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Summary 

Background 

Audits and Investigations (A&I) completed an audit of the Department of 
Transportation's (Caltrans) Division of Environmental Analysis' (DEA) 
contract management practices. We performed the audit to determine if 
DEA's contract managers complied with state and department policies and 
procedures for contract management. The audit scope covered agreements 
between DEA and its partner agencies. 

Our audit disclosed that DEA is not following proper contract management 
practices and procedures. Additionally, performance measures and 
priorities are not always evaluated or monitored, and as a result, it is not 
clear whether DEA receives the premium level of services it has contracted 
for from these partner agencies. Specifically, we found the following 
deficiencies: 

• 	 Inadequate Process for Initiating, Monitoring and Closing-out 
Governmental Agreements 

• 	 Inadequate Monitoring of Expenditures 
• 	 Performance Measures are Not Always Evaluated or Monitored 
• 	 Inadequate Invoice Review 
• 	 Weaknesses with the US Army Corps of Engineers' Agreement 

We only audited agreements executed by the DEA. However, during the 
course of our audit, we noted that districts 4, 6, and 11 execute their own 
agreements with some partner agencies such as the U.S. Fish and Wildlife 
Services and the Department of Fish and Game. We did not audit these 
agreements and recommend that Caltrans management determine whether 
all governmental agreements of this type should be executed by DEA or 
allow all districts to execute their own agreements. 

A 1999 Finance Letter allowed Caltrans to partner with regulatory agencies 
to accelerate project delivery through the receipt of " premium services". 
The "premium service" level was intended to enable Caltrans and the 
regulatory agencies to address environmental issues timely and more 
effectively to accelerate the environmental review and permit process. The 
Finance Letter provided funding for Caltrans to transfer to the regulatory 
agencies via governmental agreements. The additional funds were intended 
to provide the regulatory agencies with additional resources for early 
participation in project planning and design decisions, timely field reviews 
and negotiations, and processing of project and emergency permits. By 
entering into these agreements, the partner agencies agree to provide 
"premium services" in accordance with the performance measures in the 
agreements. 

The DEA acts as Caltrans' compliance lead and assists the districts and its 
transportation partners in: 
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Background 
(continued) 

Objectives, 
Scope, and 
Methodology 

• 	 Complying with state and federal environmental laws; 
• 	 Encouraging the public to participate in the environmental process; 
• 	 Determining the environmental consequences of Caltrans ' 

activities; 
• 	 Proposing prudent, feasible and cost effective strategies and 

alternatives to avoid or minimize adverse impacts of Caltrans' 
activities; and, 

• 	 Ensuring the mitigation selected is appropriate. 

Further, DEA administers contracts and interagency agreements for a range 
of environmental, technical and professional services. 

We performed an audit of the following governmental agreements to 
determine the adequacy of internal controls over contract management: 

Partner Agency: Agreement Term: Agreement 
Amount*: 

U.S. Fish and Wildlife Services 12/ l/07 to I /3 1/ 12 $4,800 

U.S. Army Corps of Engineers 2/ 15/ 10 to 9/30/12 $4,500 

U.S. Department ofCommerc e, 
National Marine Fisheries Service 

6/ 1/ 10 to 12/3 111 3 $4,200 

Department of Parks and Recreation, 
Office of Historic Preservation 

2/2211 0 to 12/3 1/12 $ 922 

U.S. Environmental Protection Age ncy 1/ 1/ 10 to 12/31/ 13 $1,88 1 

Department of Fish and Game 6/ l/10 to 6/30/ 13 $4,000 

Cal ifornia Coastal Commission 12/l/IO to 11/30/ 15 $4,3 18 

Total for the 7 agreements $24,621 

*Amounts shown in thousands 

We performed the audit in accordance with the International Standards for 
the Professional Practice of Internal Auditing. The objectives of our audit 
were to determine whether the DEA ensured that: 

• 	 Invoice charges were only for those services prescribed by the 
agreement. 

• 	 Services were provided and paid as required by the agreement. 
• 	 Services were provided in accordance with established priorities. 
• 	 State funds were properly segregated and monitored by the partner 

agencies. 
• 	 Expenditures were monitored on a continuous basis by 

DEA/Districts. 
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Objectives, 
Scope, and 
Methodology 
(continued) 

Conclusion 

Views of 
Res ponsible 
Officials 

Our audit covered the period January 1, 2010 , through September 30, 20 11 , 
and focused on internal controls and procedures over contract management. 
The audit included tests as we considered necessary to achieve the above 
audit objectives. We conducted our audit from November 3, 20 11 , through 
April 10, 2012. Changes after these dates were not tested, and accordingly, 
our conclusion does not pertain to changes arising after April 10, 2012. 

