPEZ: -- and move on.

MR. PATTON: Ri ght .

MR. LOPEZ: We had sever al
di scussions. Well, how are we going to take
t hat kind of cut, where is it going to be
| mpacting the budget, are we going to take it
out of ongoing maintenance, are we going to
take it out of positions.

MR. PATTON: Um hum.

MR. LOPEZ: Every Director, when you

have a maj or cut |ike that, is involved in how
you roll those cuts out to the department and
how you communicate it to the field. | mean

the field were highly --

MR. PATTON: So you have a specific
recollection in "08 and '9 when you're
di scussing with Harris and Jackson the

fourteen mllion dollar cut, and you have a
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specific recollection of Harris saying, we're
not going to bring the twenty mllion up
because that could result in us getting
hammered thirty-four mllion.

MR. LOPEZ: Thirty-four mllion,
yeah. And the reason | remember that so
clearly was sort of the emotional sort of
response to that.

MR. PATTON: By whom?

MR. LOPEZ: | think collectively by
the group.

MR. PATTON: Um hum.

MR. LOPEZ: Yeah.

MR. PATTON: Descri be that. What
was the emotion?

MR. LOPEZ: Are you crazy? |It's

going to be

kind of --
MR. PATTON:
the room
MR. LOPEZ:
MR. PATTON:
MR. LOPEZ:
it.
MR. PATTON:

a thirty-four --

and everyone just

It's the el ephant in

Yeah.
Can't do it.
Can't do it. Can't do

So at this point, this
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is -- it almost sounds |ike this has become an
I ncurable illness in the financial documents.
MR. LOPEZ: Well, except for how --
this particular budget cycle was how it was
going to be fixed and be able to be utilized
because what was being proposed. And keep in
m nd, | left the Deputy position around
Oct ober and November of ' 11. So we were just
starting the budget devel opment process, and
what was being proposed, because we were in
such dire fiscal straits, was basically
focusing more on revenue generation --

MR. PATTON: Um- hum.

MR. LOPEZ: -- and being more
entrepreneurial in that regard. So what we
were | ooking for was roughly an -- how do you
want to say it -- a continuous appropriation

of SPRF funds - -
MR. PATTON: Um hum.

MR. LOPEZ: -- that basically -- the
| egi sl ature gives you the ability to send
continuously every year twenty mllion dollars

wi t hout them actually having to go in and give
you an annual appropriation for that money.

So it was a more sort of robust way for us to
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deal with revenue coll ection. So | can send
superintendant out to maxim ze revenue. | f
he's able to maxim ze revenue, we can spend
t hat i mmedi ately.

MR. PATTON: Um hum. Was that the
amount of continuous appropriation that was

bei ng sought?

MR. LOPEZ: It was close; it was
cl ose.

MR. PATTON: Not quite twenty?

MR. LOPEZ: | think it was --
actually, | think it was twenty, if |I'm not
m st aken.

MR. PATTON: Okay.

MR. LOPEZ: And part --

MR. PATTON: Woul d that have
provi ded a vehicle to be --

MR. LOPEZ: To expend it?

MR. PATTON: -- to be able to bring
in some of these undisclosed funds?

MR. LOPEZ: Yeah. That was the
vehicle to be able to spend it.

MR. PATTON: And tell me how that
was going to work exactly.

MR. LOPEZ: Because once you get the
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appropriation --

MR. PATTON: Uh- huh.

MR. LOPEZ: -- if you've got cash
there to support that --

MR. PATTON: Uh- huh.

MR. LOPEZ: -- you can spend it.
MR. PATTON: Okay. So again, like
we said before, in order -- you just reflect

correction in the prior year adjustment?

MR. LOPEZ: No, no. At that point,
because it's continuously appropriated --

MR. PATTON: Um hum.

MR. LOPEZ: -- as long as you have
cash comng in, you have the cash to support
what ever your spend - -

MR. PATTON: Um hum.

MR. LOPEZ: -- you can spend it.

MR. PATTON: But you've got --

MR. LOPEZ: Because - -

MR. PATTON: In order to bring in
additional dollars that haven't been
di scl osed, you're going to have to change the
number on somet hing, before we tal ked about
changing the prior -- making a correction to

the prior year adjustment.
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MR. LOPEZ: Well, continuous
appropriations are, for the most part, off
budget .

MR. PATTON: What does that mean?

MR. LOPEZ: That means you don't
have - -

MR. PATTON: You don't have to
report it.

MR. LOPEZ: Yeah, you don't have --
you don't build it on an annual basis |like you
do with your traditional incremental-based
budgeting process.

MR. PATTON: Um hum. But you're
going to have to report the revenue at some
point, right?

MR. LOPEZ: Um hum.

MR. PATTON: So | guess |I'm just
trying to figure out where do we -- what do we
have, what number do we have to change to be
able to bring in some previously undisclosed
dollars? W change the revenue figure, right?

MR. LOPEZ: Well, what the mechanism
was doi ng was providing you a vehicle to --
gi ving you an appropriation --

MR. PATTON: Um hum.
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MR. LOPEZ: -- for those -- that
twenty mllion doll ars. So what you could do
Is to show - -

MR. PATTON: Provided you - -

MR. LOPEZ: Yeah, you show --

MR. PATTON: -- realize that
revenue.

MR. LOPEZ: Well, you show the
revenue.

MR. PATTON: Ri ght . That's what |'m
sayi ng. So this is where we got to show it,
right?

MR. LOPEZ: Yeah, but you don't --
what |'m saying is you can basically show the
cash on hand as a revenue.

MR. PATTON: Really? Cash that
you -- well, it's -- obviously, it's in your
cash bal ance. lt's in the --

MR. LOPEZ: It's in your cash
bal ance.

MR. PATTON: Okay. But you never
disclosed it, that particular twenty mllion,
and so | guess |'m (indiscernible -

si mul taneous speaking).

MR. LOPEZ: On the budget

on the
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budget document, you hasn't (indiscernible -
simul taneous speaking).

MR. PATTON: Right. |'m just
| ooking for the -- what the trick is to be
able to just --

MR. LOPEZ: You show it as revenue.
You show that twenty mllion as revenue, and
you have your continuous appropriation that
you could use (indiscernible - simultaneous
speaki ng) .

MR. PATTON: So that's the trick. I
mean, obviously --

MR. LOPEZ: Yes.

MR. PATTON: -- we've got to do a
fiction somewhere, right? W've got to show
It as revenue when, in fact, it was money
already sitting there.

MR. LOPEZ: Well, yeah,

MR. PATTON: Yeah.

MR. LOPEZ: It was a -- | mean, in
effect, what you'd be doing is double counting
this revenue to offset the expenditure that
had been posted.

MR. PATTON: There you go.

MR. LOPEZ: Yeah.
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MR. PATTON: So in other -- it's a
revenue fiction is what we're going to
present.

MR. LOPEZ: Yeah.

MR. PATTON: Okay.

MR. LOPEZ: And that revenue fiction
was sort of the offset for the reported
expenditure that never materialized. So it's
basically --

MR. PATTON: Ri ght, right, right.

MR. LOPEZ: lt's a double -- you
have to have a doubl e accounting system So
for every credit you put, you have to have a
debit for it to balance out.

MR. PATTON: Ri ght .

MR. LOPEZ: So what happened is you
had a debit for the twenty mllion that was
never --

MR. PATTON: Ri ght, that -- actually
t hat was wrong.

MR. LOPEZ: Exactly, and it was
never adjusted for.

MR. PATTON: Ri ght and - -

MR. LOPEZ: So how you adjust it
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t hen would be basically reflecting that as
revenue.

MR. PATTON: Ri ght . Okay. There's
just two -- it's two ways of accomplishing the
same thing.

MR. LOPEZ: Um hum.

MR. PATTON: We didn't actually
spend it, should have when we -- at some poi nt
an error was made, and it didn't get backed
out and reflected in a prior year adjustment.
So there's two ways we could subsequently
correct it. We could either change the prior
year adjustment in another year, bring that
money in --

MR. LOPEZ: Um hum.

MR. PATTON: -- or we could double
state, double count revenue or somet hing,

I ncrease our reported revenue - -

MR. LOPEZ: Yeah.

MR. PATTON: -- and theoretically,
cognitively, we could say what we're doing is
we're -- that overstatement or double counting
of revenue is, in effect --

MR. LOPEZ: Seed money for your

conti nuous appropriation.
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MR. PATTON: Ri ght . And in effect,
it's creating a prior year adjustment --

MR. LOPEZ: Yeah.

MR. PATTON: -- but on a different
line item - -

MR. LOPEZ: Correct.

MR. PATTON: -- 0Onh a revenue.

MR. LOPEZ: Yep.

MR. PATTON: Ri ght ?

MR. LOPEZ: Yep.

MR. PATTON: Got it.

Now, the -- you mentioned there
was -- and | stopped you right when you were
going to talk about back in '05 you first
| ear ned about it.

MR. LOPEZ: Um- hum.

MR. PATTON: You're in a briefing
with Boriskin and Harris. Harris says -- and
you say this would be easy to correct, and he
says, no, we're not going to do that, it's a
fairly sizable discrepancy, don't want to
bring this to light, plus it puts our Gener al
Fund at risk of a cut, we don't want our
General Fund doll ars swept up. And then you

started to say somet hing about an alternative
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proposal of doing it incrementally.

MR. LOPEZ: Yeah.

MR. PATTON: Tell me about that.

MR. LOPEZ: Roughly doing a --
roughly an annual adjustment to your prior --
your adjustment |ine of approxi mately two
mllion dollar a year, enough to not be --

MR. PATTON: A prior adjustment
line?

MR. LOPEZ: And a prior adjust ment
| ine, doing that two mllion is slowly
starting to bring it in balance.

MR. PATTON: Yeah.

MR. LOPEZ: | mean, it would take
ten years --

MR. PATTON: Sure.

MR. LOPEZ: -- to do it, but it --

(Dog barking)

MR. LOPEZ: -- starts reducing
that -- that discrepancy.

MR. PATTON: Did you offer that back
in '05 when you - -

MR. LOPEZ: Yes. And actually they
accepted that.

MR. PATTON: Real | y?
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MR. LOPEZ: Yeah. The problemis --
(Dog barking)
MR. LOPEZ: So | did it the first

year .

MR. PATTON: Okay.

MR. LOPEZ: We did it the first
year .

You know what? |'m going to go get
him a bone. Do you m nd real quick?

MR. PATTON: Sur e. No. We'll go on

hold for one second here.
(Brief break)

MR. PATTON: Okay. So you said --
so we've tal ked about -- you had -- back in
"05 in the original briefing with Boriskin and
Harris, you had offered as an alternative
doing incremental --

MR. LOPEZ: Um hum.

MR. PATTON: -- and you said that --
the discussion was we could do two mllion a
year - -

MR. LOPEZ: Yeah, right.

MR. PATTON: -- change to the prior
year adjustment each year for ten years.

