
State o f California 	 California State Transportation Agency 
DEPARTMENT OF TRANSPORTATION 

Memorandum Serious drought. 

Help Save Water! 

To: 	 RIHUI ZHANG Date: June 21, 2016 
Division Chief 
Local Assistance File: P2710-0053 

From: 	 ALICE LEE, Chief 
External Audit - Contracts 
Audits and Investigations 

Subject: 	 AUDIT OF CITY OF ORANGE 

Attached is the final audit report setting forth the results of the audit of the City of Orange's (City) 
financial management system relative to projects funded by Cal trans using the American Recovery 
and Reinvestment Act of 2009 (ARRA). The audit was for the period of July 1, 2009, through 
February 28, 2014. The audit was performed by the State Controller 's Office on behalf of Caltrans. 

The audit concluded that the City's accounting system and internal controls appear adequate to 
properly capture costs and segregate reasonable, allocable, allowable project costs as required by 
Title 2, Code of Federal Regulations, Part 225 and the Caltrans Master Agreement. In addition, the 
City has a system to accurately report project and job information as required by section 1512 of 
ARRA. However, the audit disclosed the following findings: 

• 	 The City's indirect costs included in the City's direct labor rates were not approved by 
Caltrans. 

• 	 The City did not accurately report contractor and city labor hours in the California 
Recovery Input System (CRIS). 

If you have any questions please contact Luisa Ruvalcaba, Audit Manager, at (916) 323-7888. 

Attachment(s) 

c: 	 Fardad Falakfarsa, Chief, Office of Federal Resources, Division of Budgets 
Jim Kaufman, District 12, Local Assistance Engineer, Division of Local Assistance 
Mark Samuelson, Chief, Office of Policy Development and Quality Assurance, Division of 
Local Assistance 
Lai Huynh, Audits and Performance Analyst, Division of Local Assistance 
Marsue Morrill, Chief, External Audits - Local Governments, Audits & Investigations 
Luisa Ruvalcaba, Audit Manager, Audits & Investigations 

"Provide a safe. sustainable, integrated and effic ient transportation system 
to enhance Califom ia seconomy and livability" 
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MarSue Morrill, Chief 
Department of Transportation 
Audits and Investigations 
P.O. Box 942874 
Sacramento, CA 94274-0001 

Dear Ms. Morrill: 

The State Controller's Office (SCO) audited the City of Orange's financial management system 
relative to projects funded by the California Department of Transportation (Caltrans) with 
American Recovery and Reinvestment Act of 2009 (ARRA) funds. The SCO also audited project 
costs incurred during our audit period to determine whether the costs were allowable for federal 
ARRA reimbursement. The audit was for the period of July 1, 2009, through February 28, 2014. 

The city's accounting system and internal controls appear adequate to accumulate and segregate 
reasonable, allocable, and allowable project costs as required by Title 2, Code ofFederal 
Regulations, Part 225 (2 CFR 225) and the Caltrans Master Agreement. However, the city does 
not have a system to accurately report project and job information to Caltrans as required by 
section 1512 of ARRA. 

We selected for testing ARRA-funded construction projects ESPL-5073(062) and 
ESPLE-5073(065) and, for each project, determined that: 

• 	 The city complied with applicable federal competitive bidding and procurement 
requirements . 

• 	 Except for the instances of noncompliance noted below, ARRA project costs reimbursed by 
Caltrans during the audit period were reasonable, allocable, and allowable in accordance with 
2 CFR 225 and applicable Caltrans requirements. Schedule 1 of this report is a summary of 
project costs reimbursed by Caltrans during the audit period. 

• 	 The city properly submitted billings to Caltrans for reimbursement of ARRA-funded project 
costs. 

• 	 The city complied with the Buy America requirement of Title 23, United States Code. 

Our audit found the following reportable conditions: 

• 	 The city submitted claims for project-related indirect costs to Caltrans without obtaining 

prior approval. 


• 	 The city did not accurately report contractor and city labor hours in the California Recovery 
Information System. 



MarSue Morrill, Chief -2- May 4, 2016 

If you have any questions, please contact Andrew Finlayson, Chief, State Agency Audits Bureau, 
at (916) 324-6310. 