Our audit disclosed that DEA did not always follow required contract 
management responsibilities and procedures. Additionally, DEA does not 
always evaluate or monitor performance measures and priorities. 
Specifically, we found the following deficiencies : 

• 	 Inadequate Process for Initiating, Monitoring and Closing-out 
Governmental Agreements 

• 	 Inadequate Monitoring ofExpenditures 
• 	 Performance Measures are Not Always Evaluated or Monitored 
• 	 Inadequate Invoice Review 
• 	 Weaknesses with the US Army Corps of Engineers' Agreement 

We only audited agreements executed by the DEA. However, during the 
course of our audit, we noted that districts 4, 6, and 11 execute their own 
agreements with some partner agencies such as the U.S. Fish and Wildlife 
Services and the Department of Fish and Game. We did not audit these 
agreements and recommend that Caltrans management determine whether 
all governmental agreements of this type should be executed by DEA or 
allow districts to execute their own agreements. 

We requested and received a response to our findings from the Chief of the 
DEA. This offic ial generall y, agreed with the findings and reco mmendations 
and has already implemented some corrective action. For a copy of the 
complete response, please see Attachment 1. 

WILLIAM E. WIS 
Assistant Dfrector 
Audits and Investigations 

December 6, 2012 
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Finding 1
Inadequate 
Process for 
Initiating, 
Monitoring and 
Closing-out 
Governmental 
Agreements 

FINDINGS AND RECOMMENDATIONS 

Our review of the seven governmental agreements di sclosed that the 
Division of Environmental Analysis (DEA) does not have an efficient or 
effective process for initiating, monitoring and closing out governmental 
agreements. 

We found the following weaknesses with the current process: 

• 	 We found that the DEA allowed services for three agreements to begin 
before the agreements were executed. The agreement with the US 
Department of Commerce, National Marine Fisheries Service (NMFS) 
was executed on October 29, 2010, and services began 3 months before 
in July 2010. Similarly, the agreement with the Department ofParks 
and Recreation was executed on March 16, 20 10, yet services were 
provided 8 months before in July 2009. The agreement with the 
Department ofFish and Game was executed on November 5, 2010, and 
the services began four months before in July 2010. In addition, the 
agreement with the US Army Corps of Engineers (US ACE) had three 
task orders that required the same approval process as a regular 
agreement. We found that the request for two of the three task orders 
with USACE were submitted to DP AC after the date services began. 
For example, one task order was submitted to DPAC on July 22,2010, 
for services that began on June 1, 2010; and the second was submitted 
to DPAC on September 29 , 2010, for services that began on 
September 7, 2010 

Work performed prior to execution of an agreement increases the risk 
for payment of work outside the scope of the agreement. Furthermore, 
it puts the partner agency at risk of not getting paid since there is no 
legal authority to pay without an executed agreement. Additionally, 
contract managers do not have the authority to allow work to begin 
before the agreement is executed. 

The State Contracting Manual (SCM) Section 9.05 A.4 prohibits work 
from beginning before contract execution and the effective date of the 
contract. The Division of Procurement and Contracts (DPAC) has a 
process in place that requires programs to request agreements 5-6 
months in advance of the agreement start date. According to DEA, 
they were not aware that task orders required the same length of time a~ 
a regular agreement, and as a result, did not start the process with 
sufficient time. 

• 	 DEA executed four of the seven agreements for amounts greater than 
the partner agency's budget (cost proposal). The cost proposals 
contain the partner agency's estimate of the amount of work to be 
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Finding 1
(continued) 

completed for the term of the agreement. We reviewed the amount of 
each agreement, compared it to the cost proposal submitted by the 
partner agencies and found that combined these four agreements were 
overfunded by more than $3.8 million. The DEA was unable to 
explain why it executed the agreements for amounts greater than the 
agencies' cost proposals. 

Al!ency Name: 
Agreement 
Amount* 

Agency Cost 
Proposal * Difference * 

U.S. Army Corps of 
Engineers $4 ,500 $3,000 $ 1,500 
U.S. Dept ofCommerce, 
National Marine 
Fisheries Service 

$4,200 $3,200 $1,000 

U.S. Environmental 
Protection Agency $ 1,900 $ 1,300 $600 
Department of Fish and 
Game 

$4,000 $3,300 $700 

Totals $14,600 $10,800 $3,800 

*Am ounts sltown in th ousands. 

By executing agreements for amounts greater than the partner agency's 
cost proposal, the likelihood for unnecessary payments in excess of 
agreement needs is increased. Also, some of these agreements required 
advance payments, DEA advanced more money than the agency 
needed to perform the services. Furthermore, DEA encumbered funds 
unnecessarily prohibiting these funds from being used to meet other 
critical transportation needs. 