MR. LOPEZ: Correct. Because
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they -- that, to me, basically addressed their
concern about having this huge bal ance that
you have to basically try to justify after
however |ong it was sitting there.

MR. PATTON: Ri ght .

MR. LOPEZ: So | figured, hey, |ook,
It will start getting us close to where we
need to be but not get everybody
(i ndiscernible - simultaneous speaking).

MR. PATTON: It wouldn't set off the
al arm bells.

MR. LOPEZ: Correct.

MR. PATTON: So -- and so what
was -- how was that proposal received?

MR. LOPEZ: M chael accepted that.

MR. PATTON: Okay.

MR. LOPEZ: Yeah.

MR. PATTON: And then you started to
say when you got up that you -- so you did do
that for the first year

MR. LOPEZ: | think the first year,
| think, we did that. Then what happened, as
| started moving up --

MR. PATTON: Do you remember which

budget cycle that would have been then?
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I f you brought that proposal in about May of
'05 --

MR. LOPEZ: | want to say maybe the
"5-'6, |I'm thinking.

MR. PATTON: Okay. For the next
budget cycl e.

MR. LOPEZ: For the next -- '6-"'"7 --

MR. PATTON: Yeah.

MR. LOPEZ: Excuse me. Maybe
probably '6-'7.

MR. PATTON: Okay. | s that the only
time that you were able to do that?

MR. LOPEZ: That | personally did
it, yes, because --

MR. PATTON: Okay.

MR. LOPEZ: -- then I wasn't -- that
t hat point forward, | wasn't the actual Budget
Officer where | had the ability to have that
hands on.

MR. PATTON: Uh- huh. So in '5 or
"6, there was one incremental --

MR. LOPEZ: | believe it was.

MR. PATTON: -- two mllion dollar
correction --

MR. LOPEZ: Yeah.
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MR. PATTON: -- in the prior year
adj ust ment number.

MR. LOPEZ: Yeah.

MR. PATTON: Okay. And then you
became the Adm n Services Director in '07.

MR. LOPEZ: And | think I tried to

do it in another one too, if I'"m not m staken,
but | think the finance analyst didn't accept
it for some reason. | can't --

MR. PATTON: While you were still
t he Budget Officer?

MR. LOPEZ: No. | think I had moved
at that -- | moved on at that point, and the
folks that came in behind me -- one gentl eman
that was there for -- that was State Ops, he
tried to basically take on that role. He did
a decent job for a while.

MR. PATTON: In the budget shop?

MR. LOPEZ: Yeah. But, you know - -

MR. PATTON: Who was that?

MR. LOPEZ: -- he didn't have a | ot
of experience. That was Jason Summers.

MR. PATTON: Yeah.

MR. LOPEZ: He didn't have a whole

| ot of experience. He had only been there for
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two years maybe.
MR. PATTON: So -- okay. So you're

Adm n Services Director, and Jason's the --

he's |Ii ke the number two, he's --
MR. LOPEZ: Yeah. | think this was,
| i ke, right around -- he was doing that when

was the acting Assistant Deputy for a while.

MR. PATTON: Um hum.

MR. LOPEZ: And then shortly after
that, | think within three months or -- three
or four months after that | was promoted to
the Adm n Deputy.

MR. PATTON: Okay.

MR. LOPEZ: And so he did a couple
mont hs after | was promoted there, and then he
moved to a different position.

MR. PATTON: Okay. So you

i nserted -- or a two mllion correction was
i nserted for another budget year when -- and |
assume at that point Jason -- you're in the

acting Assistant Deputy spot at that time?
MR. LOPEZ: | think so, yeah.
MR. PATTON: Or else you already
promoted up to Admi n Services Director.

MR. LOPEZ: Yeah.
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MR.
support, the

MR.
time --

MR.

MR.
(i ndiscerni bl

MR.

Of ficer when

MR.

MR.
that --

MR.
whi | e.

MR.

PATTON: Jason's Budget Op
SSM2, | guess.
LOPEZ: No. He was a 1 at the

PATTON: A 1.

LOPEZ: -- out-of-class

e - simultaneous speaking).
PATTON: And who's the Budget
you moved up?

LOPEZ: Didn't have one.
PATTON: Didn't have one. So

LOPEZ: So he was acting for a

PATTON: Okay. So he's the

support Ops guy in Budget, and he is acting as

Budget Officer.

MR.
MR.
Il nserted anot
correction --
MR.
MR.
MR.
MR.

LOPEZ: Yeah.
PATTON: So that's when we

her attempted two mllion dollar

LOPEZ: (I ndiscernible).
PATTON: -- and Finance --
LOPEZ: Didn't --

PATTON: -- rejected it.
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MR. LOPEZ: Didn't understand it.
And Jason didn't have an accounting background
t hat could sort of explain it.

MR. PATTON: Um hum. And that's --
so that would have been maybe in '07-'8 or
'08-'97?

MR. LOPEZ: No. It was --

MR. PATTON: Probably '07-'"8 --

MR. LOPEZ: Yeah, probably.

MR. PATTON: -- because you're
acting -- you're getting moved up in '07.

MR. LOPEZ: Yeah.

MR. PATTON: Ri ght .

MR. LOPEZ: And then the subsequent
Budget Officer did not understand funds
condition statements, although being in the
budget shop for years.

MR. PATTON: And that was?

MR. LOPEZ: Cheryl Tayl or.

MR. PATTON: Okay. So then Cheryl
Tayl or comes in as the Budget Officer, and you
hired her?

MR. LOPEZ: Yeah.

MR. PATTON: And you knew her from?

MR. LOPEZ: From Cal trans.
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MR. PATTON: Okay.

MR. LOPEZ: She was highly respected
at Caltrans.

MR. PATTON: She came in in, |
t hink, what? '08 maybe?

MR. LOPEZ: 08 maybe, yeah.

MR. PATTON: Because when you go
i nto the acting Assistant Admi n, the Budget
Of ficer position 's vacant.

MR. LOPEZ: Yeah.

MR. PATTON: So probably around ' 08,
Cheryl comes in.

MR. LOPEZ: Yeah. So a few months
after Jason moved to a different position.

MR. PATTON: Where did he go?

MR. LOPEZ: | went out to add on
t hat position |ike twice.

MR. PATTON: Uh- huh.

MR. LOPEZ: First didn't have any
quality candi dates - -

MR. PATTON: Um- hum.

MR. LOPEZ: -- and then had to go
back out again, didn't get many quality

candi dat es. So | asked Cheryl if she would

apply --
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MR. PATTON: Um hum.

MR. LOPEZ: -- given her experience
t here.

MR. PATTON: Um hum.

MR. LOPEZ: The problemis what she
did is she did a | ot of budget work at a
program | evel --

MR. PATTON: Um hum.

MR. LOPEZ: -- so she never really
dealt with fund condition statements or
building a budget in its entirety. So she

really didn't understand that process, and so

al t hough | explained -- each subsequent Budget
Of ficer that | brought on board, | did explain
that twenty mllion dollars being there --

MR. PATTON: Um hum.

MR. LOPEZ: -- in the event that
t hey were questioned on it that they have --

MR. PATTON: So you told Cheryl.

MR. LOPEZ: | told Cheryl and | told
El si e.

MR. PATTON: Okay. And Marilyn
Evans-Jones came in and worked under Cheryl as
t he Budget Op support?

MR. LOPEZ: Yeah.
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MR. PATTON: And she -- you tell her
al so?

MR. LOPEZ: | don't know if | told
her . Typically, because the -- | tried to use
the philosophy of, you know, | informthose

bel ow me, and those below them would be

i nfor med.
MR. PATTON: Um hum.
MR. LOPEZ: But | had a

| ot of

problems with both of those individuals

understandi ng the overall budget process --
MR. PATTON: Um hum.
MR. LOPEZ: -- and actually the

annual reporting and allocating of funds.

MR. PATTON: Um hum.
MR. LOPEZ: It was -- |

don't know.

| think it was just easier for me because |

had an accounting background and

MR. PATTON: Yeah.

MR. LOPEZ: -- maybe | had too high

of expectations on those bel ow me.

MR. PATTON: So my understanding is

t hat Taylor and Elsie, you know,
as they go to work on the budget,

i nformed of this or they see the

respectively,
they're

di screpancy
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because they | ook at the accounting --
MR. LOPEZ: No. | informed them.
MR. PATTON: You tell them?
MR. LOPEZ: Yeah, because to be

honest with you, they weren't -- one of
Dorothy Kroll's biggest complaints about those
two was they -- none of them understood the

accounting process nor --

MR. PATTON: Uh- huh.

MR. LOPEZ: -- Dorothy al ways
compl ai ned that her staff were more
knowl edgeabl e than the budget fol ks --

MR. PATTON: Um- hum.

MR. LOPEZ: -- and that her fol ks
are overworked, they're underworked, and there
was al ways a sort of divide between the two
shops.

MR. PATTON: So is -- so you inform
t hem of the discrepancy, and in each ensuing
budget submittal where the discrepancy
continues, the budget -- the succeedi ng Budget
Of ficers, they're simply then pulling the
year-end -- or they're going with the prior
budget submittals?

MR. LOPEZ: Yeah. That's how you
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typically do it. | mean, you basically get
the prior year -- and that's why it was able
to go undiscovered so | ong was because each
budget cycle that came out, the past year
actual column, which is what you're reporting
of f accounting data --

MR. PATTON: Um- hum.

MR. LOPEZ: -- that's basically
carried over from the prior year.

MR. PATTON: Um- hum.

MR. LOPEZ: So you start out with
the ending balance from the prior year, that
goes up on top, and then you make all your
adjustments based upon what your accounting
documents show.

MR. PATTON: So they just pulled the
endi ng balance from the prior year --

MR. LOPEZ: Yeah.

MR. PATTON: -- and which is
obviously got the discrepancies built into
that --

MR. LOPEZ: Yeah.

MR. PATTON: -- they plug that into
the next budget documents.

MR. LOPEZ: Yeah. So the only place
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that you can make a correction in the past
year actual column is on the prior year
adjustment |ine.

MR. PATTON: Okay.

MR. LOPEZ: It's the only place you
can make it. And it typically has a myriad of
corrections, whether it be -- it's a

combi nati on of both pluses and m nuses.

MR. PATTON: Uh- huh.

MR. LOPEZ: And so, | mean, it's a
fairly complex transaction.

MR. PATTON: So the times that you
personally directly discussed this with Ruth
were only those times, you say, at |east five
times you mention this each year when the
Controller didn't issue the award for the
budgets being in sync -- for the bal ance
statements being in sync.

MR. LOPEZ: And the other time was
at the -- when we tal ked about offsetting the

budget cut that we took in '"8-'"9 --

MR. PATTON: The fourteen mllion.
MR. LOPEZ: The fourteen mllion.
And then from there, | was very clear on what

the executive |evel's position was --
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MR. PATTON: Yeah.

MR. LOPEZ: -- and that --

MR. PATTON: Yeah.

