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From: 	 MARSUE MORRILL, Chief 'JV~ 
External Audits- Contracts 
Audits and Investigations 

Subject: 	 AUDIT OF DEPARTMENT OF TRANSPORTATION, DISTRICT 5 

Attached is the audit report pertaining to the audit performed on the Department of 
Transportation (Caltrans), District 5 (implementing agency), relative to a project funded and 
reimbursed by Proposition 1B (Prop 1B) State Highway Operations and Protection Program 
Augmentation. The name of the project audited is "The installation ofvehicle detection stations 
at Route 1 in Santa Cruz County near Watsonville, between the Santa CruzJMonterey county line 
and Freedom Boulevard". The Prop 1B programmed ammmt was $2,559,000. The audit was for 
the period ofApril 1, 2008, through July 24, 2012. 

As required by the Governor's Executive Order S-02-07 and SB 88, the expenditures of bond 
proceeds and outcomes are subject to audit. The audit was performed by the State Controller' s 
Office on behalf of Cal trans. You are receiving the audit report since this project was 
implemented under the responsibility ofDistrict 5 Project Management. Deputy Directive I 00, 
"Departmental Responses to Audit Reports" cites responsibilities of District Directors relative to 
audits performed. Therefore, please ensure adequate corrective action is taken to address the 
audit finding noted. 

The audit report disclosed that the implementing agency did not conduct monthly labor 
compliance interviews of employees working for the contractor and subcontractor. 

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

Attaclunent 
c: 	 Stephen Maller, Deputy Director, California Transportation Commission 

Teresa Favila, Assistant Deputy Director, California Transportation Commission 
James E. Davis, Chief, Division of Project Management 
Rachel Falsetti, Chief, Transportation Programming 
Julia Bolger, Deputy District Director ofAdministration, District 5 
Douglas Hessing, Project Manager, Program/Project Management, District 5 
Doris M. Alkebulan, Prop 1 B Specialist, Transportation Programming 
Matt Bailey, Prop 1B Program Coordinator, Division of Project Management 
Luisa Ruvalcaba, Audit Manager, Audits and Investigations 

·'Caltran.l improves mobility across Califomia" 
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MarSue Monill, Chief 
Audits and Investigations 
California Department ofTransportation 
P.O. Box 942874 
Sacramento, CA 94274-0001 

Dear Ms. Morrill: 

The State Controller's Office (SCO) audited the California Department of Transportation, 
District 5's (implementing agency) financial management system relative to projects funded and 
reimbursed by Proposition 1 B bond funds during the audit period ofApril 1, 2008, through 
July 24, 2012. 

The SCO performed the audit in accordance with generally accepted government auditing 
standards and based on audit procedures performed, we determined that the implementing 
agency'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 California Department ofTransportation (Caltrans) and 
Transportation Commission (Commission) program guidelines and agreements. 

We audited the Proposition 1B bond funded project "Project No. 05-4025/EA No. 05-0N250, the 
installation ofvehicle detection stations at Route 1 in Santa Cruz County near Watsonville, 
between the Santa Cruz/Monterey county line and Freedom Boulevard" and determined that: 

• 	 The implementing agency complied with applicable federal and state procurement 
requirements as required by Title 49, Code ofFederal Regulations, Part 18 (49 CFR 18), 
and/or California Public Contract Code sections 10140-10141. 

• 	 The project costs incurred and reimbursed were in compliance with the executed project 
baseline agreements or approved amendments thereof, state and federal laws and regulations, 
contract provisions, and Commission guidelines. 

• 	 The project deliverables (outputs) and outcomes were consistent with the project scope, 
schedule, and benefits described in the executed project baseline agreements or approved 
amendments thereof. 

• 	 Schedule 1 of this report is a summary of project costs programmed, approved, expended, 
and audited during the audit period. 

http:Olontroll.er


MarSue Morrill, Chief -2- December 31, 2013 

However, our audit found that the implementing agency did not conduct monthly labor 
compliance interviews of employees working for the contractor and subcontractor. 

