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If members of the public wish to review the attachments or have any questions 
on any of the agenda  items, please contact Carmen Summers at (213) 236‐
1984 or via email at summers@scag.ca.gov. Agendas and Minutes for the Audit 
Committee are also available at: www.scag.ca.gov/committees 
 
SCAG,  in  accordance  with  the  Americans  with  Disabilities  Act  (ADA),  will 
accommodate persons who require a modification of accommodation in order 
to participate in this meeting. SCAG is also committed to helping people with 
limited proficiency in the English language access the agency’s essential public 
information and services. You can request such assistance by calling (213) 236‐
1908. We request at least 72 hours (three days) notice to provide reasonable 
accommodations and will make every effort to arrange for assistance as soon 
as possible. 
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SPECIAL MEETING

AUDIT COMMITTEE AGENDA

Southern California Association of Governments
900 Wilshire Boulevard, Suite 1700

Los Angeles, California 90017
Wednesday, October 24, 2018

10:00 AM

 

The Audit Committee may consider and act upon any of the items listed on the agenda regardless 

of whether they are listed as Information or Action Items.  

CALL TO ORDER AND PLEDGE OF ALLEGIANCE 
(The Honorable Randon Lane, Chair) 

ROLL CALL 
 
PUBLIC COMMENT PERIOD 
Members of the public desiring to speak on items on the agenda, or items not on the agenda, but 
within  the  purview  of  the  Committee,  must  fill  out  and  present  a  Public  Comment  Card  to  the 
committee staff prior to speaking.  Comments will be limited to three (3) minutes per speaker. The 
Chair has the discretion to reduce the time limit based upon the number of speakers and may limit 
the total time for all public comments to twenty (20) minutes. 
  
DISCUSSION ITEM                    
 

1. Caltrans Incurred Cost Audit Report
(Basil Panas, Chief Financial Officer) 

 

 
FUTURE AGENDA ITEM/S 
 
ANNOUNCEMENT/S 
 
ADJOURNMENT 
 
The next regular meeting of the Audit Committee will be determined at a later date. 
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REPORT

Southern California Association of Governments 
900 Wilshire Boulevard, Suite 1700, Los Angeles, California 90017 

October 24, 2018 
 

 
RECOMMENDED ACTION:   
Review and provide input to staff. 
 
STRATEGIC PLAN: 
This item supports the following Strategic Plan Goal 7: Secure funding to support agency priorities 
to effectively and efficiently deliver work products.  
 
EXECUTIVE SUMMARY: 
On September 21, 2018, the Caltrans  Independent Office of Audits and Investigations (“Caltrans 
Audit” herein) issued the final Incurred Cost Audit report on SCAG which has five findings.  SCAG 
has developed a draft Corrective Action Plan  to address  these  findings  that will be shared with 
Caltrans.  Both documents are attached. 
 
BACKGROUND: 
Caltrans periodically conducts audits of local agencies and last audited SCAG from March 6, 2000 to 
June 30, 2001 when it performed an Interim Audit of SCAG’s use of state and federal funds during 
the years 1998‐2000.  
 
The Independent Office of Audits and Investigations at Caltrans informed SCAG on May 5, 2016 that 
they would conduct an audit of the costs claimed and reimbursed to SCAG under Agreements with 
Caltrans as well as conduct an audit of SCAG’s FY2014/15  indirect cost  rate proposal  (ICRP).   The 
audit was performed to determine: 
 

 Whether  costs  claimed  by  and  reimbursed  to  SCAG  between  April  1,  2015  and  June  30, 
2015, were  adequately  supported  and  in  accordance with  respective  Caltrans  Agreement 
provision and state and federal  regulations.   This  is  referred to as the  Incurred Cost Audit 
(ICA). 

 

 Whether SCAG’s FY2014/15 ICRP was prepared in accordance with Title 2 Code of Federal 
Regulations  Part  200,  and Chapter  5  of  the  Caltrans  Local  Assistance  Procedures Manual.  
This is referred to as the Indirect Cost Allocation Plan (ICAP) Audit. 

 

To:  Audit Committee (AC)  EXECUTIVE DIRECTOR’S 

APPROVAL 

 
 From:  Darin Chidsey, Interim, Executive Director, Executive 

Management, (231) 236‐1836, Chidsey@scag.ca.gov 
 

Subject:  CALTRANS Incurred Cost Audit
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REPORT

 
 
The kick‐off meeting occurred on May 11, 2016 and the Caltrans auditors performed their testing 
over a two‐year period both on site at SCAG and at their offices in Sacramento.   SCAG responded 
fully to all requests for information and received the final ICA Audit report on September 21, 2018 
(see attachment 1).  SCAG is still in the process of responding to the draft ICAP report. 
 