MR. LOPEZ: -- to use that to
of fset, and it was --

MR. PATTON: Well, it sounds |ike
M ke Harris had articulated that to you.

MR. LOPEZ: Yes.

MR. PATTON: Did --

MR. LOPEZ: And as we started
tal ki ng about that, that whole -- the notion

of not
for greater ri
underlined all
fromthat

MR.

approval

using anything or

PATTON:

to do some

putting yourself wup

sk was basically a theme that
di scussi ons

of our subsequent

poi nt .

Well, you did get

i ncremental adjustments,

and one was accompli shed.

MR. LOPEZ: Um hum.

MR. PATTON: The next one for, |
think it was '07-'8 when Jason was there, that
one didn't get -- go through.

MR. LOPEZ: | don't -- no.

MR. PATTON: Did you ever talk with
Ruth and | et her know that this was a plan?
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MR. LOPEZ: Yeah, yeah. I mean,
when we -- how do | say that. We get together
and then we would just basically talk about --

i n our one-on-one meetings --

MR.
MR.

PATTON: Um hum.

LOPEZ: We woul d basically have

conversations, conversations about buil ding

t he budget,
I ssues that
was -- what
everything t
MR.
MR.
devel opment
MR.
MR.
MR.
MR.
di scussions

you know, th

conversations about personnel

were -- we were experiencing. It

| tried to do was downl oad on her

hat was going on in my division -

PATTON: Um hum.
LOPEZ: -- and budget
Is a component of what -

PATTON: Yeah.

LOPEZ: -- occurred in my shop.
PATTON: Yeah.
LOPEZ: So, yeah, | did have
with her. Can't be specific on,
e actual dates and stuff because
we had so many one-on-one meetings, but |

al ways felt
MR.
topic of thi

| ongst andi ng

PATTON: But this particular

s twenty mllion dollar
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MR. LOPEZ: Um hum.

MR. PATTON: -- discrepancy, you
tell me M chael Harris did give the go-ahead
to -- not to try to fix it all at once --

MR. LOPEZ: Yeah.

MR. PATTON: -- but to do some
Il ncremental adjustments. You accompli shed
one, and | guess |I'm | ooking for, did you ever

specifically converse with Ruth about, we've
made one such adjustment now that M ke Harris
has - -

MR. LOPEZ: Yeah.

MR. PATTON: -- approved this, we've
made one, we're going forward.

MR. LOPEZ: | don't -- 1| don't
remember .

MR. PATTON: Okay.

MR. LOPEZ: | don't think I did, to
be honest with you --

MR. PATTON: Okay.

MR. LOPEZ: -- because at the time |
was the Budget Officer there, and | didn't
have one-on-one conversations with Ruth on
t hat .

MR. PATTON: Yeah.
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MR. LOPEZ: Al'l conversations, while
| was the Budget Officer, were directly
t hrough M chael .

MR. PATTON: | guess my confusion is
that i1 f, when January rolls around and Ruth
asking, why aren't we getting this award from
Controller for our balances being in sync in
SPRF and OHV, you say -- each time you'd say
because we got discrepancies.

MR. LOPEZ: Um hum.

MR. PATTON: And you've indicated to
me that with regard to the SPRF, you've been
clear enough that it's a twenty mllion doll ar
di screpancy due to not doing a prior year
adj ust ment many years ago, twenty years in

undi scl osed money.

MR. LOPEZ: Al'l I know is what -- in
terms of the duration is what |1've read in the
paper.

MR. PATTON: Yeah, right. Wh at
l'"m-- I"mtrying to -- | guess what |I'm

trying to get to is you were clear with her
t hat that discrepancy that's resulting in the
Controller not issuing this award is twenty

mllion --
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MR. LOPEZ: Um hum.

MR. PATTON: -- and it's twenty
mllion of monies we do have but aren't in
your budget documents.

MR. LOPEZ: Correct.

MR. PATTON: And she knows this?

MR. LOPEZ: She -- my i mpression is
when | brought that forward to her, she's
| i ke, oh, yeah, okay, | understand. So - -

MR. PATTON: Is it possible that --
see, | guess |I'm having a hard time pinning it

down to she's perfectly clearly aware that
this is twenty mllion in undisclosed funds as
opposed to there's simply errors in our budget
documents and a discrepancy we've never been
able to true these two numbers.

MR. LOPEZ: Well, the way | tried to
explain -- because we also had it for OHV.

MR. PATTON: Yeah.

MR. LOPEZ: And what | tried to
explain to her both discrepancies, the SPRF
was the avail able twenty mllion.

MR. PATTON: Um hum.

MR. LOPEZ: The OHV was attributable

to basically the fact that we had long-term
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ongoi ng appropriations for |and acquisitions
and basically issues with the way that | oans
fromthe OHV were incurred.

MR. PATTON: See, this is what

l'"m-- and let me see if | can restate

because -- and we're going to talk about OHV a
little bit. But my understanding is that with
OHV the tracking and accounting -- reporting

of the numbers is hugely problematic because
there are |l and acquisitions that did not go

t hrough, there's | oans being made and having
to be reported and then maybe not -- didn't

get reported correctly.

MR. LOPEZ: Correct.

MR. PATTON: There are gas tax
credits going to it, that that account has got
a series of individual issues that have thrown
numbers off.

MR. LOPEZ: Absol utely.

MR. PATTON: Now, we're going to get
to that in a little bit. That's a different
story than with SPRF where there's twenty
mllion of undisclosed funds for some untold
number of years.

MR. LOPEZ: Yes. It was a very easy
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expl anation for the SPRF --
MR. PATTON: Yeah.

MR. LOPEZ: -- very -- much more
compl ex explanation for the OHV.
MR. PATTON: So -- and so what |I'm

trying to get at is she realizes that, that

there's twenty mllion of funds avail

able in

SPRF that we simply have not discl osed.

MR. LOPEZ: That was my feel

I mpression, yes.

ing, nmy

MR. PATTON: Okay. So you can't

really tell me that you ever specifically said

it's the twenty mllion dollars that

been disclosing year after year.

we' ve not

MR. LOPEZ: Well, it also became
clear when we started tal king about the
conti nuous appropriation, how we would be
utilizing that money because we tal ked about
that twenty mllion dollars as being the seed
money for that continuous appropriation.

MR. PATTON: Okay.

MR. LOPEZ: So she knew that there
was money there that was avail able --

MR. PATTON: Okay.

MR. LOPEZ: -- and that that would
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hel p us. Basically, the first year

budget cut was tough where we were

par ks - -
MR.
MR.

we started t

PATTON: Uh- huh.
LOPEZ:

rying to become more

entrepreneurial in our revenue col

MR.

there were discussions about

PATTON: So you're tel

appropriation about using our, for

better term,

where the

cl osing

- that next year when

ection --

ling me

the conti nuous

| ack of a

our little slush fund that's not

been di scl osed.

MR.
(Phone

MR.

MR.

LOPEZ: Yes.
ringing)
LOPEZ: So, yeah.
PATTON: So there's no doubt in

your m nd that she's aware that there's twenty

mllion undisclosed doll ars

noddi ng your
MR.
MR.
MR.
MR.

we're going to get

head yes.
LOPEZ: Yes.
PATTON: Okay.
LOPEZ: Yes.

in SPRF? You're

PATTON: Because you discussed

a continuous appropriation,

we're going to be able to spend some of this
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money that we've been sitting on.

MR. LOPEZ: Exactly.

MR. PATTON: But you've never
di scussed specifically the plan of incremental
changes to prior year adjustments?

MR. LOPEZ: | briefed Mr. Harris on
t hat .

MR. PATTON: Yeah.

MR. LOPEZ: My assumption is given
the close relationship between M. Harris and
Rut h - -

MR. PATTON: Al'l right.

MR. LOPEZ: -- my assumption is she
woul d know, but that's purely an assumption on
my part.

MR. PATTON: Al'l right. Do you
recall when you would tal k about around --
January rolls around, she asks why are we --

why are we not getting award for SPRF, you

woul d say -- would you say, because we're
twenty mllion dollars off, because there's a
twenty mllion dollar --

MR. LOPEZ: Yeah, accounting.
MR. PATTON: Let me ask you this.

Why every year is she asking the same
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guestion?

MR. LOPEZ: My sense is because she
had so much going on, and when you gave her --
when she got the report, she always asked the
gquestion.

MR. PATTON: So she's got a memory
I ssue. She's -- | mean, she keeps asking the
same question, you keep giving the same answer
for five years.

MR. LOPEZ: Yes.

MR. PATTON: We didn't get it | ast
year because there's a twenty mllion dollar
di sparity.

MR. LOPEZ: Yes. | said it's an
ongoi ng issue that we've had.

MR. PATTON: Next year rolls around,
she asks agai n.

MR. LOPEZ: Same question.

MR. PATTON: So fromthat, |'m sort

of getting the sense she doesn't get it.

MR. LOPEZ: Well, then when
explain that to her, she's |ike, oh, yeah,
that's right. And then she moves on. So --
MR. PATTON: Al'l right. So -- okay,
fromthat | get the impression that it
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registers and then it registers as somet hing
fairly uni mportant.

MR. LOPEZ: Yeah.

MR. PATTON: | nteresting.

MR. LOPEZ: Or that she's aware of
It and - -

MR. PATTON: It's just kind of a --

MR. LOPEZ: -- because |I think she
saw it also as --

MR. PATTON: Let me see if | can
descri be this then. If it's something that
she has to be rem nded of each year and then
she just sort of discounts it, you know, moves
right on, as you say, then it's |ike she's
rem nded, and then she moves on because it's
just this relatively inconsequential budget
reporting discrepancy.

MR. LOPEZ: Accounting issue, maybe.

MR. PATTON: Yeah.

MR. LOPEZ: Potentially.

MR. PATTON: But you say then with
t he continuous appropriation, then there's
di scussions that she's involved in about we're
going to be able to finally spend some of this

di screpancy money.
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MR. LOPEZ: Um hum, because the way
it was -- we said, you know, that's our safety
net is the way -- when we talked about -- when
| was briefing her on it, you remember the
twenty mllion dollar discrepancy that's being
used as our safety net in the event revenues

don't come in.

MR. PATTON: What about -- was
there -- okay. That's one type of a safety
net . That's a safety net that if we make some

corrections to prior year adjustments or if we
avail ourself of some continuing appropriation
aut hority and change what we reflect as
revenue, we're going to be able to correct
that; we're going to be able to tap into that
safety net.

MR. LOPEZ: Yeah, and offset the
closure of parks.

MR. PATTON: Yeah. Was there also a
different type of reserve that you would try
to keep in the SPRF?

MR. LOPEZ: There was typically --
every year we had gotten appropriation for
six mllion dollars that was to be used for

wat er -- waste water projects --

Page 113

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

MR. PATTON: Uh- huh.

MR. LOPEZ: -- but that was only
conti ngent upon revenue being earned. And
t hat was sort of the safety net to opt to
adjust for that six mllion dollar rollover
t hat we had ever year.

