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October 15, 2010 
 

 
 
To: Finance and Administration Committee 
 
From: Will Kempton, Chief Executive Officer 
 
Subject: Santa Ana Freeway (Interstate 5) Gateway Project Audit 
 
 
Overview 
 
Agreed-upon procedures have been performed in relation to a cooperative 
agreement between the Orange County Transportation Authority and the 
California Department of Transportation for improvements to the 
Santa Ana Freeway (Interstate 5) between the Riverside Freeway (State Route 
91) and the Los Angeles County line. Agreed-upon procedures were also 
applied to a contract between the Orange County Transportation Authority and 
Caltrop Engineering Corporation for the same project.  Recommendations have 
been made to improve project management and controls.   
 
Recommendation  
 
Direct staff to implement recommendation 3 of the Report of Independent 
Accountants on Applying Agreed-Upon Procedures.  
 
Background 
 
In October 2004, the Orange County Transportation Authority (OCTA) entered 
into Cooperative Agreement No. C-4-1081 (Agreement) with the California 
Department of Transportation (Caltrans) whereby Caltrans was to provide 
right-of-way acquisition, utility relocation, and related support services for 
improvements to the Santa Ana Freeway (Interstate 5) between the 
Riverside Freeway (State Route 91) and the Los Angeles County line 
(I-5 Gateway Project) with OCTA providing funding primarily through 
Measure M. The original contract value was $25.3 million.  Through several 
amendments, the Agreement increased to $59.3 million.   
 
OCTA also entered into contract C-3-0691 (Contract) with Caltrop Engineering 
Corporation (Caltrop) for construction inspection, survey, and public awareness 
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services for the I-5 Gateway Project.  The maximum obligation under the 
Contract was $18 million. 
 
The Internal Audit Plan for fiscal year 2008-09 included an audit of the 
I-5 Gateway Project. The scope of the audit was refined to include the above 
referenced Agreement and Contract. The objective of this audit was to 
determine that costs incurred were in compliance with the Agreement, 
Contract, and policies and procedures. Through a competitive process, the 
Internal Audit Department (Internal Audit) employed the professional services 
firm of Wang Professional Corporation (Wang) to conduct agreed-upon 
procedures. 
 
Discussion 
 
Procedures Related to Caltrans Cooperative Agreement No. C-4-1081 
 
In performing agreed-upon procedures relative to OCTA’s Agreement with 
Caltrans, Wang identified four issues. First, the auditors determined that 
Caltrans failed to enforce quarterly progress billings from its contractor, 
Southern California Gas Company (SCG), for utility relocation work under a 
utility agreement. Wang recommended that Caltrans ensure its contractors 
comply with the terms and conditions of agreements. Caltrans District 12 
agreed with the recommendation, indicating it would elevate the issue to its 
headquarters so agreement requirements are consistently enforced throughout 
Caltrans. 
 
Wang’s second finding and recommendation relate to the same utility 
Agreement. Based on documentation available for review, Wang 
recommended that OCTA recover $105,923 from Caltrans for unsupported gas 
line relocation charges. Caltrans disputed the finding so Internal Audit reviewed 
additional documentation after Wang issued its report. The issue relates to an 
amendment to the Agreement that was not executed at the time relocation 
work was performed in 2005 and 2006. In October 2005, Southern California 
Gas Company (SCG) submitted an estimate of costs to Caltrans.  Included in 
total costs was an estimate of $123,162 for construction work. Several months 
later, SCG received bids from contractors, with the lowest bid being $341,000.  
Caltrans did not initiate an amendment until 2008 when SCG invoiced. Caltrans 
should review its utility relocation process to ensure that amendments are 
executed in a timely manner and in accordance with its policy and procedures.   
 
The third finding and recommendation by Wang relates both to the SCG utility 
agreement noted above as well as other utility relocation work performed by 
Caltrans for the I-5 Gateway Project.  Wang noted several occasions where 
Caltrans approved payments of utility invoices prior to review by the senior 
resident engineer and contrary to Caltrans policies and procedures. Caltrans 
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responded that it is subject to the California Prompt Payment Act which allows 
only 45 days to process payments, but added that it will remind its staff of the 
requirement that the resident engineer review invoices prior to payment. Wang 
also recommended that OCTA verify approval by the Caltrans senior resident 
engineer prior to making payments and OCTA management agreed. 
 
Wang’s final finding related to the Agreement cites inadequate documentation 
supporting paid invoices. The auditors recommended that Caltrans request 
additional support for certain costs, such as a $370,248 invoice from a SCG 
subcontractor.  Caltrans responded that SCG is contractually required to retain 
such documentation and make it available for audit, but is not required to 
provide it with its invoice. Internal Audit agrees that significant purchased 
services should be supported by a detailed invoice; however, Caltrans policy 
and procedures do not require these controls. 
 
Procedures Related to Caltrop Contract No. C-3-0691 
 
Wang made three findings related to OCTA’s contract with Caltrop for 
construction inspection, survey, and public awareness services. First, the 
auditors determined that Caltrop did not obtain prior written approval from 
OCTA’s project manager for 175 overtime hours billed under the contract and 
recommended that OCTA recover $31,253 for these charges.  Both Caltrop 
and OCTA’s project manager indicated that this overtime was discussed daily 
and weekly.  In addition, the requirement, which had been included by Caltrop 
on its rate schedule, was later removed from the contract through an 
amendment. 
 
Internal Audit has concluded that the project manager waived the preapproval 
requirement, making recovery of the amount unlikely.  However, Internal Audit 
disagrees that overtime approval should be eliminated from contracts as it 
serves as an important contractor oversight tool. Internal Audit provided a 
recommendation within its Limited Scope Review Performed in Relation to an 
Audit of Interstate 5 Gateway Project Contracts (Limited Scope Review) report 
that the Contracts Administration and Materials Management (CAMM) 
Department develop a policy with regard to approval of the elimination of 
significant contract requirements through amendments. CAMM has updated its 
policies and procedures accordingly. 
 
Wang also identified $1,157 of inappropriate charges for meal time. Caltrop 
indicated that the employees inadvertently omitted meal periods from 
timesheets. Internal Audit has concluded that employee error is the probable 
cause of the suspected overbilling and recommends that OCTA waive recovery 
of this amount. 
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Finally, during its testing of Caltrop invoices, the auditors identified charges for 
subcontractor employees who were not identified in the Contract. The 
Contract’s “Schedule I – Hourly Rate Schedule” includes project personnel by 
name, position, and rate. Changes to the schedule must be approved by 
OCTA; however, the auditors indicated there was $724,022 (unaudited) in 
charges for unapproved individuals.   
 
In its response, Caltrop argued that only “key personnel” required approval.  
While the addition or removal of key personnel is required under Article 3 of the 
Contract, Article 5 requires that rates for other personnel also be approved by 
amendment.  Internal Audit has identified similar issues in the past with other 
OCTA contracts and has, therefore, provided a recommendation in the limited 
scope review report that OCTA enhance its review of contractor invoices prior 
to approval.  Management agreed with the recommendation. 
 
Summary 
 
Agreed-upon procedures have been applied to two I-5 Gateway Project 
contracts.  Recommendations have been made to improve internal controls 
and contract oversight.   
 
Attachment 
 
A. Report of Independent Accountants on Applying Agreed-Upon 

Procedures 
 
 
 
 
 
 
 
 
 
 
 
Approved by: 

 
 
 
 

Kathleen M. O’Connell 

 

Executive Director, Internal Audit 
714-560-5669 
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