The ICA report contains five findings: 
 

1‐ Improper procurement procedures 

2‐ Contract Management Deficiencies 

3‐ Labor and Fringe Benefit Deficiencies 

4‐ Billing and Reporting Deficiencies 

5‐ Possible Conflict of Interest with Sponsorship Program 

 
Details  of  these  findings  are  described  in  the  ICA  report.    Based  on  its  audit,  Caltrans  Audit  is 
recommending  to  Caltrans  Planning  and Modal  Programs  (“Caltrans  Planning)  a  disallowance  of 
$2,510,015 of reimbursed costs. It has been indicated that $1,558,051 of these costs may be eligible 
for recapture by SCAG as indirect costs if approved by Caltrans Planning.  SCAG intends to apply for 
this relief.   
 
In  addition,  Caltrans  found  deficiencies  in  labor  charges,  consultant  procurements,  contract 
management, and billing and reporting. 
 
Subsequently,  SCAG  retained  consultants  familiar with Caltrans  audit  processes  to  assist  SCAG  in 
addressing the findings.  
 
Caltrans  Planning  has  requested  a  draft  corrective  action  plan  from  SCAG  addressing  the 
recommendations in the report,  including estimated timelines. SCAG’s draft corrective action plan 
will  inform the  final Corrective Action Plan  to be prepared by Caltrans Planning by December 21, 
2018.    Attached  is  a  summary  of  the  ICA’s  findings  and  recommendations,  and  SCAG’s  draft 
corrective action plan with estimated timelines.   
 
Many  of  the  weaknesses  in  the  ICA  report  are  consistent  with  the  concerns  about  contract 
administration  and  project  management  practices  cited  in  the  Internal  Auditor’s  recent  risk 
assessments.  These concerns led to SCAG hiring a project management consultant who is currently 
conducting  an  evaluation  and  re‐engineering  process  with  staff  to  upgrade  practices,  document 
changes  in manuals, provide  training,  consider  technological  system changes or  investments, and 
eliminate the deficiencies cited in the ICA report.  
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REPORT

 
 
FISCAL IMPACT: 
The amount that SCAG will be required to repay Caltrans is unknown at this time and will be part of 
the audit resolution/corrective action plan process currently underway. 
 
ATTACHMENT(S): 
1. Caltrans Final Incurred Cost Audit Report dated September 21, 2018 
2. SCAG Incurred Cost Audit ‐ Draft Corrective Action Plan 
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SCAG
INCURRED COST AUDIT

DRAFT CORRECTIVE ACTION PLAN

CALTRANS RECOMMENDATION SCAG PLAN COMPLETION 
DATE

A.   Review the Procurement Policies and Procedures Manual to ensure it is 
current and complies with all applicable Caltrans requirements, and state and 
federal procurement regulations.  Include revising section 6.6.2 to describe the 
different competitive procurement processes available and when each should be 
used in compliance with state and federal regulations.

SCAG's Procurement Policies & Procedures Manual will be 
amended to: (1) Include procedures for Procuring Architect & 
Engineering (A&E) consultants; (2) Include procedures for 
documenting the justification for non-competitive procurements, 
including the preparation of a Public Interest Finding on 
Division of Local Assistance funded projects; (3) clarify the 
language in Sec. 6.6.2 by including separate procurement 
procedures for each type of procurement; (4) Reducing SCAG's 
threshold of $25,000 for waiving competition for non-A&E 
General Fund consultant procurements which is higher than the 
requirements of the California Public Utilities Code of $20,000.

6/30/2019

B.    Ensure proper management decisions are made when preparing RFPs that 
include tasks or sub-tasks that require an A&E consultant to perform the work for 
compliance with state and federal procurement regulations. 

SCAG's Policies and Procedures Manual will be amended to 
require that A&E projects are procured in accordance with state 
and federal procurement regulations.

6/30/2019

C.    Ensure management and staff receive proper training in procurement 
procedures. 

SCAG Finance staff will take the online training offered at: 
http://www.dot.ca.gov/hq/LocalPrograms/training.html#2. 1/31/2019

D.    Ensure staff that are involved in the consultant procurement process perform 
all required actions and comply with SCAG policies and procedures, Caltrans 
requirements, and state and federal procurement regulations.  