So ideally, what we had is that six
mllion and around January, February, if we
were on target for meeting our optimal budget
numbers, so we had -- so Mary Veliquette, who
was our revenue forecaster, had an opti mal
projection and a baseline projection. And by
January, if we were meeting our optimal, then
the idea was to allocate that additional six
mllion dollar afl oat SPRF authority. The
problemis the Budget Officer at the time
didn't understand that and had serious errors
i n her budget.

| remember one year she was com ng
to me saying, hey, we're going to have savings
I n our budget, because | kept pushing themto
get me expenditure projection reports to show
how we were going to end the fiscal year. Ar e
we going to end in a deficit or are we going

to end in a surplus. What are we going to do?
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And so she was comng to me one year with
projection reports that, for several months i
a row, never balanced to what the original
budget was. So | had check figures in ny

m nd, so when they bring a report to me, |

| ook at what the governor's budget is by fund
type, and | compare that to what their report
I S. And here's my starting point for
projections, here's all the projected
expenditures, and here's my ending bal ance.
The problemis the starting point was never
mat chi ng the governor's budget. So how coul d
those numbers be accurate, the end point, if
the starting point wasn't correct.

MR. PATTON: Well, is it possible --
was the starting point -- were you collecting
any of these dollars that are in the
accounting bal ance report?

MR. LOPEZ: No, no, no, not
possi bl e.

MR. PATTON: That's not where the
problem is?

MR. LOPEZ: Not where that
problem - -

MR. PATTON: Because |'ve heard
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that -- and you're talking about -- who was
preparing those?

MR. LOPEZ: Cheryl Tayl or and

Marilyn.

MR. PATTON: Maril yn. See, |'ve
heard that they were -- their reports
I ndi cated twenty-five mllion dollars in
surplus --

MR. LOPEZ: Projected, yes.
MR. PATTON: -- projected surplus,

and so that raised a question in my mnd if

t hat had a connection to the twenty mllion i
t he accounting bal ance reports.

MR. LOPEZ: No, no connection
what soever.

MR. PATTON: Okay. So they're still
starting fromthe -- what is actually --

MR. LOPEZ: In the governor's
budget .

MR. PATTON: And which is actually
an incorrect number in terms of the bal ance
because the twenty mllion actual --

MR. LOPEZ: Well, no, it was a
correct number because that was what was
appropriated (indiscernible - simultaneous
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speaking).
MR. PATTON: Ri ght . It's consistent
with the balance -- with the Finance reports.

MR. LOPEZ: Wth the governor's

budget .

MR. PATTON: Yeah.

MR. LOPEZ: And that's what we had
to - -

MR. PATTON: Yeah.

MR. LOPEZ: -- manage to - -

MR. PATTON: Got it.

MR. LOPEZ: -- on an annual basis.

MR. PATTON: Got it. Okay.

MR. LOPEZ: So when they're telling
me that we're in a surplus situation, |I'm
| ooking at it -- and keep in m nd, they're
telling me that every division is in deficit

expenditure mode.
MR. PATTON: Um- hum.
MR. LOPEZ: How can you be in

deficit expenditure mode and still show me
twenty mllion dollars in the hole -- or
excuse me -- twenty mllion dollars to the
good?

MR. PATTON: Um- hum.
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MR. LOPEZ: And they coul dn't
explain to me why. And so | figured, well,
it's got to be part of the fact that they're
not balancing to the original budget, and if
everyone's in deficit situation, there's
probably some money that was unall ocat ed. And
what | found was when we were going through
the furloughs --

MR. PATTON: Um hum.

MR. LOPEZ: -- Finance comes in and
basically cuts your budget based upon the
anticipated savings from each of the
furl oughs.

MR. PATTON: Yeah.

MR. LOPEZ: And keep in m nd, what
was happening is every month we were getting a
budget reduction tied to the enacted budget.

MR. PATTON: Um hum.

MR. LOPEZ: And so | went to Finance
and said, this is our SPRF revenue, we
shouldn't be cut for that; if we earn it, we
should be able to spend it. Fi nance agreed

with that and gave us back roughly ten

mllion -- somewhere between nine and ten
mllion dollars' worth of SPRF authority that
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we could spend. Cheryl's and Marilyn's job
was to allocate that money out to the field.
MR. PATTON: Um hum.
MR. LOPEZ: They told me they had
done that. It wasn't until | basically got in

deep and had them reconcile their projection

did I realize -- and this was around April or
May -- | mean, May probably is when | first
realized this -- that they failed to allocate
t hose dollars out. So when they're telling me

there's savings, they had to walk through and
justify that savings for me at the end of the
year, and it took them several months for that
to actually happen.

MR. PATTON: Al'l right. Let me ask
you about this. | saw an e-mail where someone
from KQED wrote to -- | think it was Roy
St earns saying this bill appropriates -- |
think it was 12.9 mllion -- | wish I had -- |1
don't know that | have the e-mail with me,

m ght, but anyways, and Roy was asking M ke

Harris -- and | think you were on the e-mail
trail and Ann Mal col m and some other people
where Roy was saying -- M ke Harris basically
said a mllion and a half of it's from SPRF
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the other is from something else that has to
do with payment of a claimin a Kachati (ph.)
case, Ann or Tara know more about that, and it
doesn't really affect our SPRF budget. And
Rut h wrote back saying, how does one-and- a-
half mllion dollar hit not affect our SPRF
And Mi chael says, we have a reserve, the other
moni es get paid out of something else, not
really out of SPRF for payment of this claim,
the Attorney General's billing us for
what ever.

MR. LOPEZ: Okay.

MR. PATTON: But he basically says,
iIt's why we keep a reserve in SPRF.

MR. LOPEZ: That's a reserved
all ocation.

MR. PATTON: That's what | want to
tal k about.

MR. LOPEZ: Yeah.

MR. PATTON: Was -- tell me about
that? Was -- my understanding, and it's kind
of rudi mentary, is that you've got a certain

amount of funding in SPRF appropriation --
MR. LOPEZ: Um hum.
MR. PATTON: -- but you allocate a
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little bit less in order to maintain

bit of reserve in case of unknowns.

alittle

MR. LOPEZ: Correct, exactly.

And there were a | ot of unknowns as t

was -- as we started taking more cuts

he budget

because

what was happening is the |egislature was

enacting unall ocated reductions in the budget.

MR. PATTON: So my question
you factor in -- did you build in by

all ocating out -- did you build in a

is, did
not
reserve

percentage of the appropriation, aside from

the six mllion dollar waste water

appropriation, what we talked about before?

Was there some other reserve that you
try to construct?

MR. LOPEZ: Some, yes, and t

woul d

hat was

|l i ke tied to unall ocated budget reductions

because we knew that there were reductions --

state-wi de budget reductions that --
MR. PATTON: Um hum.
MR. LOPEZ: -- covered every
depart ment.
MR. PATTON: Um hum.
MR. LOPEZ: The only unknown

much of that is attributable to our

was how
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depart ment. So when you don't know that, you
have to reserve a little bit in order to
basically ensure that when you do your annua
all ocations that you don't have to come back
after the fact and take money away from t hem
You're basically managing these budget cuts

t hrough that process. So there was some | evel
of reserve that was being held for unall ocated
budget cuts.

MR. PATTON: Unal | ocat ed budget
cuts. Did -- was the reserve also intended to
hel p cover you in case park fee revenues had
not -- didn't --

MR. LOPEZ: No. That was the six
mllion dollar one that we didn't allocate.

MR. PATTON: Okay.

MR. LOPEZ: And that was --

MR. PATTON: So if revenues didn't
meet forecasts, you would tap into the six
mllion? | didn't quite catch the connection
bet ween waste water and how you - -

MR. LOPEZ: That's why it was
budgeted for.

(Dog barking)
MR. PATTON: Okay. But you -- in
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essence then, we wouldn't use it then for

wast e water. I f your fee generation fell
short, we would then utilize those dollars to
make up that shortfall for parks operations?

MR. LOPEZ: Correct.

MR. PATTON: Okay.

MR. LOPEZ: Yeah.

Gi ve me one second.

MR. PATTON: Sur e.

(Dog barking)
(Brief break)

MR. PATTON: Okay. So | think |'ve

got a feel for the --
(Dog barking)

MR. PATTON: -- the practice of
hol di ng some money in reserve.

MR. LOPEZ: Yes. And there was --
unfortunately, there were so many various cuts
t hat we were taking --

MR. PATTON: Um hum.

MR. LOPEZ: -- it was extremely
difficult to try to anticipate what those were
and be able to get out an allocation plan that
didn't -- trying to find that fine |line

bet ween giving as much as you can out without
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shooting yourself in the foot near the end of
the fiscal year

MR. PATTON: Ri ght .

MR. LOPEZ: And then what happened
Is a ot of those cuts that were anticipated
department happen. You know, we were
anticipating, |like, a cut for IT savings
reductions and things |like that that never
mat eri alized, and so you're stuck. You got to
save the money in case it happens, but if it
doesn't happen, you -- we weren't finding out
some of these cuts until May and June. Very
difficult to basically then give it back out
to the field and say, spend it within a month.

MR. PATTON: Yeah.

MR. LOPEZ: Very difficult.

MR. PATTON: Okay. | want to review
just a couple of things. It first came to
your attention, Becky told you about this
di sparity. She told you management was
aware -- |I'mjust reading from my notes.

MR. LOPEZ: Um hum.

MR. PATTON: You need to be aware of
it also in case Chris Holtz at Finance, your

fiscal analyst --
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MR. LOPEZ: Yeah.

MR. PATTON: -- notices a problem

MR. LOPEZ: Yeah. He actually at
that -- he had just moved over to the
| egi sl ature as a fiscal consultant for the --

MR. PATTON: Okay.

MR. LOPEZ: -- Assembly Republicans.

MR. PATTON: Okay.

MR. LOPEZ: But he was the fiscal
anal yst at Department of Finance at the time
t hat error was gener at ed.

MR. PATTON: Do you know when the
error was generated?

MR. LOPEZ: No.

MR. PATTON: You don't really know.
You're just -- your understanding was he was
the DOF fiscal analyst when the error
occurred.

MR. LOPEZ: That's correct.

MR. PATTON: Al'l right. And he went
to the Assembly what ?

MR. LOPEZ: Fi scal Republicans.

MR. PATTON: Assembl y Fi scal
Republi cans.

MR. LOPEZ: Yeah. So he basically
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represents the members -- the Republican
members of our budget subcommittee. He's a
staffer for them --

MR. PATTON: Okay. Got it.

MR. LOPEZ: -- through the budget
devel opment cycle.

MR. PATTON: So did -- and then you
had a briefing with Boriskin and Harris, and
then did you have any further discussions with
Becky other than, here's the deal that's -- it
was a prior year adjustment that didn't occur,
shoul dn't occur -- should have occurred,
didn't?

MR. LOPEZ: No, other than she told

me management was aware of that, but given the

size of that, | felt it was important that |
bring it --

MR. PATTON: Yeah.