Caltrans ' Service Contract Managers Handbook (SCMH), Chapter 4, 
Section 4.2 specifies that the "contract manager is responsible for 
reviewing draft contracts for accuracy and completeness of scope of 
work...estimated quantities, dollar amounts, and end products." 

• 	 DEA does not have control procedures for closing out contracts and 
recovering advanced funds that were not spent in a timely manner. The 
agreement with the United States Fish and Wildlife Services (USFWS) 
allowed for advance payment and ended in January 2012. At the time 
of our field work, April 2012, an unspent balance of$1 .2 million 
remained in this agreement. There was no documentation in the fi le 
showing that the contract manager evaluated and recovered the unspent 
balance. Similarly, the agreement with the USACE is scheduled to end 
on September 30, 2012, and at the time ofour field work, there was an 
unspent advance of$921,413. 

A loss of state funds could occur if agreement dollars are unspent and 
are not identified and collected from partner agencies. In addition, 
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Finding 1
(continued) 

Recommendation 

DEA Response 

these agencies are advanced large amounts of money without contract 
provisions for earning interest on the advances. Therefore, Caltrans is 
losing potential income due to lost interest earnings. Finally, when 
advanced funds are not recovered from the partner agency timely, the 
funds may not be returned to the DEA, but to the State Highway 
Account. 

Government Code (GC) 11261 states that, final determination should 
be made at the end of a contract and the unexpended balance of the 
amount advanced shall be returned; and GC 11019 (b) requires control 
procedures for advance payments. In addition, SCMH Section 4.5 
states that the contract manager is responsible for closing out contract 
files, requesting and reviewing final deliverables, documenting services 
from contractors, and disencumbering unused funds . 

DEA asserts that it has had a significant amount of turnover in staffing 
due to maternity leave and employees leaving Caltrans. As a re sult, it 
had to assign the contract management responsibilities to several 
biologists whose primary function is not contract management. 

We recommend that DEA designate one individual to be responsible for all 
contract management functions related to partner agency agreements. Once 
this individual is designated, we recommend that the following be 
completed: 

• 	 Develop a timeline to request agreements and task orders in 
accordance with DPAC's recommendations. The timeline should 
take into consideration the time required to nego tiate with the partner 
agencies. 

• 	 Negotiate with partner agencies in a timely manner and agree on an 
appropriate budget for each agreement using the partner agency's 
cost proposal. 

• 	 Develop control procedures for closing out agreements in a timely 
manner. These procedures should include a process for evaluating 
unspent funds advanced and recovering the remaining fund s. The 
procedures should also include the process for disencumbering funds 
when the agreements do not involve advances. 

The DEA agrees that creating a position to handle the contract management 
function for the division would be beneficial. However, DEA tried to create 
the position recentl y, but was unsuccessful. DEA will continue exp loring 
an appropriate course of action. For a complete response, please see 
Attachment 1. 
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Finding 2
Inadequate 
Monitoring of 
Expenditures 

We identified instances in which contract managers did not adequately 
monitor expenditures because they failed to require expense reports to 
support payments and were not tracking funds advanced to the partner 
agencies. Specific examples are as follows: 

a) 	 Not all contract managers ensured that quarterly or annual expense 
reports were submitted by all partner agencies as required by the 
agreements. Three out of the seven agreements allow for advance 
payments and the quarterly and annual expense repotts are critical to 
verify that the services were provided and to support the advance 
payments. Quarterly or annual expense reports were missing for the 
following four partner agencies: USFWS, US ACE, EPA and DFG. 
For the expense reports that were received, we reviewed the projects' 
expenses and compared them to the workload list. We noted that not 
all projects on the workload list correlate with the projects on the 
expense reports. 

b) 	 Five of the agreements reviewed lacked documentation to show that 
the contract manager was tracking the funding, the expenditures and 
the balances. In addition, contract managers for the agreements with 
EPA, DPR and CCC did not keep payment logs to monitor 
expenditures. Payment logs are a basic tool used to ensure amounts 
paid are appropriate for the amount of work being performed and to 
ensure all advance payments are accounted for properly. The contract 
manager for the agreement with EPA provided an advance payment 
for federal fiscal year 2010 in the amount of $222,584. However, the 
expense reports submitted to Caltrans only supported $147,602. As of 
the time of our audit, the contract manager had not calculated the 
$74,982 in surplus advanced funds. The agreement with the USACE 
also allows for advance payment and we determined that there are a 
significant amount of unspent funds as discussed in the External Audit 
Report which can be found as Attachment 2. 

