
 

Orange County Transportation Authority 
550 South Main Street / P.O. Box 14184 / Orange / California  92863-1584 / (714) 560-OCTA (6282) 

August 8, 2012 
 
 
To: Finance and Administration Committee 
 
From: Will Kempton, Chief Executive Officer 
 
Subject: Financial and Compliance Audits of Nine Combined 

Transportation Funding Program Projects 
 
 
Overview 
 
External audit firm Thompson, Cobb, Bazilio & Associates, PC, has completed 
audits of nine projects funded through the Combined Transportation Funding 
Program.  The auditors questioned costs of $677,015 incurred by the City of 
Stanton and offered recommendations to the cities of Costa Mesa, Santa Ana, 
Irvine, Placentia, and Laguna Niguel, to ensure compliance. In addition, the 
auditors issued a recommendation to Orange County Transportation Authority 
staff to enhance procedures related to timely project closeout. Finally, the 
Internal Audit Department issued a recommendation to Orange County 
Transportation Authority staff to amend language in master funding 
agreements and update guidelines to ensure clarity with regard to the right to 
audit.  
 
Recommendations  
 
A. Receive and file financial and compliance audits of nine Combined 

Transportation Funding Program projects. 
 

B. Direct staff to amend master funding agreements and to update 
Combined Transportation Funding Program Guidelines to clarify 
language regarding the right to audit. 
 

C. Direct staff to implement recommendation related to timely project 
closeout. 

 
Background 
 
The Combined Transportation Funding Program (CTFP) was created by the 
Orange County Local Transportation Authority (OCLTA) to provide local 
agencies with a common set of guidelines (CTFP Guidelines) and project 
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selection criteria for a variety of funding programs. Cooperative agreements 
were executed with the cities to govern these expenditures. 
 
OCLTA issued a CTFP “call for projects” on a biennial basis to all eligible local 
agencies, at which time agencies are required to submit an application to 
receive funding. Applications are reviewed and ranked using evaluation criteria 
developed for each program. The OCLTA’s Board of Directors approves 
projects and funding allocations. 
 
The Fiscal Year 2011-12 Internal Audit Plan included CTFP project audits. The 
Internal Audit Department (Internal Audit) engaged external audit firm 
Thompson, Cobb, Bazilio & Associates, PC (TCBA) to conduct audits of nine 
CTFP projects closed from January 1, 2010 through March 31, 2011.  
 
Discussion 
 
Selection of Projects 
 
Internal Audit obtained a listing of all CTFP projects closed from 
January 1, 2010 through March 31, 2011, from the Planning Division. From this 
population, Internal Audit selected nine projects for audit.  
 
Statistics for the population of projects closed and the sample selected for audit 
are as follows: 
 
Total costs of projects in population:  $57,224,461
Total costs of projects selected for audit:    24,811,447
Percentage of total closed project costs selected for audit:    43%
 
The objectives of the audits were to determine whether the projects were 
completed in accordance with the CTFP Guidelines and agreements, costs 
charged to the project were reasonable and allocable, records and 
documentation were adequately maintained, whether the jurisdictions complied 
with competitive procurement requirements, and whether adequate accounting 
and cash management procedures were employed. 
 
TCBA Findings and Recommendations 
 

City of Stanton 
 
TCBA questioned design and right-of-way engineering costs of $677,015 
incurred by the City of Stanton (Stanton) for a Katella Avenue smart street 
project. The project commenced in 1997 and a final report was submitted 
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by Stanton in June, 2009. The auditors cited Stanton’s lack of evidence of 
competitive procurement and an appearance of conflict of interest because 
certain services were awarded to the same consultant that represented 
Stanton as the Director of Public Works and City Engineer. In addition, 
Stanton could not locate a contract to support $255,432 in additional work 
awarded to this consultant, and the consultant’s invoiced costs exceeded 
contractually obligated amounts by $129,681. Stanton provided a written 
response disputing the auditor’s findings and provided a legal opinion 
stating that no conflict of interest laws were violated. In its response, 
Stanton also highlighted a 1995 Cooperative Agreement (Agreement) 
between Stanton and OCLTA that states that an audit shall be performed 
within 90 days of receiving the final report from Stanton. See Attachment A 
for the detailed audit report and management response. 
 
The 90 day limitation for completing an audit is insufficient, and provisions 
in Master Funding Agreements executed for Measure M2 projects indicate 
four years. Internal Audit staff consulted legal counsel to obtain an opinion 
regarding the audit language in the Agreement and whether reimbursement 
of questioned costs could be pursued. Legal counsel opined that OCLTA 
would likely be unsuccessful in legally enforcing a reimbursement 
(Attachment B).  
 
To address possible limiting language in cooperative agreements, Internal 
Audit has made a recommendation that OCLTA staff review cooperative 
and/or master funding agreements and related CTFP Guidelines and 
pursue amendments and updates to ensure clarity with regard to the right to 
audit. Staff agreed to make the appropriate amendments and updates 
(Attachment C). 