MR. LOPEZ: -- that | personally
bring it to management's decision after | was

i nformed.

MR. PATTON: Okay. So Becky didn't
really have any more involved discussion with
you about it?

MR. LOPEZ: Not really, no.
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MR. PATTON: Tell you who she -- she
didn't ever indicate she had tal ked with Ruth
about it?

MR. LOPEZ: No, but Ruth had a very
close working relationship with Becky, very
close.

MR. PATTON: Yeah. How do you know
t hat ?

MR. LOPEZ: Based upon what Harris
told me, based upon what Ruth had told me --

MR. PATTON: Yeah.

MR. LOPEZ: -- and Becky, and my
staff that she was the prime -- especially
before M chael arrived, she was the prime
contact with Ruth on the budget process.

MR. PATTON: So did you -- in other
wor ds, Becky would brief Ruth directly?

MR. LOPEZ: Yeah.

MR. PATTON: Did you ever witness
that? Were you in meetings where Becky
briefed her?

MR. LOPEZ: No, but Ruth had told me
t hat she would be briefed. And so part of it
was someti mes Ruth would call me asking for

i nformati on - -
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MR. PATTON: Uh- huh.

MR. LOPEZ: -- and | think that
upset Mr. Harris because it wasn't following
the chain of command.

MR. PATTON: When you were Budget
Of ficer?

MR. LOPEZ: When | was Budget
Of ficer. And then Ruth said, well, that's
just the way | am, if | need an answer, | go
to where | need to get the answer from

MR. PATTON: Got it. So she'd cal
you up directly as Budget Officer, ask for
answers?

MR. LOPEZ: Yeah. And she said, |
have to break myself of that habit because
Harris was | ooking for a different
management -- Harris and Ruth, the department
was | ooking for a different management style
com ng from the budget shop.

MR. PATTON: Now, Freda Luan-Dun was
still there when you started?

MR. LOPEZ: Yes.

MR. PATTON: And did you discuss it
with her, the fact that Accounting's numbers

to Controllers were higher than the bal ance
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reported to Finance?

MR. LOPEZ: | can't -- | can't
recal | .

MR. PATTON: Okay.

MR. LOPEZ: | can't recall.

MR. PATTON: You do recal
di scussing with Dorothy |ater on?

MR. LOPEZ: Yes, because one of
the -- when it was first brought to me, |
didn't understand why we were -- what was the
basis for the awards that we were getting. So
| needed to understand, well, what are these
awards for. And so when | got the explanation
for it from Dorothy, that's when | went and
briefed Ruth on it. And then from that point
forward, everyone -- because | was fairly new
to the position. | didn't know - -

MR. PATTON: So this is back in 'O05
when you started?

MR. LOPEZ: No, no. This was when |
started as the Adm n Deputy.

MR. PATTON: Oh, okay, 'O07.

MR. LOPEZ: Yeah. That's when |
started getting --

MR. PATTON: You went to Dorothy to
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under stand what the basis was for the awards
the Controller issued?

MR. LOPEZ: Correct.

MR. PATTON: And then that's when
you | earned from Dorothy why we weren't
getting it for the SPRF --

MR. LOPEZ: Correct.

MR. PATTON: -- because the bal ances
aren't matching up

MR. LOPEZ: Yep.

MR. PATTON: And that -- and then
you say that's when you explained it to Ruth.

MR. LOPEZ: Correct.

MR. PATTON: Every year.

MR. LOPEZ: Every year.

MR. PATTON: For five years.

MR. LOPEZ: Yep, exactly.

MR. PATTON: Al'l right. You tal ked
with Cheryl Taylor and Marilyn Evans-Jones
about it, about --

MR. LOPEZ: Just Cheryl at the time.

MR. PATTON: Just Cheryl ?

MR. LOPEZ: Yeah, because she was
t he Budget Officer.

MR. PATTON: Okay.
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MR. LOPEZ:
wanted to see was t

under standi ng what

And typically, what I

he Budget Officer

the fund condition

statement was - -

MR. PATTON: Yeah.

MR. LOPEZ: -- and how - -

MR. PATTON: Yeah.

MR. LOPEZ: You know, to be an
effective Budget Officer, you need to know
everything.

MR. PATTON: Okay.

MR. LOPEZ: And | think that's why
Becky briefed me so | knew what was inherent
I n that.

MR. PATTON: Okay.

MR. LOPEZ: And | briefed every
subsequent Budget Officer on that process.

MR. PATTON: Who woul d have been?

MR. LOPEZ: Cheryl and El si e.

MR. PATTON: El sie. Okay. And then
you al so brought in Dave Saxby at some point?

MR. LOPEZ: Yes, to try to help
Cheryl because - -

MR. PATTON: Yeah.

MR. LOPEZ: She could not get the
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all ocations nor --

MR. PATTON: Ri ght .

MR. LOPEZ: -- projections compl ete.

MR. PATTON: So you brought himin.
That was what? '09 or '107?

MR. LOPEZ: Yeah, that sounds about
right -- probably '09, somewhere around there,
| ate ' 009.

MR. PATTON: You brought himin -- |
understand he came in as a retired annuitant
for a while, and he was filling the Assistant
Adm n Deputy -- no?

MR. LOPEZ: No. He basically came
in into the budget office --

MR. PATTON: Uh- huh.

MR. LOPEZ: -- as a retired
annui tant to help Cheryl because --

MR. PATTON: Okay.

MR. LOPEZ: -- Cheryl was struggling
I n that position.

MR. PATTON: Okay.

MR. LOPEZ: So he spent a number of
mont hs trying to help her until he came to me
and said, |I can't help her.

MR. PATTON: Yeah.
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MR. LOPEZ: And then Cheryl then
chose to basically voluntarily demote from a
Staff 3 to a -- back down to a Staff 2.

MR. PATTON: Um hum.

MR. LOPEZ: And then shortly after
that, then she went back to Caltrans.

MR. PATTON: So -- and David, |
understand, you | ater appoint himas the
Assi stant Adm n Services Director.

MR. LOPEZ: Yes.

MR. PATTON: And he went full time
for a while.

MR. LOPEZ: Um hum.

MR. PATTON: Did you -- what
conversations did you have with him about this
SPRF fund discrepancy? Did you tell him about
it?

MR. LOPEZ: | believe when he was in
t he budget shop and we were -- and they were
In the process of preparing the budget, talked
about it.

MR. PATTON: Okay. Did you tell him
about there was a plan M ke had approved to
i ncrementally correct?

MR. LOPEZ: " m not sure if | told
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him that.

MR. PATTON: Don't have much
recol |l ection about what --

MR. LOPEZ: No.

MR. PATTON: -- exactly you and
David tal ked about ?

MR. LOPEZ: No, because that -- |

mean, that happened -- the notion of doing the

correction, that one sticks out in my m nd
because that was early in my career at ParKks.

MR. PATTON: Doing a one-time
correction or the incremental?

MR. LOPEZ: The -- doing the --
tal king about the -- doing the one-time
correction and then basically talking about -

MR. PATTON: Yeah.

MR. LOPEZ: -- the increment al
because | was worried that if | didn't show
that | could find a solution to that, ny
career would be i mpacted. So | --

MR. PATTON: Real | y?

MR. LOPEZ: Yeah.

MR. PATTON: I nteresting.
MR. LOPEZ: | mean, if | didn't -- |
feel if I didn't go along with that, | -- or
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wasn't creative enough | wouldn't be in that
position.

MR. PATTON: Because basically, |
guess -- are you telling me that you felt I|ike
you inherited sort of a problem? You're
noddi ng your head yes.

MR. LOPEZ: Yes.

MR. PATTON: And so you've talked

about it with the guy above you, Harris. You
offered to fix It in one shot. He said, no,
can't do that. You offered an alternative.

He says, okay, let's try that.

MR. LOPEZ: Um hum.

MR. PATTON: So you sort of --

MR. LOPEZ: And then when the
fourteen mllion dollar cut came along -- and
keep in mnd, this was my first year as the
Adm n Deputy --

MR. PATTON: Yeah.

MR. LOPEZ: -- when | told -- | was
basically told, you're crazy, do you want a
thirty-four mllion dollar cut instead of a
fourteen?

MR. PATTON: Yeah.

MR. LOPEZ: At that point, | mean,
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(i ndiscernibl

can -- you're only as good as your

deci si on. An

e), career ends abruptly. You

| ast

d if you do something that is --

as | found, you do make a bad decision, you

pay for that,
regard.

MR.

and your career is done in that

PATTON: So | guess -

hearing from you that you sort of

was your obli

this probl em?
MR.
MR.
MR.

gation to figure out

- and |
felt like it

a way to fix

LOPEZ: Initially yeah, yeah

PATTON: Wb w. Okay.

LOPEZ: And to be honest with

you, that's how we were able to come up with

the continuous appropriation proposal that |

asked Elsie t
the authority
We t hought it
MR.
this problem?
MR.
this problem
MR.
MR.

seed money to

o put a BCP together

asking for

for continuous appropriation.

was a shot in the dark but --

PATTON: This was a way to fix

LOPEZ: This was a way to fix

PATTON: Okay.

LOPEZ: And to provide us the

go out and do the initial
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capital investment necessary to start earning
more revenue - -

MR. PATTON: Okay.

MR. LOPEZ: -- you know, for
i nstance, to fund a seasonal Iin a kiosk that
you -- otherwi se, the district didn't have the
funds avail abl e. Well, if you had the cash
there, you could fund the staffing necessary
to put somebody in a kiosk --

MR. PATTON: Um hum.

MR. LOPEZ: -- and actually collect
revenue that would otherwi se go uncollected if
you didn't have staff because the field was
al ways, hey, |l ook, | don't have enough doll ars
in my allocation to hire somebody to go put a
staffer in a kiosk --

MR. PATTON: To collect the park

entrance fees.

MR. LOPEZ: -- to collect fees. I
have too many other ongoing issues that | just
don't have the resources to do that. And what

they weren't seeing is a return on the
I nvest ment .
MR. PATTON: Yeah.
MR. LOPEZ: They weren't getting an
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I mmedi ate benefit for whatever additiona
revenue they coll ected.

MR. PATTON: Um hum.

MR. LOPEZ: So the notion of a
conti nuous appropriation was able to give them
an i mmedi ate benefit for their creativity and
their entrepreneurialismin terms of trying to
generate more revenue.

MR. PATTON: Is there anybody I|'ve
| eft out who you had discussions with at Parks
about the SPRF disparity? W've covered Ruth,
M chael Harris, David Saxby, Jason Summers,
Cheryl, Marilyn Evans-Jones, Elsie.

MR. LOPEZ: The Park Ops Deputy
Directors. | tal ked about Ted Jackson knowi ng
about it and also Tony Perez knowi ng about it,
t oo.

MR. PATTON: You tal ked with them in
what, one-on-one meeting?