Ifyou have any questions, please contact Andrew Finlayson, Chief, State Agency Audits Bureau, 
by phone at (916) 3 24-631 0. 

J FFRE V. BROWNFIELD, CPA 
Chief, Division of Audits 

NB/sk 

cc: Marty Namjou, Audit Manager 
Division of Audits - Bond Unit 
State Controller's Office 

Brandon Wong, Auditor-in-Charge 

Division of Audits -Bond Unit 

State Controller's Office 
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Audit Request No. ?2515-0017 
California Department ofTransportation District 5 SHOPP 

Audit Report 

Summary 

Background 

The State Controller's Office (SCO) audited the California Department 
of Transportation Districts 5's (implementing agency) financial 
management system relative to projects funded and reimbursed by 
Proposition 1B bond funds during the audit period of April 1, 2008, 
through July 24, 2012. 

The SCO perfonned the audit in accordance with generally accepted 
government auditing standards and, based on audit procedures 
perfonned, we determined that the implementing agency'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 
California Department of Transportation (Caltrans) and Transportation 
Commission (Commission) program guidelines, procedures, agreements, 
or approved amendments. 

We audited the Proposition lB bond-funded project "Project No. 05­
4025/EA No. 05-0N250, the installation of vehicle detection stations at 
Route 1 in Santa Cruz County near Watsonville, between the Santa 
Cruz/Monterey county line and Freedom Boulevard" and detennined 
that: 

• 	 The implementing agency complied with applicable federal and state 
procurement requirements as required by Title 49, Code ofFederal 
Regulations, Part 18 (49 CFR 18), and/or California Public Contract 
Code sections 10 140-10141. 

• 	 The project costs incuned and reimbursed were in compliance with 
the executed project baseline agreements or approved amendments 
thereof, state and federal laws and regulations, contract provisions, 
and Commission guidelines. 

• 	 The project deliverables (outputs) and outcomes were consistent with 
the project scope, schedule, and benefits described in the executed 
project baseline agreements or approved amendments thereof. 

However, our audit found that the implementing agency did not conduct 
monthly labor compliance interviews of employees working for the 
contractor and subcontractor. 

In accordance with California Department of Transportation (Caltrans) 
and Transportation Commission (Commission) executed project 
agreement(s) or approved amendments, the project "Project No. 05­
4025/EA No. 05-0N250, the installation of vehicle detection stations at 
Route 1 in Santa Cruz County near Watsonville, between the Santa 
Cruz/Monterey county line and Freedom Boulevard," was programmed 
and approved to receive $2,559,000 in Proposition lB bond funds, for 
one or more phases of work, under the State Highway Operations and 
Protection Program (SHOPP). 
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Audit Request No. ? 2515-0017 
California Department a/Transportation District 5 SHOPP 

Objectives, Scope, 
and Methodology 

The implementing agency is responsible for implementation and 
successful completion of each project component and activities as 
defined in the project's agreement(s). The project's completion date was 
April1, 2012. 

This audit was performed by the SCO on behalf of Caltrans (Audit 
Request No. P2515-00 17). The authority to conduct this audit is given 
by: 

• 	 Interagency Agreement No. 77 A0027, dated December 1, 2007, 
between the SCO and Caltrans, which provides that the SCO will 
perform audits of project expenditures that were funded and 
reimbursed by the Proposition lB Bond Fund to ensure compliance 
with Caltrans and Commission Proposition lB program guidelines. 

• 	 Government Code section 1241 0, which states, "The Controller shall 
superintend the fiscal concerns ofthe state. The Controller shall audit 
all claims against the state, and may audit the disbursement of any 
state money, for correctness, legality, and for sufficient provisions of 
law for payment." 

The SCO audited the implementing agency's financial management 
system relative to projects funded and reimbursed by the Proposition lB 
Bond Fund during the audit period of April 1, 2008, through July 24, 
2012. 