Sincerelv, 

JEFFREY V. BROWNFIELD, CPA 
Chief, Division of Audits 

JVB/rg 

Attachment 

cc: Joe DeFrancesco, Public Works Director 
City of Orange 

Paul Tran, Associate Civil Engineer 
City of Orange Public Works Department 

Katrin Bandhauer, Assistant Finance Director 
City Of Orange 

Luisa Ruvalcaba, Audit Manager 

Audits and Investigations 

California Department of Transportation 


Roochel Espilla, Audit Manager 

State Controller's Office 


Efren Loste, Auditor-in-charge 

State Controller's Office 
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City ofOrange 	 Caltra11s Projects Funded by ARRA 

Audit Report 

Summary 

Background 

The State Controller's Office (SCO) audited the City of Orange's financial 
management system relative to projects funded by the California 
Department of Transportation (Caltrans) with American Recovery and 
Reinvestment Act of 2009 (ARRA) funds. The SCO also audited project 
costs reimbursed by Caltrans during the audit period to determine whether 
the costs were allowable for federal ARRA reimbursement. The audit was 
for the period of July 1, 2009, through February 28, 2014. · 

The city's accounting system and internal controls appear adequate to 
accumulate and segregate reasonable, allocable, and allowable project 
costs as required by Title 2, Code of Federal Regulations, Part 225 
(2 CFR 225) and the Caltrans Master Agreement. However, the city does 
not have a system to accurately report project and job information to 
Caltrans as required by section 1512 of ARRA. 

We selected ARRA-funded construction projects ESPL-5073(062) and 
ESPLE-5073(065) and, for each project, determined that: 

• 	 The city complied with applicable federal competitive bidding and 
procurement requirements . 

• 	 Except for the instances of noncompliance noted below, ARRA 
project costs reimbursed by Caltrans within our audit period were 
reasonable, allocable, and allowable in accordance with 2 CFR 225 
and applicable Caltrans requirements. Schedule 1 of this report is a 
summary of project costs reimbursed by Caltrans during the audit 
period. 

• 	 The city properly submitted billings to Caltrans for reimbursement of 
ARRA-funded project costs. 

• 	 The city complied with the Buy America requirement of Title 23, 
United States Code. 

Our audit fou nd the following reportable conditions: 

• 	 The city submitted claims for project-related indirect costs to Caltrans 
without obtaining prior approval. 

• 	 The city did not accurately report contractor and city labor hours in 
the California Recovery Information System. 

Caltrans entered into Master Agreement No. 12-5073R with the City of 
Orange. In addition, the city has been approved for ARRA funding for the 
following Caltrans construction projects: 

• $1,620,734 for Award No. ESPL-5073(062) 
• $1,889,000 for Award No. ESPLE-5073(065) 
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City ofOra11ge 	 Caltra/IS Projects Funded by ARRA 

This audit was performed by the SCO on behalf of Cal trans (Audit Request 
No. P2710-0053). The authori ty to conduct this audit is given by: 

• 	 Interagency Agreement No. 77 A0033, dated March 29, 2010, between 
the SCO and Caltrans, which provides that the SCO will perform audits 
of contracts between Caltrans and private contractors to ensure 
compliance with the American Recovery and Reinvestment Act of 
2009. 

• 	 Government Code section 12410, which states, "The Controller shall 
superintend the fiscal concerns of the state. The Controller shall audit 
all claims against the state, and may audit the disbursement of any 
money, for correctness, legality, and for sufficient provisions of law for 
payment." 

• 	 Government Code section 12430, which states, "With respect to audits 
to fulfill the requirements necessary for the receipt of federal funds, the 
State Auditor shall be primarily responsible for financial audits, and the 
Director of Finance or the Controller shall be primarily responsible for 
compliance audits ...." 

Objectives, Scope, The objectives of our audit were to determine whether: 

and Methodology • 	 The city's financial management system is adequate to accumulate and 
segregate reasonable, allocable, and allowable project costs m 
accordance with 2 CFR 225 and applicable Caltrans requirements. 

• 	 The city has processes in place to ensure compliance with provisions 
of ARRA, fiscal provisions of the city's Master Agreement 
No. 12-5073R between the city and Caltrans, and specific fiscal and 
funding procedures of Cal trans' Local Assistance Procedures. 

• 	 The city has complied with applicable federal competitive bidding and 
procurement requirements. 

• 	 The city has a system to accurately report project and job information 
to Caltrans as required by section 1512 of ARRA. 