Contract Managers are required to monitor contract expenditures to ensure 
that the services contracted for are received. In addition, when contract 
expenditures are not adequately monitored the risk increases for 
overspending the contract and paying for services not in the agreement. 

The SCM Section 9.09 A.3 , requires that the contract manager keep track 
of expenditures by preparing a spreadsheet (or payment log) of 
expenditures. These tools are necessary for the contract manager to ensure 
the amounts paid to the contractor do not exceed the limits allowed in the 
agreement. 

The SCMH, Section 4.3.1 directs contract managers to track dollars 
available versus dollars spent, as well as the type of contract and the 
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Finding 2
(continued) 

Recommendation 

DEA Response 

Finding 3
Performance 
Measures are Not 
Always Evaluated 
or Monitored 

method of payment. Further, it requires contract managers to maintain a 
constant status of available contract balances by keeping a running total of 
charges and costs for each contract on a spreadsheet. 

We recommend that DEA contract managers : 

• 	 Require that partner agencies comply with the terms of the agreements 
by submitting quarterly and/or annual expense reports timely. 

• 	 Review expense reports to make sure that the projects' expenses 

correlate to the projects on the workload list for the particular agency, 

and if deviations are noted, follow-up with the partner agency. 


• 	 Monitor advance funding so that funds are disencumbered timely and 

unspent balances are recovered from the partner agency. 


The DEA is already requiring that all contract managers comply with the 
recommendations listed above. For the complete response, please see 
Attachment 1. 

Contract managers are responsible for administering agreements and 
monitoring contractor' s performance. In March 2011, DEA implemented 
the Standard Tracking Exchange Vehicle for Environmental (STEVE) 
database for contract managers to use for efficient project management. 
STEVE keeps track of project related work being done by DEA staff, 
district environmental staff and partner agency personnel. DEA's contract 
managers use the STEVE database and quarterly meetings to keep track of 
partner agencies workload. DEA also has designated coordinators who 
many times lead the quarterly meetings instead of the contract managers. 

We reviewed the performance measures for the 7 agreements, reviewed 
notes from the quarterly meetings and workload lists ; and interviewed the 
contract managers and coordinators to determine how performance 
measures are evaluated and monitored. We found that not all contract 
managers evaluate and monitor performance measures for the following 
reasons: 

• 	 DEA contract managers authorize payment for services without 
verifying adherence to the agreements' performance measures. 
Contract managers rely on STEVE to track the environmental projects; 
however, the database information does not correlate to the performance 
measures in the agreement. For example, each agreement specifies the 
number of days and intervals for project performance, but there is no 
direct correlation in the database to indicate that a performance measure 
has been achieved. Furthermore, neither the "Priority #" nor the 
"Needed By" fields are entered regularly into the database and used to 
establish project needs or milestones. 
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Finding 3
(continued) 

DEA requires that district personnel input project data into the STEVE 
database directly and the information is used at quarterly meetings with 
each agency to review the workload. According to some contract 
managers, district personnel do not always enter all the information into 
STEVE. As a result, the information in STEVE is not always complete 
and up to date. In addition, because the information is entered at the 
district, the contract manager does not assign a "priority" to the 
particular project and is not able to hold the partner agency responsible 
if the priority is not met. 

• 	 Quarterly meetings are beneficial for maintaining open communication 
between DEA staff, district personnel and partner agency staff. 
However, at the time of our audit, we determined that the quarterly 
meetings were not efficient for setting "priorities" or monitoring 
performance because not all projects are discussed. The meeting 
coordinator gives every district and partner agency personnel an 
opportunity to discuss their individual projects. However, not all 
districts are represented at all meetings and it appears that contract 
managers can't mandate that district personnel attend the quarterly 
meetings. We participated in one ofthe quarterly meetings and noted 
that not all districts were represented. As a result, not all projects were 
discussed and priorities were not set. 

• 	 The contract manager for four agreements did not maintain complete 
records of the quarterly meetings where the workload was discussed; 
and some did not conduct meetings during certain quarters of the year. 
As a result, it was not clear how the contract managers for these four 
agreements evaluated performance measures since no other 
documentation was available for review. One of the contract managers 
interviewed stated that there is no correlation between performance 
measures and payment to the agency and that it is up to the district to 
determine whether performance measures are met or not. We find this 
statement problematic as it is the contract managers ' responsibility to 
make sure that payment is made for services received. 

• 	 Performance measures are not well established for all agreements. For 
example, the USACE agreement only lists performance measures for 
certain permit actions and not for others. As noted in Attachment No.2, 
External Audit Report, we found that the performance measures for 
nationwide permits are not being met by two of the three USACE 
district offices. However, the contract manager at Caltrans did not 
make this determination and the database did not show this information. 