 
Cities of Costa Mesa, Santa Ana, Irvine, Placentia, and Laguna Niguel 
 
The City of Costa Mesa (Costa Mesa) did not document its determination of 
cost allocation for invoices applicable to multiple projects. Costa Mesa also 
did not formally amend contracts to reflect new contractor personnel and 
approved hourly rates. TCBA recommended that, when one contractor is 
used for multiple projects, the contractor be required to identify costs by 
project on the invoices and that Costa Mesa ensure amendments are 
processed for any new personnel and/or revised hourly rates. Costa Mesa 
responded that these recommendations will be implemented for future 
projects (Attachment D). 
 
The City of Santa Ana (Santa Ana) did not maintain documentation of its 
evaluation and decision that local agency forces could perform project work 
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more cost effectively or more timely than a contractor, as required by CTFP 
Guidelines. Santa Ana agreed to properly document this evaluation in the 
future (Attachment E). 
 
The City of Irvine (Irvine) overstated project costs by $2,138,689 in its final 
report; however, this reporting error did not result in over-billings to OCLTA 
since billings were based on actual costs in the general ledger. Irvine 
agreed to reconcile final project costs to the general ledger to prevent 
reporting errors (Attachment F). 
 
TCBA noted that the cities of Placentia and Laguna Niguel did not submit 
project final reports to OCLTA within 180 days of project completion as 
required by CTFP Guidelines. The cities responded that, in the future, final 
reports will be submitted timely (Attachments G and H). 

 
OCLTA Management 
 
In connection with these audits, TCBA also recommended that OCLTA 
management enhance procedures to address the timeliness of final report 
submission and processing of final payments (Attachment I). Specifically, 
TCBA noted that final reports for two of the projects reviewed were not 
submitted within 180 days as required and that final payments related to 
seven of the projects were made between four and eleven months after 
submission of the final report. CTFP Guidelines indicate final payment will be 
made within 60 days, and files lacked adequate evidence to justify the delay. 
Management indicated that new methods of tracking and training methods 
have been implemented to ensure local agencies submit final reports in a 
timely manner. Also, management agreed to enhance procedures for 
documenting the reasons for payment delay and to evidence ongoing 
communications with local agencies. 

 
There were no findings or recommendations related to the audits of projects by 
the cities of Anaheim and Brea (Attachments J, K, and L). 
 
Summary 
 
TCBA completed audits of nine projects funded through the CTFP. The 
auditors questioned costs of $677,015 incurred by the City of Stanton, and 
offered recommendations to the cities of Costa Mesa, Irvine, Laguna Niguel, 
Placentia, and Santa Ana to ensure compliance. In addition, TCBA issued a 
recommendation to OCLTA staff to enhance procedures related to timely 
project closeout. Finally, Internal Audit issued a recommendation to OCLTA 
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staff to amend language in master funding agreements and update guidelines 
to ensure clarity with regard to the right to audit.  
 
Attachments 
 
A. Combined Transportation Funding Program Financial and Compliance 

Audit, City of Stanton, Katella Avenue Smart Street Program Project 
from Knott Avenue to Stanton Channel (Engineering, Right-of-Way, and 
Construction), Project No. 97-STAN-SSP-2019 

B. Memorandum from Woodruff, Spradlin & Smart to Janet Sutter 
regarding Audit of City of Stanton; Combined Transportation Funding 
Program, dated July 12, 2012 

C. Memorandum from Serena Ng to Kia Mortazavi, regarding 
Supplemental Comments – CTFP Audits, dated July 19, 2012 

D. Combined Transportation Funding Program Financial and Compliance 
Audit, City of Costa Mesa, Fairview/I-405 Interchange Improvement 
Project (Construction), Project No. 05-CMSA-RIP-2102  

E. Combined Transportation Funding Program Financial and Compliance 
Audit, City of Santa Ana, Citywide Traffic Signal Coordination Project 
(Construction and Engineering), Project No. 03-SNTA-SIP-1212 

F. Combined Transportation Funding Program Financial and Compliance 
Audit, City of Irvine, MacArthur Boulevard at Red Hill Avenue 
Intersection Improvement Project (Construction), Project No. 05-IRVN-
MPAH-2005 

G. Combined Transportation Funding Program Financial and Compliance 
Audit, City of Placentia, Metrolink Station / Transit Facility Project 
(Engineering), Project No. 03-PLAC-TDM-1196 

H. Combined Transportation Funding Program Financial and Compliance 
Audit, City of Laguna Niguel, Avery Parkway Eastbound Right Turn 
Lane at the I-5 Freeway Improvement Project (Construction), Project 
No. 00-LNIG-GMA-3121 

