To:

From:

Subject:

State of California California State Transportation Agency
DEPARTMENT OF TRANSPORTATION

M emoran d um Serious drought

Help save water!

RIHUI ZHANG, Chief Date:  February 5, 2016
DIRECTOR OF LOCAL ASSISTANCE

MARSUE MORRILL, CPA
Chief, External Audits - Local Governments
Audits and Investigations

File: P1560-0010

PREAWARD AUDIT - INLAND VALLEY DEVELOPMENT AGANCY

Caltrans Audits and Investigations performed a preaward audit of the Inland Valley Development
Agency (IVDA) to determine whether IVDA's financial management system is adequate to
accumulate and segregate reasonable, allowable and allocable project costs. The audit covered
expenditures from July 1, 2013 through April 10, 2015. Our final report is enclosed.

Based on our audit, we determined IVDA’s financial management system is capable of
accumulating and segregating reasonable, allowable and allocable project costs. IVDA,

however, does not use actual costs as a basis for allocating administrative labor costs.

As IVDA is not currently billing Caltrans for indirect costs, no action is required on your part at
this time.

If you have any questions, please contact Monte Laskosky, Auditor, at (916) 323-7882 or Alice
Lee, Audit Manager, at (916) 323-7953.
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“Provide a safe, sustainable, integrated and efficient transporiation sysiem
to enhance California s economy and livability”
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C:

William Garay, Finance Director, Inland Valley Development Agency

Janice Richard, Director, Financial Services, Federal Highway Administration

Jermaine Hannon, Director, Financial Services, Federal Highway Administration

Kara Magdaleno, Administrative Program Assistant Planning and Finance,

Federal Highway Administration

John Hoole, Chief, Project Implementation South, Caltrans Division of Local Assistance
Winton Emmett, Chief, Project Implementation North, Caltrans Division of Local Assistance
Sean Yeung, Senior Transportation Engineer, Caltrans District 8 Office of Local Assistance,
Adam Ambrosini, Sr. Transportation Engineer, Caltrans Division of Local Assistance
Annette Goudeau, Acting Audits & Federal Performance Measures Analyst, Caltrans
Division of Local Assistance

David Saia, LAPM/LAPG Coordinator, Caltrans Division of Local Assistance

“Provide a safe, sustainable, integrated and efficient transportation system
to enhance California’s economy and livability”
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METHODOLOGY, AND CON CLUSION

EXECUTIVE SUMMARY

The California Department of Transportation (Caltrans), Audits and Investigations (A&I)
performed a preaward audit of the Inland Valley Development Agency (IVDA) and found
IVDA did not use actual costs as a basis for allocating administrative labor costs.

BACKGROUND

Caltrans A&I conducts preaward audits on local government agencies (LGASs) receiving state
and federal funds to determine if LGAs are complying with state and federal requirements, and
to determine if financial management systems are adequate to accumulate and segregate
reasonable and allowable project costs, and costs that can be allocated to projects.

Caltrans requires preaward audits to be performed by A&I prior to establishing a Master
Agreement with LGAs for state and federal funded projects.

SCOPE

The scope of the audit was limited to reviewing and testing IVDA’s financial management
system, including internal controls, and its ability to accumulate and segregate reasonable,
allocable, and allowable project costs. The audit also covered the review of IVDA’s contract
procurement practices. The audit consisted of inquires of IVDA’s personnel and a review of the
independent auditor’s Single Audit Report for the fiscal year ended June 30, 2014. The audit
also included tests of individual accounts traced to the general ledger and supporting
documentation to assess allowability, allocability and reasonableness of costs based on a risk
assessment and an assessment of the internal control system. The audit period covered
expenditures from July 1, 2013 through April 10, 2015. Financial management system changes
subsequent to April 10, 2015 were not tested and, accordingly, our conclusion does not pertain to
changes arising after this date.

IVDA is responsible for ensuring compliance with state and federal regulations and that the
financial management system maintained by IVDA is adequate to accumulate and segregate
reasonable, allowable and allocable project costs. Because of inherent limitations in any
financial management system, misstatements due to error or fraud may occur and not be
detected. Also, projections or any evaluation of the financial management system to future
periods are subject to the risk that the financial management system may become inadequate
because of changes in conditions, or that the degree of compliance with the policies and
procedures may deteriorate.




METHODOLOGY

We conducted this performance audit in accordance with generally accepted government
auditing standards. These 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. The audit was less in scope than
an audit performed for the purpose of expressing an opinion on the financial statements of
IVDA. Therefore, we did not audit and are not expressing an opinion on IVDA’s financial
statements.

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the data and the records selected. An audit also includes assessing the accounting principles used
and significant estimates made by IVDA, as well as evaluating the overall presentation.

CONCLUSION

Based on our audit we concluded that IVDA'’s financial management system is capable of
accumulating and segregating reasonable, allowable, and allocable project labor costs; however,
IVDA did not use actual labor hours as a basis for allocating administrative costs.

VIEWS OF RESPONSIBLE OFFICIALS

Our finding and recommendation consider [VDA’s response dated February 3, 2016, to our
January 15, 2016 draft report. Our finding and recommendation, IVDA’s response, and our
analysis of the response are set forth in the Findings and Recommendation section of this report.
A complete copy of IVDA’s response is included in Attachment I.

This report is intended as information for Caltrans management, and IVDA. This report is a
matter of public record and its distribution is not limited. This report will be posted on Caltrans
A&l website.

(ﬂZHﬂSﬂﬂ Uodh
MARSUE MORRILL, CPA

Chief, External Audits-Local Governments

February 3, 2016




FINDING AND RECOMMENDATION

FINDING 1

IVDA did not use actual project labor to derive the administrative labor costs rather it estimated
project labor. IVDA charges labor costs to projects based on actual project labor hours recorded
on employee timesheets. IVDA takes the remaining non-project labor costs for each employee
and allocates it as administrative labor time between IVDA and the San Bernardino International
Airport Authority (SBIAA) which with IVDA shares administrative staff. Also, IVDA could not
support its methodology for allocating administrative labor costs to IVDA and SBIAA. Not

allocating actual costs to the administrative labor base could result in an inequitable allocation of
administrative labor.

2 CFR 200, Subpart E, Section 200.430 i (1) i, Standards for Documentation of Personnel
Expenses, “Charges to Federal awards for salaries and wages must be based on records that
accurately reflect the work performed. These records must:

(1) Be supported by a system of internal control which provides reasonable assurance that the
charges are accurate, allowable, and properly allocate.

(vii) Support the distribution of the employee’s salary or wages among specific activities or cost
objectives if the employee works on more than one Federal award; a Federal award and non-
Federal award, an indirect cost activity and a direct cost activity; two or more indirect activities
which are allocated using different allocation bases; or an unallowable activity and a direct or
indirect cost activity.”

RECOMMENDATION

IVDA is currently not billing indirect costs to projects funded by outside agencies since it does
not have a federally approved Indirect Cost Allocation Plan.

We recommend IVDA use actual administrative labor hours recorded on employee timesheets to
determine total actual administrative labor costs should IVDA decide to bill indirect costs in the
future. IVDA’s methodology for allocating costs must also be supported.

AUDITEE’S RESPONSE

You are correct in that we do not currently bill for indirect project administrative labor costs as
defined above. We do not intend to so in the foreseeable future. However, should our intentions
change we will implement the requirements of “2 CFR 200, Subpart E, Section 200.430i(1)i.”

AUDITOR’S ANALYSIS
IVDA agrees with the finding.
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