• 	 District Environmental personnel are not satisfied with the level of 
service received from the partner agencies. Specifically, one district is 
not receiving the required correspondence from the agency in a timely 
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Finding 3
(continued) 

Recommendation 

DEA Response 

manner and does not follow-up to ensure deliverables have been 
received. In addition, there is inconsistency among the districts 
inputting the necessary information into the STEVE database. DEA 
determined that district personnel should be responsible for the day-to
day project monitoring. However, not all district personnel consistently 
update project status in the database and do not have authority over the 
contract management function. 

The SCM Section 9.04 A.7. describes that the contract manager should 
monitor the contract to ensure compliance with all contract provisions, 
including monitoring progress to ensure that services are performed 
according to the quality, quantity, objectives, timeframes, and manner 
specified in the contract. In addition, Section 9.09 A.6. states that the 
contract manager must monitor the contractor's performance and 
document it accordingly. 

The SCMH, Section 4.3 states that the primary responsibility of contract 
managers is to monitor the progress of work to ensure contracted services 
are performed according to the quality, quantity, and manner specified in 
the agreement. 

When the contract manager does not monitor partner agency performance 
as required, it is not possible to determine if Cal trans is receiving the 
"premium services" under its contract. It is critical that performance 
measures are well established in order for the contract manager to monitor 
the services performed and to ensure that the services are consistent with 
the payments made to the partner agency. 

We recommend that DEA management: 

• 	 Require that contract managers evaluate and monitor the performance 
of the partner agencies to make sure that Cal trans is paying for the 
"expedited services" as described in the agreements. 

• 	 Coordinate with environmental district staff to ensure project 
information is input into STEVE in a timely manner and priorities are 
clearly identified. 

• 	 Require that the STEVE database is used to its full potential and that all 
available fields are filled out, especially the priority and status of each 
project. 

DEA is working on a policy memo addressing the issues identified in this 
finding and recommendation. For a complete response, please see 
Attachment 1. 
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Finding 4
Inadequate 
Invoice Review 

Recommendation 

We reviewed a sample of invoices for the seven agreements and found that 
DEA paid for expenses that were not in the terms of the agreements. 
Specifically: 

a) 	 All seven agreements had invoices paid with one or more of the 
following conditions: 

• 	 Salaries were paid at levels different than the authorized levels 
without explanation. 

• 	 Labor staff hours were paid, but not supported by accurate and 
timely expense reports. 

• 	 Travel expenses and other direct expenses were paid, but were not 
included in the cost proposal. 

• 	 Additional benefits were paid, but not included in the cost proposal. 

b) 	 Payments were made without supporting documentation in two of the 
seven agreements . Examples of such expenses for federal fiscal year 
2011 included: $12,207 for travel, $3,202 for awards, and $1,400 for 
training. These payments also lacked justification to determine 
reasonableness. 

c) 	 Overhead expenses were paid under the USFWS agreement at a rate 
higher than the authorized rate. The authorized rate in the agreement 
was 22 percent and the overhead rates paid were as high as 40 percent. 

Inadequate re view of invoices increases the risk of Cal trans overpaying for 
services outside the agreement scope or for services not provided. 

The SCM Section 9.00 states that the contract manager is the authorized 
representative of the State of California for administering a contract. In 
addition, Section 9.04 A.9 requires the contract manager to review and 
approve invoices for payment to substantiate expenditures for work 
performed. 

The SCMH Section 4.3. 3 requires that contract managers review invoices 
for accuracy, timeliness, and compliance with cost and payment terms of 
contracts and ensure personnel shown match those listed in the cost 
proposal. 

We recommend that DEA management ensure that contract managers 
follow the requirements established . Specifically, contract managers 
should: 

• 	 Ensure that onl y authorized personnel review and approve all invoices 
prior to payment. 
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DEA Response 

Finding 5
Weaknesses with 
the US Army 
Corps of 
Engineers' 
Agreement 

Recommendation 

DEA Response 

Audit Team 

• 	 Verify that expenditures billed are appropriate and allowable in 

accordance with the terms of the agreement 


• 	 Ensure personnel shown on the invoice match those listed in the cost 

proposal, if applicable. 


DEA Office Chiefs are already requiring that contract managers follow the 
requirements in the contract manager's handbook, especially the ones listed 
on the recommendation. DEA is also planning on conducting a refresher 
training course for all the employees who currently perform contract 
management functions. For the complete response, see Attachment 1. 