• 	 ARRA project costs incurred within the audit period were reasonable, 
allocable, and allowable in accordance with 2 CFR 225 and applicable 
Caltrans requirements. 

• 	 The city properly submitted billings to Caltrans for reimbursement of 
project costs funded by ARRA. 

• 	 The city complied with the Buy America requirement of Title 23, 
United States Code. 

The scope of the audit was limited to financial and compliance activities 
related to projects funded by Caltrans with ARRA funds. The audit was 
for the period of July 1, 2009, through February 28, 2014. Our review of 
projec t costs was limited to costs reimbursed by Caltrans as of February 
28, 2014. Schedule 1 of this report is a summary of project costs that were 
reimbursed by Caltrans as of February 28, 2014. 
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City ofOrange 	 Ca/trans Projects Funded by ARRA 

To achieve our audit objectives, we performed the following audit 
procedures: 

• 	 Reviewed prior financial statements and single audit reports of the city. 

• 	 Obtained and reviewed the city's written policies and procedures 
relating to accounting, construction project management, and contract 
management. 

• 	 Interviewed city employees in order to gain an understanding of the 
city's internal controls, accounting systems, and billing processes 
related to Caltrans-funded projects, including ARRA projects. 

• 	 Performed limited testing of Caltrans-funded ARRA projects to ensure 
that the city's financial management system is adequate to accumulate 
and segregate reasonable, allocable, and allowable project costs in 
accordance with 2 CFR 225 and applicable Caltrans requirements. This 
limited testing included reviewing the accounting process for the city's 
own labor costs billed to Caltrans-funded ARRA construction projects. 

• 	 Interviewed city employees and reviewed supporting documentation to 
obtain an understanding of the ARRA reporting processes. 

We selected for testing ARRA-funded construction projects 
ESPL-5073(062) and ESPLE-5073(065) and, for each project, performed 
the following audit procedures: 

• 	 Reviewed project files to ensure that the city complied with applicable 
federal competitive bidding and procurement requirements. 

• 	 Selected a sample of project expenditures and reviewed supporting 
documentation to ensure that project expenditures including the city's 
own labor costs were reasonable, allocable, and allowable in 
accordance with 2 CFR 225 and applicable Caltrans requirements. 

• 	 Reviewed construction contract change orders to ensure that they were 
properly approved and supported. 

• 	 Reviewed the city's billings sent to Caltrans to ensure that the city 
properly billed Caltrans for reimbursement of project expenditures. 

• 	 Reviewed the city's section 1512 reporting data to ensure that data was 
reported accurately to Caltrans. 

We conducted this performance audit in accordance with generally 
accepted government auditing standards. Those standards require that we 
plan and perform the audit to obtain sufficient, appropriate evidence to 
provide a reasonable basis for our findings and conclusions based on our 
audit objectives. We believe that the evidence obtained provides a 
reasonable basis for our findings and conclusions based on our audit 
objectives. 

We did not audit the city's financial statements. We limited our audit scope 
to planning and performing audit procedures necessary to achieve our 
audit objectives. 
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City ofOrange 	 Cal/Tans Projects Funded by ARRA 

Conclusion 

Views of 
Responsible 
Officials 

Restricted Use 

We determined that the City of Orange has an accounting system and 
internal controls to adequately accumulate and segregate reasonable, 
allocable, and allowable project costs as required by 2 CFR 225 and the 
Caltrans Master Agreement. However, the city does not have a system to 
accurately report project and job information to Caltrans as required by 
section 1512 of ARRA. 

We selected for testing ARRA-funded construction projects ESPL­
5073(062) and ESPLE-5073(065), and for each project, determined that: 

• 	 The city complied with applicable federal competitive bidding and 
procurement requirements. 

• 	 Except for the instances of noncompliance noted below, ARRA project 
costs reimbursed by Caltrans within the audit period were reasonable, 
allocable, and allowable in accordance with 2 CFR 225 and applicable 
Caltrans requirements. Schedule 1 of this report is a summary of project 
costs reimbursed by Caltrans during the audit period. 

• 	 The city properly submitted billings to Caltrans for reimbursement of 
project costs funded by ARRA. 

• 	 The city complied with the Buy America requirement of Title 23, 

United States Code. 

Our audit found the following reportable conditions: 

• 	 The city submitted claims for project-related indirect costs to Caltrans 

without obtaining prior approval. 