The objectives of our audit were to determine whether: 

• 	 . The implementing agency's accounting system and internal controls 
were adequate to accumulate and segregate reasonable, allocable, 
and allowable project costs as required by 2 CFR 225, and Caltrans 
and Commission program guidelines, procedures, project 
agreements, or approved amendments. 

• 	 The implementing agency complied with applicable federal and state 
procurement requirements as required by 49 CFR 18, California 
Public Contract Code sections 10140-10141 , and/or provisions 
stated in the contract. 

• 	 The project costs incurred and reimbursed were in compliance with 
the executed project baseline agreements or approved amendments 
thereof, state and federal laws and regulations, contract provisions, 
and Commission guidelines. 

• 	 The project deliverables (outputs) and outcomes were consistent with 
the project scope, schedule, and benefits described in the executed 
project baseline agreements or approved amendments thereof. 

To achieve our audit objectives, we performed the following audit 
procedures: 
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Audit Request No. P2515-00J 7 
California Department ofTransportation District 5 SHOPP 

• 	 Reviewed the implementing agency's prior audits and single audit 
reports; 

• 	 Reviewed the implementing agency's written policies and 
procedures relating to accounting systems, construction project 
management, and contract management; and 

• 	 Interviewed employees, completed the internal control questionnaire, 
and performed a system walk-through in order to gain an 
understanding of the implementing agency's internal controls, 
accounting systems, timekeeping and payroll systems, and billing 
processes related to transportation projects; specifically, projects 
funded by Proposition lB. 

For the project(s) under review, we performed the following audit 
procedures: 

• 	 Obtained project files and reviewed preliminary information to 
ensure that the implementing agency complied with applicable state 
and federal procurement requirements; 

• 	 Obtained project expenditure reports, selected a sample of activities 
that were funded by Proposition lB, and obtained and reviewed 
supporting documentation to ensure that project expenditures were 
reasonable, allocable, and allowable in accordance with Caltrans and 
Commission program guidelines, procedures, agreements, and 
applicable state and federal requirements; 

• 	 Reviewed significant contract change orders to ensure that they were 
properly approved and supported; 

• 	 Reviewed project final reports, close-out documents, finance letters, 
and baseline agreements to ensure that variances or changes to the 
project's scope, schedule, costs, and benefits were properly approved 
and supported; and 

• 	 Reviewed the project payment history file and/or invoices sent to the 
Caltrans accounting office to ensure that the implementing agency 
properly prepared and/or billed Caltrans for reimbursement of 
project expenditures as required by Caltrans' local assistance 
procedures. 

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 implementing agency's financial statements. We 
limited our audit scope to planning and performing audit procedures 
necessary to achieve our audit objectives. 
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AuditRequest No. P2515-00J7 
California Department ofTransportation District 5 SHOPP 

We detennined that the implementing agency's accounting system andConclusion 
internal controls appear adequate to accumulate and . segregate 
reasonable, allocable, and allowable project costs as required by 2 CFR 
225, and Caltrans and Commission program guidelines and agreements. 

We audited the Proposition lB bond-funded project "Project No. 05­
4025/EA No. 05-0N250, the installation of vehicle detection stations at 
Route 1 in Santa Cruz County near Watsonville, between the Santa 
Cruz/Monterey county line and Freedom Boulevard" and determined 
that: 

• 	 The implementing agency complied with applicable federal and state 
procurement requirements required by 49 CFR 18, California Public 
Contract Code sections 10140-10141, and/or provisions stated in the 
contract. 

• 	 The project,costs incurred and reimbursed were in compliance with 
the .exec~t~d project baseline agreements or approved amendments 
thereof,..s-tate and federal laws and reglilations, contract provisions, 
and Co~i~sion guideline-s. . 
. . 

-· }
:.. . ~. . . 