SCAG has restructured the work assignments in the Contracts 
Department to shift daily procurement activities away from the 
Manager to the Contract Administrators.  This now enables the  
Manager of Contracts to spend more time spent on oversight to 
ensure complaince with SCAG policies and procedures, 
Caltrans requirements, and state and federal procurement 
guidelines.

Completed 

E.    Ensure all documentation is maintained to support that proper procurement 
procedures are followed in accordance with state and federal regulations.

SCAG has restructured the work assignments in the Contracts 
Department to shift daily procurement activities away from the 
Manager and to the Contract Administrators.  This now enables 
the  Manager of Contracts to spend more time on oversight to 
ensure that all documentation is maintained to support that 
proper procurement procedures are followed in accordance with 
state and federal regulations.  Particular attention is being paid 
to documenting the preparation and receipt of the independent 
cost estimates.  The Manager of Contracts now uses a more 
detailed sign-off sheet to review and approve procurement 
actions.

Completed 

FINDING 1- Improper 
Procurement Procedures

Page 1 of 4  
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SCAG
INCURRED COST AUDIT

DRAFT CORRECTIVE ACTION PLAN

CALTRANS RECOMMENDATION SCAG PLAN COMPLETION 
DATE

F.    Take Caltrans, Division of Local Assistance (DLA) A&E consultant 
procurement training either in person or online at 
http://www.dot.ca.gov/hq/LocalPrograms/training.html

SCAG staff will take the online training offered at: 
http://www.dot.ca.gov/hq/LocalPrograms/training.html#2. 1/31/2019

A.      Ensure consultants provide adequate invoice detail to support costs
claimed in compliance with consultant contract terms and 2 CFR Part 200 (which
superseded 49 CFR Part 18, and 2 CFR Part 225). Additionally, ensure
consultants are required to submit invoices that identify the work performed by
task/activity and work element so proper documentation is maintained to support
consultant billings and local match.

SCAG has communicated the requirements to staff and 
consultants and increased monitoring of non-compliant 
consultants to ensure the contract provision which requires all 
invoices to be accompanied by a progress report  states the 
percentage of work completed.  SCAG will amend its contract 
template, and will amend its Procurement Policies and 
Procedures Manual, and Accounting Manual to require that 
consultant invoices show the billings applicable to each 
project/cost element.  Invoices that do not comply will be 
rejected.

6/30/2019

B.      Establish procedures that identify and define each staff’s roles and
responsibilities regarding consultant invoice reviews.

SCAG has secured the services of a project managment 
consultant to assist in process improvement including role and 
responsibilities definition, updating procedure manuals and 
providing training.  This initiative started on October 15, 2018 
and will cover all aspects of project management, from 
beginning to end, including the consultant invoice review 
process.

6/30/2019

C.   Revise the Grants Management Policies and Procedures and develop a 
Project Management Policies and Procedures Manual to ensure compliance with 
all applicable state and federal regulations and provide staff with detailed 
processes to follow.

The project management initiative will include a policies and 
procedures manual that details the steps to follow in accordance 
with state and federal regulations.

6/30/2019

D.      Ensure consultant contracts identify the funding sources and/or work
elements of each task/activity when there are multiple funding sources and/or
work elements.

SCAG is already rejecting invoices that do not show the 
allocation to applicable project/cost elements.  SCAG will 
amend its contract template, Procurement Policies and 
Procedures Manual, and Accounting Manual to require that 
consultant invoices show the billings applicable to each 
project/cost element.  This will ensure that grants are billed 
accurately and the correct local match is recorded.

6/30/2019
FINDING 2 – Contract 

Management Deficiencies 
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SCAG
INCURRED COST AUDIT

DRAFT CORRECTIVE ACTION PLAN

CALTRANS RECOMMENDATION SCAG PLAN COMPLETION 
DATE

E.      Ensure compliance with all state and federal regulations over the
administration of consultant contracts and that the contracts contain language as
required in the Caltrans’ agreements.

SCAG implemented the contract closeout procedures required 
by the Local Assistance Procdures Manual Chapter 10.8 the 
PCC section 10369 in June 2018 and will update its 
Procurement Policies and Procedures Manual accordingly.  
SCAG ceased the practice of retroactive contract amendments in 
June 2017.  Deliverables have been stored in the electronic 
folder for the applicable contract beginning with FY17 
deliverables.  SCAG will change its method for the annual 
funding of multi-year contracts.  In the future, each year's 
funding will be done by way of a purchase order and not a 
contract amendment to reduce the number of contract 
amendments.  

6/30/2019

F.  Ensure compliance with all state and federal regulations over the 
administration of sub-recipient (MOU) agreements, that agreements contain 
language as required in the Caltrans’ agreements and include specific contract 
end dates.