We conducted an external audit of the agreement with the USACE and 
determined that the costs claimed and paid were allowable and supported 
for all three USACE offices. However, we found the following weaknesses 
with this agreement: 

• 	 Cost estimates need more accuracy. The cost estimates for two of the 
USACE offices were $405,013 more than actual costs. 

• 	 Annual advance payments are contrary to the State Contracting Manual. 
• 	 Not all Quarterly Expense Reports were received as required. 
• 	 Performance measures not met for nationwide permits and not 

established for other permit actions. 
• 	 Two of the US ACE offices began work before the task orders were 


executed. 


A&I issued a separate audit report to USACE with detailed findings and 
recommendations. A copy of the external audit report can be found as 
Attachment 2 to thi s report. 

We recommend that the DEA monitor implementation of the 
recommendations issued to the USACE and provide A&I with status 
updates. 

DEA will be meeting with the US ACE to review the implementation of the 
recommendations addressed in the external audit report. For the complete 
response, please see Attachment 1. 

Laurine Bohamera, Chief, Internal Audits 
Juanita Baier, Internal Audit Manager 
Kathy Brooks, Auditor 
Tim Pasco, Auditor 
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ATTACHMENT 1 


DIVISION OF ENVIRONMENTAL ANALYSIS 

RESPONSE TO THE DRAFT REPORT 




State of California 	 Business, Transportation and Housing Agency 
DEPARTMENT OF TRANSPORTATION 

Memorandum Flex your power! 
Be energy efficient! 

To: 	 WILLIAM E. LEWIS Date: December 12, 2012 
Assistant Director 
Audits and Investigati File: P4000-0381 

From: JAY NORVELL 
Chief 
Di vision of Environmental Analysis 

Subject: RESPONSE TO DRAFf AUDIT REPORT ON CONTRACT MANAGEMENT 

The Divi sion of Environmental Analysis appreciates the opportunity to comment on and 
respond to the Draft Audit Report on Contract Management. We will be aggressively 
responding to the review and the opportunity to improve this important and productive 
project delivery effmt. We provide thi s response to you on the Draft Report to provide 
context, input on finalizing the repmt, and our response on how we will address the 
recommendations . 

Context 

T he effort to fund positions for enhanced services at regulatory age ncies grew out of a major 
effort by the Department in the late 1990's and early 2000's to improve the di smal 
environmental delivery performance of the Department, which had plummeted to unde r 40 
percent year to year. This involved surveys of relevant Caltrans Environmental and other 
managers across the state, interaction with California Transpmtation Commission staff and 
partner agencies, and the review of regulatory agency relationships by a special ombudsman 
in the Director' s Office, V ice Admiral Leahy. This review led to a series of innovations still 
unfoldin g today including: 
• 	 The development of better environmental staff training, particularly the start of the 

Environmental Academy. 
• 	 Improved and more timely guidance for staff and for local partners on the web (the 

Standard Environmental Reference (SER) with annotated outlines and templates) 
• 	 The creation of Environmental Divisions in each District or Region. 
• 	 The elevation of the Environmental function in HQ and mo vement from the Planning 

chain of command to Proj ect Deli very . 
• 	 Negotiation with FHWA and others for explicit and implicit delegations 
• 	 Enhanced support for environmental contracting. 
• 	 Implementation of an Environmental Man agement System (database tracking 

environmental project deli very effmt) 
• 	 Enhanced interac tion between District Directors and regulatory agency managers , and 
• 	 Funding of positions at regulatory agencies 

Caltrans improves mobility ac rou Cal ifornia " 



State of California Business, Transportation and Housing Agency 
DEPARTMENT OF TRANSPORTATION 

These efforts, in concert, have resulted in dramatically improved environmental delivery. 
The "stretch goal" for year-to-year environmental delivery was originally 80 percent and we 
now consistently deliver over 90 percent. Our reports to the legislature on our "NEPA 
Delegation" since 2007 also indicate a substantial reduction in start to finish time for 
environmental delivery. This has been despite the reduction and redirection of HQ 
Environmental staff since 2004. 

General Comments on the Audit 

We note that need for this audit arose out of a Director's Meeting where Environmental was 
not directly represented. The concerns about relationships with regulatory agencies and 
issues with permits led to an audit of the contractual aspects, but there are other factors. The 
management of relationships with regulatory agencies rests on four pillars: management to 
management interaction, staff to staff interaction, staff stability on both sides, and contract 
management. This audit only deals with contract management. 

Even perfectly run contracts may not result in regulatory success. You cannot "buy" 
discretionary permits; you can purchase increased attention and expedited reviews. While 
there are requirements to manage the financial aspects of our agreement, there are also legal 
obligations and even possible ctiminal penalties for regulatory non-compliance. 

