
 

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

July 13, 2016 
 
 
To: Finance and Administration Committee 
 
From: Darrell Johnson, Chief Executive Officer 
 
 Janet Sutter, Executive Director 
 Internal Audit Department 
 
Subject: State of California, Department of Transportation, Incurred Cost 

Audit - Orange County Transportation Authority  
 
 
Overview 
 
The California Department of Transportation, Audits and Investigations 
Division, has completed an incurred cost audit of reimbursed project costs 
totaling $73,745,434, related to five Orange County Transportation Authority 
projects. The auditors identified one percent, or $709,469, in project costs that 
they believe should be disallowed or reviewed further to determine allowability. 
The auditors also made recommendations related to business relocation 
payments, right-of-way policies, contract management, and construction 
management practices. The results of the audit were transmitted to the 
California Department of Transportation, Planning and Modal Programs Deputy 
Director, who is responsible for providing a corrective action plan for disposition 
of these recommendations by August 9, 2016. 
 
Recommendation 
 
Direct staff to continue to work with the California Department of 
Transportation, Planning and Modal Programs, on appropriate disposition of 
recommendations.  
 
Background 
 
The Audits and Investigations (A&I) Division of the California Department of 
Transportation (Caltrans) notified the Orange County Transportation 
Authority (OCTA) on May 15, 2014, of its intent to perform an incurred cost 
audit of five OCTA projects funded through Caltrans. The projects included the 
Interstate 5 High-Occupancy Vehicle (HOV) project, the Kraemer Avenue 
Grade Separation project, the Orangethorpe Grade Separation project, the 
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Sand Canyon Grade Separation project, and the State Route 22 HOV project. 
Funding sources included Congestion Mitigation and Air Quality Improvement 
funds, Trade Corridor Improvement Funds, and Regional Surface 
Transportation Program funds. The audit included costs incurred during the 
period from July 1, 2011 through December 31, 2013. 
 
The audit included review of OCTA’s financial management system and 
transaction testing to ensure compliance with the Caltrans Local Assistance 
Procedures Manual, and various state and federal regulations. Fieldwork 
began in June 2014 and was completed during July 2015.  
 
Discussion 
 
The auditors cited $181,690 in unallowable costs related to “excess 
reestablishment costs” provided to two businesses that were permanently 
relocated as a result of the Orangethorpe Grade Separation project. OCTA 
management acknowledged one overpayment of $4,642 for reestablishment 
that resulted from a calculation error, but disagreed with the auditors’ 
interpretation of law that resulted in the recommended return of the balance of 
these costs. The auditors classified these costs as reestablishment costs which 
are limited to $10,000, whereas OCTA management asserts that the costs fall 
under eligible moving and related expenses. OCTA management further stated 
that legal counsel had no concerns with the approach used in this case.  
 
The auditors cited an additional $44,959 in unallowable costs for amounts that 
were incurred by a consultant between the contract expiration date and 
contract amendment date. While management acknowledged that the 
consultant contract was amended twice after expiration, they asserted that the 
work was necessary to complete and close-out ongoing work and that 
re-procuring these services was not a cost effective option. The auditors did 
not cite the costs as ineligible, but have recommended return of the funds 
because they were not incurred under a “valid contract.” 
 
An additional $482,820 in project costs were questioned by the auditors 
relating to business relocation payments, costs incurred on a construction 
management contract prior to amendment, and insufficient and/or inconsistent 
supporting documentation. OCTA management disagreed with the 
interpretations of the auditor relating to business relocation expenses and the 
scope of the project management agreement. Management acknowledged 
some inconsistencies and lack of documentation, but asserted that infrequent 
occurrences of this nature are typical of construction management projects of 
this size and complexity. Rather than recommending return of the amounts in 
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question, the auditors recommended that Caltrans Planning and Modal 
Programs determine whether any, or all, of this amount should be reimbursed. 
 
With regard to OCTA’s right-of-way policy, the auditors asserted that the policy 
does not allow for negotiation in instances where property being acquired is 
owned by an employee or member of the Board of Directors (Board) and, 
therefore, could be viewed as coercive. Management responded that the 
current policy allows for negotiation, and legal counsel advised that the policy 
is not coercive.   
 
The auditors also made recommendations to improve contract management 
and construction management practices. Management pointed out that much 
of the activity under review occurred prior to Board adoption of the updated 
Real Property Department Policies and Procedures Manual in June 2013, 
which incorporated improved procedures and practices.  
 
Summary 
 
Caltrans A&I division has conducted an incurred cost audit of funds awarded to 
OCTA on five projects.  
 
Attachment 
 
A. Orange County Transportation Authority Incurred Cost Audit P1575-0043 
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Janet Sutter Janet Sutter 
Executive Director, Internal Audit 
714-560-5591 
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