MR. LOPEZ: Yeah, i n one-on-one
meeti ngs and group meetings briefing them
And I think -- 1 don't -- | know Tony was
I nvol ved in the discussion of the continuous
appropriation and where we would get the money

to basically seed that. Tony was definitely
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I nvolved in that. Ted was definitely involved
in the meeting on the fourteen mllion and
tal king about the firefighting rangers, and he
was i nvolved in that. Like | said, | could
not build a budget in a vacuum.

MR. PATTON: Okay. Let me ask --
l et me follow up on that. You did tell me
before that for '08 and '9 you had the same
conversation about the disparity as you were
facing the fourteen mllion dollar proposed
cut, you had that conversation with Harris and
Jackson who is Parks Operations Director at
the time and --

MR. LOPEZ: Yeah. | would say that
was probably October or November of 'O07.

MR. PATTON: Okay. And you
I ndi cated that that evoked a pretty strong
reaction of "are you crazy" --

MR. LOPEZ: Yep.

MR. PATTON: -- "we do a twenty
mllion dollar correction here, we could take
a thirty-four mllion dollar cut."”

MR. LOPEZ: Um hum.
MR. PATTON: You told me that was

Harris's response, and you told me Jackson was
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i n on that meeting.

MR. LOPEZ: Correct.

MR. PATTON: So you've already --

MR. LOPEZ: That was in his office
actually. That meeting was in his office.

MR. PATTON: In Jackson's office?

MR. LOPEZ: Yeah.

MR. PATTON: Okay. Now, you
i ndi cate you also told Tony Perez about the
di sparity?

MR. LOPEZ: Well, yeah, when we're
di scussing how we're going to use that
continuous appropriation --

MR. PATTON: Okay.

MR. LOPEZ: -- to help out with cuts
because what we thought is we can absorb that
first year of cuts (indiscernible -
si mul taneous speaking).

MR. PATTON: These discussions are
going on when?

MR. LOPEZ: During the budget
devel opment cycle.

MR. PATTON: In four -- in what
year? 20107

MR. LOPEZ: "11.
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MR. PATTON: 117
MR. LOPEZ: This | ast one was '11 - -
MR. PATTON: Okay.

MR. LOPEZ: -- probably, | want to
say, September -- August and September of '11
because that's when | charged Elsie with

devel oping a BCP for the continuous
appropriation approach.

MR. PATTON: So you discussed
continuing appropriation, and you remember
Tony Perez being there?

MR. LOPEZ: Oh, yeah.

MR. PATTON: Okay.

MR. LOPEZ: They were the power base
for that organization.

MR. PATTON: Got it. | got it. ' m

just want to get your as specific a

recoll ection you can. | mean, did you -- do
you specifically recall saying, you know,
we've got twenty million dollar in undisclosed
money?

MR. LOPEZ: Because they asked,
well, how is that going to help us.

MR. PATTON: How i s that what?

MR. LOPEZ: The proposal to do a
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conti nuous appropriation.

MR. PATTON: Okay.

MR. LOPEZ: And so | explained how
the twenty million is going to be providing
the seed money for us to go out and
I mmedi ately, once we get that authority, to
start doing capital investment (indiscernible
- simul taneous speaking).

MR. PATTON: And how did you
descri be the twenty mllion, that twenty
mllion?

MR. LOPEZ: It's the cash bal ance --
basically described it as the cash bal ance.

MR. PATTON: The cash bal ance --

MR. LOPEZ: Yep.

MR. PATTON: -- of twenty mllion.

MR. LOPEZ: Yep.

MR. PATTON: I mean, is it clear to
you, in your mind, that Tony Perez knows at
this point that you're saying there is an
undi scl osed amount of cash as opposed to you
spitting out we've got a twenty mllion doll ar
cash bal ance, and he goes, great, but he
doesn't really understand exactly what you're

saying from an accounting perspective?
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MR. LOPEZ:
under st ood. | can't
understood or didn't

he understood and - -

My assumption is he
be sure what he
understand, but | thought

MR. PATTON: I mean, do you describe
It as an undisclosed amount of cash?

MR. LOPEZ: | didn't say
undi sclosed; | just said it was our avail able

cash bal ance tied to our --

the accounting

| ssue that we had.

MR. PATTON: Okay. So you do
describe it tied to an accounting issue?

MR. LOPEZ: Correct, yeah.

MR. PATTON: So you've got an
accounting issue that results in a twenty
m |l lion dollar cash bal ance, avail able cash
bal ance?

MR. LOPEZ: Correct.

MR. PATTON: Okay.

MR. LOPEZ: Yep.

MR. PATTON: And is it the same sort
of description you use with Ted Jackson, that
same sort of --

MR. LOPEZ: Um hum.

MR. PATTON: Okay.
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MR. LOPEZ: Yep.

MR. PATTON: Okay. So it's not |ike
you sat down and said, and what |I'm talking
about is twenty mllion more has been reported
to Controller over the years than to Finance.

MR. LOPEZ: Correct, and --

MR. PATTON: That is correct? You
don't describe it that clearly as being, we've
got different cash bal ances reported to
Controller versus Finance?

MR. LOPEZ: No, | didn't --

MR. PATTON: You just --

MR. LOPEZ: -- describe it that --

MR. PATTON: You just said there's
an accounting error, we got a twenty mllion
dol | ar cash bal ance?

MR. LOPEZ: Correct.

MR. PATTON: Okay.

MR. LOPEZ: And by that time, it had
been di scussed so many times, | took it as
everybody had that innate understandi ng of
what it was.

MR. PATTON: Well, I mean, you know
that there's the case based on your

di scussions with Harris and Boriskin --
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MR. LOPEZ: Correct.

MR. PATTON: -- and Becky Brown.
MR. LOPEZ: Yeah.

MR. PATTON: | mean, that's been

t hat specific.

MR. LOPEZ: Yes.
MR. PATTON: The discussion with

themis, our reported balance to the
Controller is twenty mlIlion dollar
different --

MR. LOPEZ: Um hum.
MR. PATTON: -- than our reported

bal ance with Finance.

MR. LOPEZ: Yes.
MR. PATTON: So | know that you had

t hat specific discussion --

know t hat

exam nat i

MR. LOPEZ: Yeah.
MR. PATTON: -- with them. | don't
you've had that specific an

on, detailed discussion about the

genesis of the twenty mllion dollars.

MR. LOPEZ: No, not a detailed, but

their question was, well, where did we get

twenty mi

[11on.

MR. PATTON: Okay.
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MR. LOPEZ: So I had to kind of
explain where it come from

MR. PATTON: What did you explain?
What was the explanation?

MR. LOPEZ: That basically there was
an accounting error made, and there's
basically a balance of twenty mllion dollars
i n the cash.

MR. PATTON: Okay. So you explained
t hat we've made an error and we got twenty
mllion dollars. You never say twenty million
doll ars which we haven't disclosed to Finance?

MR. LOPEZ: | never said that.

MR. PATTON: Okay. Got it.

MR. LOPEZ: So -- and maybe that was
my fault for assumi ng that was (indiscernible
- simultaneous speaking).

MR. PATTON: No. l'"m just trying to
figure out to how specifically -- how detail ed
t he explanation was.

MR. LOPEZ: Okay.

MR. PATTON: Okay.

MR. LOPEZ: And given how tight the
budget was, everyone wanted to know, well, how

did you get twenty mllion, how can we use
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t hat .
MR.
MR.
MR.
and basi cal

t here was an

MR.
MR.
MR.
bal ance in t
belief that

It because we kept

fearful. As
on our reven
cut was offs
fee collecti
guestion is,
what are we

MR.

MR.

tal ked about

mllion as a

you -- let's
MR.

MR.

PATTON: Yeah.
LOPEZ: So that's how I --
PATTON: And you just said --
y | keep hearing you say, well,
accounting error.
LOPEZ: Correct.
PATTON: Yeah.
LOPEZ: And that has left a
he -- and | guess maybe | had this

there wasn't any understandi ng of

talking -- everybody was

we became more and more reliant

ue collection, every General Fund

et by an increase in our fees --

on requirement. And so everyone's

well, what 1 f we don't make it,

going to do.
PATTON: Yeah.
LOPEZ: And that's when we
having the avail able twenty
safety net in the event that
say you have a really bad --
PATTON: Yeah,

LOPEZ: - -

yeah.

wi nter and your --
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MR. PATTON: | get it. | get it.
| " m just trying to figure out how you kind of
descri bed that twenty mllion dollar safety
net to them You described it as an
accounting error.

MR. LOPEZ: Correct.

MR. PATTON: We' ve had an error in
our documentation. Got it.

MR. LOPEZ: Which is exactly the way
it was described to me.

MR. PATTON: Yeah -- well, yeah. I
mean, you knew more about it in terms of --

MR. LOPEZ: The technical --

MR. PATTON: -- the Controller
knows -- it's in the Controller's report; it's
not in the --

MR. LOPEZ: Yes.

MR. PATTON: -- Finance. You can't
tell me that you know for a fact that Tony or
Ted Jackson - -

MR. LOPEZ: Understood the
technical --

MR. PATTON: -- understood the
technical nature of it.

MR. LOPEZ: Yeah. No, | can't.
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MR.
can say that

Becky Brown,

PATTON: Got it. Okay. But you
with regard to Harris, Boriskin,

Dave Saxby.

MR. LOPEZ: Yep.
MR. PATTON: Okay. Tell me just a
little bit about the OHV fund. s there any

sim |l ar situation going on with regard to

known dol |l ar

reports?
MR.
MR.
MR.
was -- that
manage - -
MR.
MR.

Director at
i nvol ved in
MR.
MR.
MR.
MR.
the | evel of
MR.
MR.

S not being reported in finance

LOPEZ: No.
PATTON: Okay.
LOPEZ: Not at OHV. All of that

fund became extremely difficult to

PATTON: Yeah.

LOPEZ: -- because of the Deputy
the time was very, very deeply
her --

PATTON: Daphne Green?

LOPEZ: Daphne Green.

PATTON: Yeah.

LOPEZ: -- and was very upset on

sweeps, | oans --

PATTON: Yeah.

LOPEZ: -- cuts to her fund
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condition to the tune of almost 119 million

dol |l ar over a number of years.

MR. PATTON: Yeah. | " ve seen 160
mllion.

MR. LOPEZ: Yeah, that's probably --

MR. PATTON: -- with three mllion
pai d back.

MR. LOPEZ: Yeah.

MR. PATTON: Yeah.

MR. LOPEZ: And so --

MR. PATTON: That sound about right?

MR. LOPEZ: And yeah. And keep in
m nd, that's the context --

MR. PATTON: Um- hum.

MR. LOPEZ: -- that we were
operating under when we were | ooking at the
SPRF. And in theory, the OHV fund had more
protections than the SPRF did, so then you
were more apt to even take cut (indiscernible
- simultaneous speaking).