These agreements with regulatory agencies are not normal "payment for services" contracts 
and we cannot choose another vendor. These are agreements with partner agencies that 
have specific legal authority over our activities. We have limited ability to impose financial 
penalties as these partners have great authority over our ability to get our work done and 
control costs. 

While it is important to respect and resolve the serious iss ues reported in the Draft Audit, it 
is also important to note that the audit did not find evidence of lost funding or misdirection 
of funds. The concerns are over cash management and late or incomplete documentation. 

Federal agencies require advance funding. All advance funding that has been in excess of 
actual use has either been repaid to the Department or rolled over to fund additional time. 

Work Plan for Addressing Audit Findings 

In response to our September 28, 2012 Exit Conference, we agreed to provide you with our 
plan for how we would address the audit's recommendations. We offer the attached table 
with timelines for implementing our proposed solutions. 

We look forward to working with you and your staff to implement these corrective measures 
to better manage our resources. If you have any questions on this reply, please contact Amy 
Bailey at Amy Bailey@dot.ca.gov or (916) 651-8166 or Anmarie Medin at 
Anmarie Medin@dot.ca.gov or (916) 653-6187. 

C: Amy Bailey, Jennifer Gillies , Dale Jones, Anmarie Medin, Juanita Baier (Audits) 

"Caltrans improves mobility acro.1·s California." 
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Audit Report Finding 

#1 : Inadequate 
Process for initiating, 
monitoring and 
closing out 
agreements 

#2: Inadequate 
Monitoring of 
Expenditures 

Recommendation 

Designate one individual 
to be responsible for all 
contract management 
functions. 

Develop a timeline to 
request agreements and 
task orders in accordance 
with DPAC's 
recommendations. 

Negotiate with partner 
agencies in a timely 
manner and agree on an 
appropriate budget for 
each agreement using the 
partner agency's cost 
proposal. 
Develop control 
procedures for closing out 
agreements in a timely 
manner. 
Require that partner 
agencies comply with the 
terms of the agreements 

Proposed Corrective Action/Step and Time Estimated for 
Timeline: Corrective Action : 
We have tried to create a PY position to 180 days for follow up. 
handle the contract management functions Dependent upon hiring process 
for DEA, however it w as not approved. for new D ivision Chief. 
When the new DEA Chief is appointed, 
DEA will work with Audits on the most 
appropriate course of action. 
1) 	 Offic e Chiefs are instructing C ontract 

Managers to follow all audit 
recommendation s and will monitor 
compliance. 

2) 	 DEA Contracts Support Staff will 
work with PM Resource Management 
and DPAC to create training specific 
to DEA 's iss ues. 

3) 	DEA will no longer be using task 
orders in future agreements. 

Office Chiefs are in structing CMs to 
follow all audit recommendation s and will 
monitor compli ance through training 
mentioned above. 

Training di scussed above will inc lude 
close-out procedures. 

1) OCs will remind CMs to track 
reporting requi rements. 

_2) Contract man agers have a notification 

1) D one 

2) Meet in 60 days to plan 
training. Deli ver training in 
180 days. 

3) Done 

Done 

180 days as part of training 

1) Done 

2) Done 



by submitting quarterly 
and/or annual expense 
reports timely. 

process to remind them of due dates 
and overdue reports. 

3) DEA is working with relevant 
agencies to create templates to use for 
the quarterly reports 

3) Within 60 days; for use in 
quarterly report for Jan-
March. 

Review expense reports to 
make sure that the 
projects' expenses 
correlate to the projects on 
the workload list for the 
particular agency and if 
deviations are noted, 
follow-up with the partner 
agency. 

1) CMs are required to review expenses 
and follow-up with the pattner agency 
when expense reports do not correlate 
with the projects on the workload li st. 

2) DEA is working with partner agencies 
and district staff to standardize 
methods to fully document workload. 

1) Done 

2) 90 days; will work with 
Audits as needed on 
methods. 

Monitor advance funding 
so that funds are 
disencumbered timely and 

1) Contract managers are required to 
review quarterly expenditures and 
require adjustments to future advances 

1) Done 

unspent balances are 
recovered from the partner 
agency. 

as soon as agreements expire. 
2) DEA no longer allows advances on an 

ann ual basis. All future agreements 
require advances on quarterly basis. 

2) Done 

#3: Performance 
Measures are not 
always evaluated or 
monitored 

Require that contract 
managers evaluate and 
monitor the performance 
of the partner agencies to 
make sure that Caltrans is 
paying for the "expedited 
services" as described in 
the agreements. 