• 	 The city did not accurately report contractor and city labor hours in the 

California Recovery Information System. 

We issued a draft report on March 28, 2016. William M. Kolbow, Finance 
Director, responded by letter dated April 20, 2016, agreeing with the audit 
results. This final audit report includes the city's response. 

This report is solely for the information and use of the City of Orange, 
Caltrans, and the SCO. It is not intended to be and should not be used by 
anyone other than these specified parties. This restriction is not intended 
to limit distribution of this report, which is a matter of public record. 

~ 

Oi~rG~NAL S~G:\Eu) BV: 
I• 

JEFFREY V. BROWNFIELD, CPA 

Chief, Division of Audits 


May 4, 2016 
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City ofOrange Ca/trans Projects Funded by ARRA 

Schedule 1­
Summary of Project Costs Reimbursed by Caltrans 


July 1, 2009, through February 28, 2014 


Costs 
Reimbursed by 

Federal Award Award Amount Calfrans 

Award# ESPL-5073(062) $ 1,620,734 $ 1,465,302 I 

Award# ESPLE-5073(065) 1,889,000 1,889,000 I 

Total $ 3,509,734 $ 3,354,302 

1 See the Findings and Recommendations section. 
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City ofOrange Ca/trans Projects F11nded by ARRA 

Findings and Recommendations 

FINDINGl­
Indirect costs 
included in the 
city's direct labor 
rates were not 
approved by 
Caltrans 

The city's master agreement with Caltrans provides that the city cannot be 
reimbursed for indirect costs unless Cal trans has approved its indirect cost 
rate on an annual basis. The city invoiced Cal trans for labor hours that city 
employees worked on Caltrans projects. The labor rates used to calculate 
the city labor costs included an overhead cost component that should have 
been approved by Caltrans prior to submissions of requests for 
reimbursement. The city applied a 5% to 6% overhead rate to the salaries 
as a means to recoup the cost of administrative support from the 
Department of Finance, City Clerk, and City Attorney, provided to 
operating departments such as the Public Works Department. Although 
costs are allowable for reimbursement under federal cost principles, the 
city's master agreement with Caltrans provides that the city must have 
indirect costs rates approved by Caltrans before submitting indirect costs 
for reimbursement. 

Article IV, Paragraph 8 of the Master Agreement for Federal Aid Projects 
between Caltrans and the city provides that: 

An Indirect Cost Rate Proposal and Central Service Cost Allocation Plan 
and related documentation are to be provided to the State (Caltrans 
Audits and Investigations) annually for review and approval prior to the 
Administering Agency seeking reimbursement of indirect costs incurred 
within each fiscal year being claimed for federal reimbursements. 

Recommendation 

The city should obtain Caltrans approval before submitting indirect costs 
for reimbursement. The city should conduct a review of prior Caltrans 
reimbursement requests to determine whether it is necessary to reimburse 
Caltrans for any disallowed/unapproved indirect costs. In the alternative, 
rather than reimburse Caltrans for prior unapproved indirect costs, the city 
should work with Caltrans to submit for approval indirect cost rates that 
were used in prior years. 

City's Response 

At the time of the reimbursement request, the City's project manager was 
not aware ofthe requirement to obtain Caltrans' approval ofindirect cost 
rates prior to submittal of reimbursement requests. 

In the future, the City will obtain annual approval from Caltrans prior to 
including indirect costs in project reimbursement requests. 

In addition, the City will undertake a review of prior year contact 
reimbursement requests. Should any indirect costs be found, the City will 
work with Caltrans to obtain retroactive approval of those indirect rates. 
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City ofOrange Ca/trans Projects Funded by ARRA 

FINDING2­
The city did not 
accurately report 
contractor and city 
labor hours in the 
California 
Recovery Input 
System 

We determined that the city over-reported 6,317 contractor labor hours 
and 2,970 city labor hours in the California Recovery Input System 
(CRIS). 

Sections 1201 and 1512 of ARRA require Caltrans to provide monthly 
updates to the Federal Highway Administration (FHW A) on projects 
funded and jobs created by ARRA. The city, as a sub-recipient, shares 
responsibility with Caltrans for the quality of data submitted to the FHWA. 