MR. PATTON: Let me show you some
numbers relative to SPRF that Finance has put

toget her and ask you if any of these numbers

mean anything to you. This is a fairly
rudi mentary spreadsheet. SPRF -- or OHV is on
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the bottom and SPRF is on the top. We'll go
back and I'll let you |look at that for a

m nute, but right now, in OHV, what we have is
we' ve got the cash bal ance reported to
Controller m nus some encumbrances, so this is
t he adjusted cash balance with the Controller,
and then just above the line is the bal ance as
reported into Finance in the fund condition

st at ement .

MR. LOPEZ: Um hum.

MR. PATTON: So this positive
represents a disparity, more money is reported
to Controller than to Finance of three
mllion. Anyways, this thing you can see
goi ng back to '93, which I think is the first
year numbers were input into CALSTARS.

MR. LOPEZ: Um hum.

MR. PATTON: So we've got three
little -- under three, twelve, almost twenty,
Si xteen, twenty three, twenty two million,
twenty six mllion. We're at 2000 by now,
el even-and- a- hal f. Al'l of a sudden, we've got
a thirty-five mllion dollar overreport in DOF
documents compared to the actual cash bal ance.

We're within eleven dollars in "03, a mllion
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six, a mllion in "05, and another two years
of overreports, '06 and '7, where there's a
thirty-five and thirty-one mllion dollar more
reported in the fund condition statement

bal ance with Finance, and then fairly close iIn

08 and '9. 010 we've got a twenty-and- a-
half million dollar overreport to Finance and
then in '"11 a thirty-three-and-a-half mllion

dol | ar asserted underreport --

MR. LOPEZ: Um hum.

MR. PATTON: -- to Finance. Thi s
thirty-three-and-a-half, when combined with
the twenty-and-a-half in SPRF is a fifty-four.

MR. LOPEZ: Yeah.

MR. PATTON: |'"ve gotten to the
poi nt where, because the numbers are all over
the map, | certainly don't see that thirty-
four mllion dollars has consistently over the
years --

MR. LOPEZ: No.

MR. PATTON: -- been unreported to
Fi nance.

MR. LOPEZ: Huh- uh.

MR. PATTON: So | don't have a whole
| ot of confidence that this is -- that there's

Page 152

Sarnoff, A VERITEXT COMPANY
877-955-3855




o N o 0o b~ W N P

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

an actual -- any intended underreport.

MR. LOPEZ: No. Al'l of that -- keep
in mnd, during this process, what we were
havi ng was appropriations for trying to buy an
SVRA down in southern California. So there
was, | think -- there was a | arge
appropriation set aside.

MR. PATTON: | heard about a thirty-
two mllion appropriation to buy a property in
Ri verside.

MR. LOPEZ: Yes.

MR. PATTON: I's that one of them?

MR. LOPEZ: Yeah, that's one of
t hem

MR. PATTON: And - -

MR. LOPEZ: And keep in m nd, at the
same ti me what was happening --

MR. PATTON: Yeah.

MR. LOPEZ: -- there were budget
cuts. For instance --

MR. PATTON: All right.

MR. LOPEZ: -- there was a | arge
budget reduction --

MR. PATTON: Yeah.

MR. LOPEZ: -- in, I would say, one
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of these two years --

MR. PATTON: Yeah.

MR. LOPEZ: -- due to a loan to the
Gener al Fund.

MR. PATTON: Um- hum.

MR. LOPEZ: There was one that was
done within the budget and one that was done
outside of the budget.

MR. PATTON: Um hum.

MR. LOPEZ: -- buy outside of the
budget . There was special |egislation that
dealt -- | don't know if it was a trader bil
or something |ike that that took roughly
thirty mllion dollars.

MR. PATTON: Okay.

MR. LOPEZ: And the belief was that
they were taking this money to give it to
Par ks. What was happening is there were so
many of these things going back and forth, and
Fi nance -- one of the years, they did a big
budget cut --

MR. PATTON: Um hum.

MR. LOPEZ: -- 0or a sweep to the
General Fund or a | oan or however they termed
it; | can't remember at the ti me. Al'l I know
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I's that our budget shop and ourself, we
weren't informed of that --

MR. PATTON: Um- hum.

MR. LOPEZ: -- until the budget
actually came out. And then Daphne was very
upset with me that | did not informthem that

t hat actually occurred.

MR. PATTON: Um- hum.

MR. LOPEZ: And | hadn't -- | didn't
even know - -

MR. PATTON: Okay .

MR. LOPEZ: -- that that was going
on.

MR. PATTON: So were you -- during
the years you were there, | mean, did you
eventually -- did you see that -- you know,

| i ke you would say at the end of the year,
December -- around January you get the awards
for all these -- and OHV is not in it.

MR. LOPEZ: Um- hum.

MR. PATTON: So you're aware that
these numbers are --

MR. LOPEZ: Are off.

MR. PATTON: Yeah.

MR. LOPEZ: Yeah.
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MR. PATTON: And you're like,
there's nothing |I can do?

MR. LOPEZ: Yeah. They were all
budgetary issue -- it was a timng issue --

MR. PATTON: Yeah.

MR. LOPEZ: -- for the reporting of
t he budget --

MR. PATTON: Yeah.

MR. LOPEZ: -- stuff.

MR. PATTON: Okay.

MR. LOPEZ: So --

MR. PATTON: Out of your control.

MR. LOPEZ: Out of my control. And
typically those -- and those are -- for the

most part, you can backtrack those two

transactions. This one is backtrackable to
one transaction (indiscernible - simultaneous
speaking).

MR. PATTON: (indiscerni ble -
simul taneous speaking) SPRF disconnect?

MR. LOPEZ: Yes.

MR. PATTON: The one transaction?

MR. LOPEZ: Yeah, the one --

MR. PATTON: And who - -

MR. LOPEZ: -- error that started
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it, that started --

MR. PATTON: How do you know t hat
it's one transaction?

MR. LOPEZ: Because that's what
Becky told me.

MR. PATTON: Because Becky told you?

MR. LOPEZ: Yes.

MR. PATTON: Okay. You never went
yourself and | ooked back to see where -- tried
the figure out, unravel where that occurred?

MR. LOPEZ: No, to be honest with
you, because what | was charged with was
trying to basically learn --

(Phone ringing)

MR. LOPEZ: -- a current year
budget - -

MR. PATTON: Yeah.

MR. LOPEZ: -- with staff that
weren't familiar.

MR. PATTON: Yeah, yeah. Okay.

MR. LOPEZ: So my focus was
basically at that point moving forward.

MR. PATTON: Okay. So Becky told
you there had been one error and basically we

got a twenty mllion dollar error
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approxi mately, and so you're going forward,
and you come in -- you |learn about it, because
you come in in April -- you're informed in May
of '05, and I think you're probably then
wor ki ng on the '05-'6 --

MR. LOPEZ: '6, yeah.

MR. PATTON: -- budget, so this
number, this underreported twenty-one-and-a-
half mllion, that's fairly consistent with
what - -

MR. LOPEZ: That's al most | ooki ng
| i ke that two mlIlion dollars | was talKking
about .

MR. PATTON: Yeah, it does, doesn't
It Okay. Or maybe it's here which would --
actually 1.3 mllion here.

MR. LOPEZ: Okay.

MR. PATTON: So maybe it's here. So
you were working -- when you came in -- here's
t he discrepancy as of the close of the '05
fiscal year, '04-'5, so --

MR. LOPEZ: And | came in in April
of 'O05.

MR. PATTON: So any adjustment if

would -- made would have been to the next
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budget --

MR. LOPEZ: Yeah.

MR. PATTON: -- woul d have corrected
the year-end discrepancy at the close of '06.

MR. LOPEZ: Yes, correct.

MR. PATTON: Okay. So we see -- and
that's our two mllion dollar adjustment
t here. We actually see about -- what is that?
Twenty - -

MR. LOPEZ: Alittle over.

MR. PATTON: -- 23.9 and 21.5, so
2. 4.

tells you

MR. LOPEZ: Yeah.
MR. PATTON: Al'l right. So she

it's one error. You never went back

and | ooked at it yourself. | " m going to | et

you see t

he numbers now. There's actually --

and I -- and maybe you can help me, maybe you
have an opinion. Goi ng back to the very
begi nning of when numbers are going into
CALSTARS - -

MR. LOPEZ: Uh- huh.

MR. PATTON: -- | see a 4.5 and a
four mllion, 2.3, 5.5 mllion dollar --

MR. LOPEZ: Di fference.
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MR. PATTON: -- discrepancy, those
amounts | ess being reported to Controller,
fairly consistent --

MR. LOPEZ: Um hum.

MR. PATTON: -- two to five, it goes
to siXx.

MR. LOPEZ: What is the average --
for the most part, the average difference
bet ween that? | mean, you | ook here; it's
roughly around the same --

MR. PATTON: Well, forget OHV. OHV,
to me, is just a completely separate ani mal
with its own issues --

MR. LOPEZ: Yeah, okay.

MR. PATTON: -- unique issues.

MR. LOPEZ: | woul d agree.

MR. PATTON: We buy or maybe not buy
rural property; we don't know.

MR. LOPEZ: Um hum.

MR. PATTON: But here you -- now,
you say it's typical -- it's not surprising to
see maybe a two or three, four, five mllion

dol |l ar di sconnect ?
MR. LOPEZ: Yeah.
MR. PATTON: And why is that?
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MR. LOPEZ: Because of differences

of encumbrances that are carried over for a

number of years.

MR. PATTON: Tim ng issues.

MR. LOPEZ: Tim ng iIssues.

MR. PATTON: Whet her or

someone's inputted a correct --

not

MR. LOPEZ: Di sencumbr ance.

MR. PATTON: -- prior year

adj ust ment .

MR. LOPEZ: Yeah.

MR. PATTON: Okay. So that's not

shocking to you. And the SPRF fund is a

total -- how much money?

MR. LOPEZ: | think we were
appropriated twenty-something mllion dollars
or something like that.

MR. PATTON: That's - -

MR. LOPEZ: No, no, more than that.

MR. PATTON: Yeah.

MR. LOPEZ: 120 -- oh, God, it's --

MR. PATTON: " ve heard this number,
120.

MR. LOPEZ: | think 120, 123,

somewhere around there.
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MR. PATTON: Of General Fund or
total?

MR. LOPEZ: (I ndiscerni ble -
simul taneous speaking).

MR. PATTON: Both fee and --

MR. LOPEZ: And SPRF (indiscernible
- simultaneous speaking). SPRF was a
combi nati on of --

MR. PATTON: Okay. Ri ght, right,
right, right.

MR. LOPEZ: -- fees as well as
transfers from other accounts.

MR. PATTON: Ri ght . SPRF is about a
120 mlIlion dollar a year fund. So five
mllion is |less than five percent. We're | ess
than five percent off.

MR. LOPEZ: Yep.

MR. PATTON: Now, in '98 -- now,

this brought your attention here in 'O05. You
got about a twenty-three -- almost a twenty-
four mllion dollar disparity. Just so you
can see, '98 it went from6.3 to 9.3, three
mllion dollar increase. It grew by four-and-
a-half mllion to 13.8 in '99 to al most
twenty - -
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MR. LOPEZ: Um hum.