... · ·· . .. .. 
-~-

..... . · • . The proje¢t:deliverables:(dutputs) and ciutcoines:were consistent with 
;: ·. ..: ·the projeer'scope, schedule, and benefits described in ·the executed 

· :: >Ptoje~t baseline agreeme11ts or. appro.Ved amendments thereof. 
. ,·· . : 	 . .·.. ~-

...· :~·:: -: 
. 	 . . .. 

However, our audit found that the implementing agency did not conduct · 
•.•' : 'monthly labor compliance interviews of employees working for the 

·cqptractor and subcontractor. · 
. ·. . 

' : . 

·.. V~ews of ..•• '·. ... 	 We iss~ed a d.r~'ft audit report on September 4, 201~ ~ b~uglas Hessing, 
Project Manage~, responded by letter dated September is, 2013. ThisResponsible 
final audit ·report includes Caltrans' response:

Official 

This report is solely for the information and use ofCaltrans and the SCO;Restricted Use 
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 ofpublic record. 

JEFFREY V. BROWNFIELD, CPA 
Chief, Division of Audits 

December 31, 2013 
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Audit Request No. P251 5-0017 
California Department a/Transportation District 5 SHOPP 

Schedule 1­
Summary of Project Costs 


Approved, Expended, and Audited 

Aprill, 2008, through July 24, 2012 


Project No.IEA No.: 05-4025/05-0N250 

Project Information: The installation of vehicle detections stations at Route 1 in Santa Cruz County near Watsonville, 
between the Santa CruzJMonterey county line and Freedom Boulevard 

Project Financial Information: 
Programmed 

Phases Reimbursed by Pro2 lB Bond Fund and A22roved Ex2ended Audited Variance1 

Phase 0-Project approval and environmental document $ 262,000 $ 66,000 $ 66,000 
Phase 1-Plans, specifications, and estimates 602,000 255,000 255,000 
Phase 2-Right-of-way (support) 64,000 
Phase 3-Construction engineering 322,000 229,000 229,000 
Phase 4-Right-of-way (capital) 8,000 
Phase 5---Construction project capital 1,301,000 356,000 356,000 

Total $ 2,559,000 $ 906,000 $ 906,000 $ 

Project Delivery Baseline: 

Project Phase~s}: 

Beginning construction 
End construction 
Beginning closeout 
End closeout 

Baseline 

7/l/09 
4/1/10 

11/1110 
10/1/11 

AEEroved 

7/1/09 
4/10110 
11/ 1/ 10 
10/1111 

Actual 

5/1/10 
511/11 
5/1/11 
411112 

Audited 

5/1/10 
5/2111 
5/1/11 
411/12 

1 Variance is computed as any difference from expended aud audited. 
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Audit Request No. P251 5~0017 
California Department ofTransportation District 5 SHOPP 

Finding and Recommendation 

FINDING-
No monthly employee 
interviews conducted in 
regards to labor 
compliance 

Our audit found that the Caltrans' District 5 labor compliance officer(s) 
and/or the resident engineer(s) assigned to this project did not verify 
worker wages and information reported on contractor's weekly certified 
payrolls. 

The Davis Bacon and Related Acts, the U.S. Department of Labor, the 
contract labor provisions, Labor Code section 1775, and the state's 
prevailing wage laws, require contractors to pay their laborers and 
mechanics not less that prevailing wage rates and fringe benefits 
established by federal and/or state labor regulations. 

As a result, the contractor(s) are required to provide the implementing 
agencys with a weekly reporting of personnel information on certified 
payrolls. This information should be reviewed and verified by the 
implementing agency's labor compliance officer(s) and/or the resident 
engineer(s) for accuracy and compliance with the applicable regulations, 
laws, and required procedures established by Caltrans. A failure to audit 
and verify this information by the agency's contract officers, may result 
in unacceptable business practices by the contractor(s), violation of labor 
laws, competitive advantage over other bidders, and possible citations, 
claims, and penalties against the State and contractors. 