I. Letter from TCBA to OCLTA Board, regarding CTFP and  
Recommendations to OCLTA Staff, dated June 21, 2012 

J. Combined Transportation Funding Program Financial and Compliance 
Audit, City of Anaheim, Imperial Highway (Santa Ana Canyon Road to 
Orangethorpe Avenue) Project (Construction), Project No. 07-ANAH-
MPAH-2000 

K. Combined Transportation Funding Program Financial and Compliance 
Audit, City of Brea, Kraemer Boulevard at Birch Street Intersection 
Improvement Project (Construction), Project No. 03-BREA-IIP-1032 
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L. Combined Transportation Funding Program Financial and Compliance 
Audit, City of Brea, Imperial Highway Smart Street Program Project 
(Segment B) (Construction), Project No. 97-FULL-SSP-2010 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Prepared by: 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Approved by: 

Serena Ng Janet Sutter 
Principal Internal Auditor 
714-560-5938 

Executive Director, Internal Audit 
714-560-5591 
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 INTEROFFICE MEMO 
 
 
July 19, 2012 
 
 
To: Kia Mortazavi, Executive Director 
 Planning 
 
From: Serena Ng, Principal Internal Auditor 
 Internal Audit 
 
Subject: Supplemental Comments – CTFP Audits 
 
 
The Internal Audit Department (Internal Audit) engaged external audit firm 
Thompson, Cobb, Bazilio & Associates, PC (TCBA) to conduct audits of nine 
Combined Transportation Funding Programs (CTFP) projects closed from 
January 1, 2010 through March 31, 2011. At the conclusion of the audits, after 
consultation with legal counsel, it was determined that confusing and 
conflicting language in the Measure M1 (M1) cooperative agreements and 
CTFP Guidelines, under which the audited projects were bound, may restrict 
the Orange County Transportation Authority’s (Authority) right to audit and/or 
recover funds identified as unallowable. As a result, Internal Audit undertook a 
review of the audit requirements included in the current master funding 
agreements for Measure M2 (M2) and the current CTFP Guidelines. 
 
Language on Review and Audit Requirements 
 
The master funding agreement defines the specific terms and conditions and 
funding responsibilities between the Authority and agency for CTFP and Local 
Fair Share Program Net Revenues. Article 6 of the master funding agreement 
states that the “Authority and Agency shall maintain a complete set of records 
in accordance with generally accepted accounting principles. Upon reasonable 
notice, Agency shall permit the authorized representatives of the Authority to 
inspect and audit all work, materials, payroll, books, accounts, and other data 
and records of Agency for a period of four (4) years after final payment, or 
completion of audit by the Authority, or after final payment of debt service 
where local fair share revenues were pledged, whichever is longer. For 
purposes of audit, the date of completion of this Agreement shall be the date 
of Authority’s payment of Agency’s final billing (so noted on the invoice) under 
this Agreement.” The language on audit requirements in the M2 funding 
agreements is an improvement over the M1 cooperative agreements, since it 
provides a right-to-audit for a period of four years after final payment. 
However, the last sentence appears confusing.  
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Additionally, Article 3 of the master funding agreement refers to an audit and 
or technical review to ensure that CTFP Guidelines, policies, and procedures 
were followed and indicates that such audit will be performed within 180 days 
of the Authority receiving the final report. The use of the term “audit” is not 
appropriate since Authority staff is referring to the desk and technical reviews 
performed by Planning staff. 
 
The February 2012 CTFP Guidelines do not clearly distinguish between the 
desk reviews and technical reviews that Planning staff performs and the 
financial and compliance audits that Internal Audit or its designee performs. 
The guidelines are silent on the timing of the reviews and audits.  
 
Recommendation: 
 
Internal Audit recommends that management amend M2 master funding 
agreements and the CTFP Guidelines to clearly define desk reviews, technical 
reviews, and financial and compliance audits, and to identify the timing and 
requirements thereof. M2 master funding agreements and the related CTFP 
Guidelines should be consistent. Management may want to consider obtaining 
legal counsel opinion on revisions. 
 
Management should also consider revisions to the M1 cooperative 
agreements with those jurisdictions that have current projects. 
 
Management Response (Planning Division): 
 
The M2 CTFP Guidelines have been updated for the 2013 Call for Projects 
and will be presented to the Board of Directors for review in August. The 
update will include changes to Chapter 10, Technical and Field Review 
section, as well as Chapter 11, Independent Audit Process Overview section; 
comments provided by Internal Audit have been incorporated. In addition, staff 
recommended changes to the M2 Master Funding Cooperative Agreement to 
coincide with the CTFP Guideline changes. The changes to the CTFP 
Guidelines and Master Funding Coop provide clear distinction between the 
requirements of the technical and field reviews versus an independent audit as 
well as allow a five year period for independent audits. Finally, the M1 Master 
Funding cooperative agreements are being revised to allow for a five year 
audit period after the Authority’s release of final payment. 
 
c: Kurt Brotcke 
 Abbe McClenahan 
 Paul Rumberger 
 Janet Sutter 
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