MR. PATTON: -- will the six-and-a-
half in "00 to 22.7, 26.8. It peaked in '03
at twenty-nine million --

MR. LOPEZ: Okay.

MR. PATTON: -- started com ng down
a little bit by the time you're informed.

MR. LOPEZ: Um hum.

MR. PATTON: And these numbers don't
reflex to me a one-time error that's being
per petuat ed. There's got to be something
el se --

MR. LOPEZ: You know - -

MR. PATTON: -- going into this.

MR. LOPEZ: -- and | believe what
happened is we had a | arge appropriation
for -- I'"mtrying to remember back, but I
believe there was monies that were being
deposited or that were granted to us to take
care of some of the deferred maintenance --

MR. PATTON: When?

MR. LOPEZ: -- ongoing -- | want to
say it was '97 or something |ike that. And so
i f you have major projects that you're trying

to accomplish, you're going to have a bigger
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bal ance than you otherwi se would --
di screpancy.
MR. PATTON: Well, that wou

one year's discrepancy.

MR. LOPEZ: Yeah, but depen
on -- projects aren't just done in o
they carry over, and it depends on t
of availability.

MR. PATTON: So, to your
recoll ection, there was a big approp
for some projects back in '"97 or so?

MR. LOPEZ: Yeah. I rememb
di scussi ons about a deferred mainten
(i ndiscernible - simultaneous speak

MR. PATTON: Somebody el se
about, |ike, there was a 156 million
i nfusion back in the '90s.

MR. LOPEZ: Yeah, | think t
what that was for.

MR. PATTON: Was that right

MR. LOPEZ: Yeah.

MR. PATTON: So a | ot of pr

MR. LOPEZ: Um- hum.

MR. PATTON: So | guess - -

all the money is getting spent at on

bi gger

| d affect

di ng

ne year;

he peri od

riation

er
ance

ng) .

told me
dol | ar
hat' s

?

oj ects.

and not

ce. So |
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guess that's the explanation for why there was

a growth pattern here could be that
problems in tracking tim ng-wise --
noddi ng your head yes.

MR. LOPEZ: Yes, yes.

there's

you're

MR. PATTON: Yeah -- different

adjustments that should be made.

MR. LOPEZ: Correct.

MR. PATTON: And there was a | ot of

money comi ng into the system

MR. LOPEZ: Correct.

MR. PATTON: Okay. | nteresting.

MR. LOPEZ: Yeah. | mean,
said, there's a typical percentage
bet ween the funds that --

MR. PATTON: Um hum.

as you

di fference

MR. LOPEZ: -- you know, regardl ess
of funds, you're going to see some |evel of
difference --

MR. PATTON: Sure, sure.

MR. LOPEZ: -- just due to the
different timng issues --

MR. PATTON: Well, and every one of
these --

MR. LOPEZ: -- or larger.
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MR. PATTON: Every one of these
i ncreases is in about the four to six mllion
doll ar range, so overall every one of these
addi tional disparities that occurred from year
to year is an under five-percent issue.

MR. LOPEZ: Yeah.

MR. PATTON: So that, in and of
Itself, is not that surprising.

MR. LOPEZ: No.

MR. PATTON: No. Okay.

Al'l right. Anyt hing el se you want
to tell us before we conclude this that | may
have mi ssed, would have been interesting to
tal k about?

MR. LOPEZ: Covered a lot, and |I'm
kind of -- I"ma little -- a |ot of
i nformation overl oad but --

MR. PATTON: Yeah.

MR. LOPEZ: You know, | don't want
you to | eave with the impression that | was --
you know, | believed in the State Park system,

| believed (indiscernible) --

MR. PATTON: Sur e.

MR. LOPEZ: -- and | believed in the
seventh generation, and | believed in trying
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to do what we could to better the system and

use (indiscernible - simultaneous speaking).
MR. PATTON: Well, let me ask you
ki nd of an ultimate type of question. Now,

when Aaron came in and took over that Adm n
Services spot in January of this year --

MR. LOPEZ: Um hum.

MR. PATTON: -- you had been
demot ed, and we won't even go into the other
thing that was investigated --

MR. LOPEZ: Yeah.

MR. PATTON: -- but did he ever talk
with you -- you know, he | earned at some poi nt
about this. Did he ever talk with you about
the disparity -- but you're aware that -- so
what he did was he went -- it was unnerving to
him, this problem --

MR. LOPEZ: Um hum.

MR. PATTON: -- and he got --
according to what we're told, he got basically
the same explanation you did years before.

MR. LOPEZ: Um hum.

MR. PATTON: And he was not
comfortable in just taking that explanation

back to his office and sitting down and trying
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to figure out how to live and cope with it.
He went and he reported it up. And | guess
t hat sort of the ultimate question for you is
why didn't you do the same thing? Wy -- and
you sort of -- you talked about being in fear,
you know, you could be gone --

MR. LOPEZ: Um hum.

MR. PATTON: -- and basically you
told me you went and talked with Harris, you
were given a directive, no, we're not

di sclosing that, we're told we could fix it

I ncrementally, that plan was okay. Did --
what was your -- | guess, what was your
feeling about that and not going -- and going,

you know, if not demandi ng that Ruth Col eman
sit down and fix this problem with you, going
outside further until somebody did
(indiscernible - simultaneous speaking).

MR. LOPEZ: My sense was that | was
hired to do what they asked me to do.

MR. PATTON: Yeah.

MR. LOPEZ: And | was followi ng the
directions that | had been given.

MR. PATTON: Yeah.

MR. LOPEZ: What was -- what | was
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told was, after the fact, after | had left th
department, they had gotten an inquiry from
the Bee of this discrepancy, and then that's
when they briefed Aaron, and then that's when
they took it to agency.

MR. PATTON: Um- hum.

MR. LOPEZ: And then agency took it
to the governor's office.

MR. PATTON: And do you have any --
do you know who decided to go and make this
public with the medi a?

MR. LOPEZ: | believe |I know --

MR. PATTON: Okay.

MR. LOPEZ: -- based upon one of the
articles that was written in terms of how the

story broke.

MR. PATTON: Okay. | " m curious to
know -- | just want to make sure |'ve tal ked
with that person. And you know, go ahead and

specul ate because you don't know for a fact -
MR. LOPEZ: No.
MR. PATTON: -- but tell me who you
think it was.
MR. LOPEZ: It was -- ny

understanding, it was a combi nation of either
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Tony or Ted.

MR. PATTON: Okay.

MR. LOPEZ: And a way of trying to
ensure that the director would not be
reappoi nt ed.

MR. PATTON: Okay. And one of the

| ast things |I want to ask you is that Cheryl
Tayl or and, | think -- now, Cheryl Taylor --
they became -- they were aware -- and you say

you briefed her --

MR. LOPEZ: Yes.

MR. PATTON: -- of the disparity.
Somebody told me that they prepared a fund
condition statement with the correct bal ance
based on Controller account -- you're shaking
you head no -- and that either they were
directed, no, go change the prior year
adjustment number to what was based on the

prior budget documents or that you said give

it to me and I'l1l change it myself.
MR. LOPEZ: | don't ever recall
telling them |I'm going to change it myself.
MR. PATTON: Do you -- did anybody

ever bring you a fund condition statement

(indiscernible - simultaneous speaking)
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MR. LOPEZ: Yeah, they brought me
fund condition statements, but to be honest, |
don't think they understood what they were
preparing. She had never prepared a fund
condition statement before.

MR. PATTON: But you -- did they
have a higher number in that prior year
bal ance that needed to get changed downward in
order to be consistent with prior DOF
subm ttals?

MR. LOPEZ: Their starting point did
not bal ance to the prior year fund condition
st at ement .

MR. PATTON: Okay.

MR. LOPEZ: So when you started --
what they did was they took Accounting's
endi ng bal ance as the starting point.

MR. PATTON: Yeah.

MR. LOPEZ: What they should have
done is taken the end point from the prior
fund condition statement. The whol e notion of
what the rationale for the difference was was
not a discussion; it was they weren't
constructing it correctly.

MR. PATTON: They weren't working
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of f the prior budget documents.

MR. LOPEZ: No. They just -- they
were working off accounting documents which --
MR. PATTON: So they may have
actually stumbled into a more accurate number

whi ch woul d have then included the undiscl osed

twenty mllion.

MR. LOPEZ: Yeah. Well, the
undi scl osed twenty million plus encumbrances
that were -- excuse me -- in addition to

obligations --

MR. PATTON: Ri ght .

MR. LOPEZ: -- that weren't being
taken into account.

MR. PATTON: Ri ght .

MR. LOPEZ: So basically she woul d
have added in uncleared checks.

MR. PATTON: Yeah.

MR. LOPEZ: So the way it was being
constructed was completely --

MR. PATTON: Ri ght .

MR. LOPEZ: -- wrong.

MR. PATTON: So you then directed
that they -- that whoever was, Marilyn Evans

or Cheryl, go back and - -
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MR. LOPEZ: Reconcile it to the
prior year budget --

MR. PATTON: Okay.

MR. LOPEZ: -- because the starting
poi nt was i naccur ate.

MR. PATTON: Okay. And do you
remember who was to make that change?

MR. LOPEZ: It was -- Cheryl had
al ways brought in Marilyn --

MR. PATTON: Uh- huh.

MR. LOPEZ: -- as --

MR. PATTON: She was the Budget Op
support person, right?

MR. LOPEZ: Correct.

MR. PATTON: So Marilyn's doing the
physical data entry.

MR. LOPEZ: The actual budget
itsel f.

MR. PATTON: She's sort of the
keeper of the spreadsheet.

MR. LOPEZ: Yeah. And Cheryl is
supposed to be overseeing that, and it was
clear that neither one of them understood how
to put a fund condition statement together.

MR. PATTON: Got it. Got it.
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Anything else that we should have
asked?

MR. LOPEZ: No.

MR. PATTON: Okay. Anyt hing you
want to add?

You got my card.

MR. LOPEZ: Okay.

MR. PATTON: I f you later think of
somet hi ng - -

MR. MATTSON: Or if you have | ater
guestions, feel free to ask.

MR. PATTON: Yeah, yeah. |
appreciate you taking so much time with us --

MR. LOPEZ: No worries.

MR. PATTON: -- and given us all the
I nformation. | appreciate it very much.

Mi chael, you have any questions?

MR. MATTSON: No, | don't.

MR. PATTON: Okay. We will conclude

the interview at?
MR. MATTSON: 12: 02.
(End of audi o)
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Manuel Lopez interview on 9-28-12
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) Ss.
COUNTY OF SACRAMENTO )

This is to certify that |
transcri bed the foregoing pages 1 to 174 to
the best of my ability from an audio recording
submtted by Heidi Webb at the California
Depart ment of Justice, in Sacramento,
California.

| have subscribed this certificate
at New York, New York, this 4th day of
Oct ober, 2012.

Davi d Rutt
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