Recommendation 

The agency's labor compliance officers and/or resident engineer(s) 
assigned to this project should conduct a review of the contractor's 
certified payrolls and verifY workers' wages and personal information, as 
required by applicable laws, regulations and procedures. The Caltrans 
construction manual requires a minimum of three prime contractor 
interviews and at least one interview for each subcontractor each month 
to be performed, in order to enforce labor requirements. 

Caltrans District 5 Response 

The Caltrans District 5 San Luis Obispo office provided copies of the 
Caltrans' labor compliance program policy detailing compliance 
requirements for district labor compliance staff, and a response to the 
draft audit finding for Cal trans audit request number P2515-00 17, 
stating: 

Caltrans agrees that the failure to conduct random monthly employee 
interviews on the project is a finding of non-compliance with current 
Caltrans policy, however that failure does not constitute a finding that 
the worker wages were not verified on the subject contract when 
Caltrans can clearly provide evidence that its district labor compliance 
officers did comply with applicable program policy. 

-6­



Audit Request No. ?2515-0017 
California Department a/Transportation District 5 SHOP? 

SCO Response 

We recommend that Caltrans staff (labor compliance officers assigned to 
the project) adhere to the minimum employee interview requirements 
specified in the Cal trans Construction Manual, section 8-102-A(3); and 
conduct on-site-visits, randomly or as deemed necessa.Jy, that include 
visual inspection of required job site notices and interviews of workers 
involved with the project. This will minimize the risk of labor violations 
and ensure compliance with prevailing wage rate requirements and labor 
laws. 

-7­
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Audit Request No. P2515-0017 
California Department ofTransportation District 5 SHOPP 

Attachment­

Auditee's Response to 


Draft Audit Report 




EDMUND G BROWN li Gjw:mor.sJl!I.E..Q£..(;6l.ll'QB.liJA::::C.i.\LIWXI:t1A STATE TJ!AN~<iillio..C'f.._____--,-__ 

I>EPARTMENT OF TRANSPOirfATION 
:50 HIGUnRA STREET 
SAN LUIS OBISPO. CA 93401-5415 

·· PHONE (SOS)S49·310 I 
FA.X (805) S49-3329 ·• 
TTY 711 . 
h~://I'[WW.dot.ca.{mv/dist05/ . 

. Fiq),ourpower/ 
De tiiUKf e;[Jicierrr! 

·.·.. ..Ari.drew Finlayson ·.···• 
Chief ..· · 	 .... ....·· 

State Agen~y AuditS:]~uiea.il ·. ... 
State Controller's Office, J)ivisionofAudits 
~0 BoX' 94:2850 · ... · :· .· .•..•... ·.·.... . 

Sacram~~to~ CaUfo111ia .. 942:50-5874 

. - ...· 

Dear Mr.. FinhiysoJ}: · 
. ·:. .· . 

AUDITI{EQtJEST NUMBERP25t5~0017 · . 

Attached is a response to the.draft..audit finding for aud,it request numberP2515-0017, 
Califofi1ictDepartnient ofTnmsportation District 5, Also attached is the labor compliance 
proii'am.PPl.icy detailing colTlpliance requirements for district labor complianqe staff. If 
youhave.ariy questions regarding the content.ofthe response. please contact me at 805­

, 549.-3386. Thantc you. ·· · · 

Sincerely, 

\ ~·;,--_;_A.__ ;;· .../ ,_,.zr '- ·. •.~ 
DOUGLAS HESSING .. 
Project M~ager 

Enclosure 

c. 	 Tim G\lbblns 

Sara von Schwind 

PatcickCoruially 

Jeffrey V. Brownfield 


"Coltran$ improves mobilii)'ocross Gt1li{omirr" 
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State Controller's Office 

Division of Audits 


Post Office Box 942850 

Sacramento, CA 94250-5874 


http://www.sco.ca.gov 
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