Department of Transportation, Division of Local Assistance, Office of 
Project Delivery & Accountability: American Recovery and Reinvestment 
Act (Recovery Act) - Local Assistance - Online Data Information System 
(LA-ODIS) Step-by-Step User Guide, Version 1.3 states: 

All state agencies receiving ARRA funding will be responsible for 
ensuring the necessary system are in place to provide proper oversight, 
accounting, reporting, and project management controls to ensure all 
ARRA funds are used efficiently and for the intended purpose ...Local 
agencies are to submit monthly project updates via the LA-ODIS 
reporting tool. . . Local agencies are responsible for submitting current 
and accurate data .. . Failure to submit monthly reports or reporting after 
the due date is cause for potential suspension and/or revocation of project 
' Recovery Act' funds. 

The city received ARRA Monthly Employment Reports 
(Form CEM-1204) from the contractor and input the information into 
CRIS. However, 1,371 contractor hours and 4,946 contractor hours were 
over-reported for projects ESPL-5073(062) and ESPLE-5073(065) 
respectively. The over reporting of 6,317 contractor labor hours was due 
to hours reported in CRIS that were not traceable to CEM-1204 forms. 

The city requested reimbursement for 1,536 city labor hours for project 
ESPL-5073(062). The city did not input any city labor hours in CRIS, 
resulting in an underreporting of 1,536 labor hours. Additionally,the city 
requested reimbursement for 1,714 city labor hours for project ESPLE­
5073(065). The city inputted 6,220 labor hours in CRIS, resulting in an 
over reporting of 4,506 hours. In sum, the city over-reported 2,970 city 
labor hours in CRIS for both ARRA-funded projects. 

Recommendation 

The city should improve procedures to ensure current and accurate 
employment information reporting. 

City's Response 

The lack of accurate input of contractor and City labor hours in CRIS 
was unintentional. We believe it was due to clerical error and 
unfamiliarity with, and complexity of, the database interface. 

It should be noted the City did not receive any reimbursement for the 
over-reported labor hours. The City will make every effort to ensure 
future CRIS input is accurate. 
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City ofOrange Ca/trans Projects Funded by ARRA 

Attachment­

City' s Response to 

Draft Audit Report 




CITY OF ORANGE 

PHONE: (714) 744-2222 w,w1.cityo!of8nge.orn FAX: (714) 744-5147 

April 20, 2016 

California State Controller 
Divisi6n of Audits 
Mr. Andrew Finlayson 
Chief, State Agency Audits Bureau 
P. 0. Box 942850 
Sacramento, California 94250-5874 

Re: Audit Request IW27 I0-0053 


Dear Mr. Finlayson, 


The City ofOrange received your draft report regarding Audit Request #P2710-0053 Projects 

Funded by Caltrans with American Recovery and Reinvestment Act of2009 (ARRA) Funds on 

March 3 I, 2016. The follo!'{ing details our response: 


Finding 1 ­
rndirect costs included in the City's direct labor rates were not approved by Caltrans. 


MaMgcment Response ­
At the time of the reimbursement request, the City's project manager was not aware of the 

requirement to obtain Calt.r.ans' approval of indirect cost rates prior to submittal of reimbursement 

requests. · 


In the future, the City wiU obtain annual approval from Caltrans prior to including indirect costs in 

project reimbursement requests. 


In addition, the City will undertake a review of prior year contract reimbursement requests. Should 

any indirect costs be found, the City will work with Caltrans lo obtain retroactive approval of those 

indirect rates. 


Flnding 2 ­
The City did not accurately report contractor and City labor hours in the California Recovery Input 

System (CRIS). 


Management Response ­
The lack of accurate input ofcontractor and City labor hours in CRIS was unintentional. We 

believe it was due to clerical error and wuami!iarity with, and complexity of, the database interface. 


ORANGE CIVIC CENTER 300 E. CHAPMAN AVENUE ORANGE, CA 02865-1691 P.O. BOX 449 

c~ Prlntcd on rec.,.aed paper 



Mr. Andrew Finlayson 
Page2 

It should be noted the City did not receive any reimbursement for the over-reported labor hours. 
The City will make every effort to ensure future CRIS input is accurate. 

Thank you for your assistance in including our response in your final audit report. We are available 
to address any questions or concerns that remain. We want to assure the Division ofAudit that the 
City ofOrange is committed to compliance with the requirements ofall programs under our 
control. 

Sincerely yours, 

William M. Kolbow, CPA, MPA 
Finance Director 
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