SCAG has updated its MOU template to: (1) Require project 
related travel and subsistence expenses of contractors consistent 
with California Department of Personnel Administration rates; 
(2) Reference 48 CFR Ch. 1 Part 31 when discussing sub-
contractor and third party compliance for applicable cost 
principles; SCAG will update its MOU template to require that 
the type of contract be specified as required by the Caltrans 
Local Assistance Procedures Manual in Chapter 10; SCAG will 
include specific contract end dates.

12/31/2018

G.  Ensure staff are properly trained on the administration and management of 
consultant and sub-recipient pass through funds. 

SCAG will train its staff on the new policies procedures relating 
to the administration and management of consultant and sub-
recipient pass through funds.

2/28/2019

A.       Reimburse Caltrans $1,558,051 for the disallowed costs identified above.

B.       Ensure billings to Caltrans are based on actual labor costs incurred.

SCAG is actively monitoring labor charges to ensure that staff 
charge time to the correct work element or non-project 
activities.  SCAG will conduct training to ensure that timesheet 
approvers review the propriety of timesheet charges before 
approving them.

12/31/2018

C.       Ensure the accounting methodology for retroactive pay and merit increases 
provides for an audit trail for changes made to the employee time sheets and costs 
are allocated to the appropriate pay periods.

SCAG's implemented a new procedure is for retroactive pay in 
Ocotber 2018 where the retoractive amount is traced back and 
applied to the pay periods, projects, & non-work time categories 
that were charged during the period covered by the retroactive 
pay.  The support documents for these adjustments will be 
retained for audit purposes.  

Completed 

FINDING 3 – Labor and 
Fringe Benefit Deficiencies
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SCAG
INCURRED COST AUDIT

DRAFT CORRECTIVE ACTION PLAN

CALTRANS RECOMMENDATION SCAG PLAN COMPLETION 
DATE

D.       Develop and implement written policies and procedures for proper and 
consistent labor charging practices.  Ensure procedures define appropriate 
charging practices for staff meetings and other non-project or work element 
activities.

Starting with FY18, no time is charged to Work Element 120 
except for Budget and Grants staff.  Staff meetings and other 
non-project or work element activities will be charged to the 
Indirect Cost fund and this will be included in SCAG's written 
policies and procedures.

6/30/2019

E.       Update the Accounting Manual to include procedures for time sheet 
corrections and retroactive pay and merit increases and train staff accordingly.

New procedures were implemented in October 2018.  The 
Accounting Manual will be updated. 6/30/2019

F.·       Develop separate fringe benefit allocation methodologies for regular staff, 
and interns and student assistants.

The new fringe benefit allocation methodology for non-regular 
staff was implemented in the accounting system in July 2018 
and will be implemented in the FY20 budget.

12/31/2018

A.       Ensure all billings to Caltrans include all applicable information and 
supporting documentation that trace to the billed costs and SCAG's financial 
management system.   This includes ensuring the Consolidated Planning Grant 
(CPG) IT Reports (or equivalent information) are provided and totaled by task 
associated to the respective work elements.

SCAG has developed a billing document checklist for billings to 
Caltrans.  It includes the CPG IT report.  The checklist requires 
the signature of the Accounting Manager.  It will also be the 
form where a Caltrans staff member will sign to acknowledge 
physical receipt of the billing package.  This was put into effect 
with the September 2018 billings.

Completed 

A.       Establish procedures over the Sponsorship program to ensure there is no 
real or appearance of a conflict of interest with consultants that provided 
donations to the Sponsorship Program and are awarded consultant contracts.

Staff has drafted a policy and procedures manual for the 
Sponsorship program and is circulating internally for review and 
approval.  It will address the conflict of interest concerns.  

1/31/2019

B.       Develop policies and procedures over the administration and management 
of the Sponsorship Program to ensure compliance with all state and federal 
regulations. 

Staff has drafted a policy and procedures manual for the 
Sponsorship program and is circulating internally for review and 
approval.  It will ensure compliance with all state and federal 
regulations.

1/31/2019

FINDING 5 – Possible 
Conflict of Interest with 
Sponsorship Program

FINDING 4 – Billing and 
Reporting Deficiencies

B.       Ensure supporting schedules provided with the billings include appropriate 
descriptions detailing where costs are being charged.

SCAG no longer uses the term "Other Project" to describe 
consultant costs billed to another funding source.  The funding 
source will be identified separately.  The Manager of 
Accounting will review all invoices to Caltrans for compliance 
with this requirement.

Completed 
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