1) DEA is working with CMs to 
standardi ze petformance monit01ing to 
make sure that the services described 
in the agreement are provided. 

2) DEA CMs will distribute performance 
metric data to districts to track 
services. 

l) Within 60 days; for use in 
quarterly report for Jan-
March 

2) Done 

Coordinate with DEA is working on a policy memo Within 60 days 
environmental district specifying use of STEVE and clarifying 
staff to en sure project the responsibility for filling out all the 
information is input into requirecl_fie~ 



STEVE in a timely 
manner and priorities are 
clearly identified. 
Require that the STEVE 
database is used to its full 
potential and that all 
available fields are filled 
out, especially the priority 
and status of each project. 

As part of the STEVE policy memo, DEA 
will work with the Environmental 
Management Board on compliance. 

Ongoing. 

#4: Inadequate Ensure that only authorizec DEA requires that only authorized Done 
Invoice Review personnel review and 

approve all invoices prior 
to payment. 

personnel review and approve invoices. 
CMs will work with Districts, when 
necessary, to ensure charges are accurate. 
Training mentioned above will refresh on 
thi s requirement. 

Verify that expenditures 
billed are appropriate and 
allowable in accordance 
with the terms of the 
agreement 

OCs remind CMs that they are required to 
review expenditures to make sure they 
comply with the agreement. CM's are 
also required to dispute charges that can 
not be verified according to state 
procedures. Training mentioned above 
will refresh on this requirement. 

Done 

Ensure personnel shown 
on the invoice match those 
listed in the cost proposal, 
if applicable. 

Contract Managers are required to review 
personnel in the invoices to make sure 
they match those in the cost proposal. 
Training mentioned above will refresh on 
this requirement. 

Done 

#5: Weaknesses in Monitor the DEA will be meeting with the USACE to Schedule meeting within 30 
USA CE Agreement implementation of the 

recommendation s issued 
to the USACE and 
provide A&I with status 
updates. 

review the implementation of the external 
audit recommendations. 

days. Follow up ongoing as 
needed. 
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United States Army Corps of Engineers 
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August 3 1, 20 12 

Mr. Michael Jewell 

Chief 

U.S. Army Corps of Enginee rs 

Regulatory Division 

1325 J Street 

Sacramento, CA 958 14 


Dear Mr. Jewell : 

The Cali fornia Department of Transportation (Caltrans) Audits and Invest igation s (A&I) audited 
the U.S . Army Corps of Engineers ' (USACE) incu rred costs of$791 ,462 under Agreement 
Number 43A0275 (Agreement) between Caltrans and USACE to determine if costs are 
reaso nable, allovvable, allocable and supported in accordance with: 

Agreement Provisions. 

Department of Defense Financial Manageme nt Regulation 7000 . 14-R. 

Section 2 14 of the Water Resources Development Act of 2000 (WRDA). 

The Agreeme nt peri od is Marc h 8, 2010, through September 30,2012, and includes three Task 
Orders with USACE district offices in Los Angeles, Sacrame nto, and San Francisc o. Our audit 
also included a revievv of USACE's internal controls and contract management processes to 
detennine if they are in compliance with state and fede ral regulations. 

OBJECTIVES 
The audit was performed as a management service to Caltrans to assi st in its fiduciary 
responsibility to state and fed eral regulatory agenc ies. The audit was performed to determine 
\Vhether cos ts incurred by USACE are allowable, supported and in compliance with the 
Agreeme nt provi sions, and state and federal regulation s. 

USACE is respo nsible for the fair presentation of costs incurred, ensuring compliance with 
Agreement provi sions and state and federal regulations, and the adequac y of its financial 
managemen t system to accumu late and segregate reasonable, allowab le, and alloc able costs. 

METHODOLOGY 
A&I conduc ted tl1is performance audi t in acco rdance \Vith generally accepted go vernment 
auditing standa rds. T hose standards require that A&l plan an d perform the audit to ob tain 
sufficient, appropriate evidence to prov ide a reaso nable basis for our findin gs and conclusi ons 

'Caltrans improv~s mobil i(l ' acr oss C altforn ia ,. 
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based on our audit objectives. A&I believes that the ev idence obtained provides a reasona ble 
basis fo r 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 
USACE . Therefore, A&I did not audit and are not express ing an opinion o n USACE's financial 
statements. 

An audit includ es 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 USACE, as well as evaluating the overall presentation . 

SCOPE 
The scope of the audit was limited to fmancial"and compl iance activities related to the above 
referenced Agreement. The audit consi sted of a review of the Agreement provisions, an 
assessment ofUSACE's financial management system related to its ability to acc umulate and 
segregate project costs, a review of costs incurred by each USACE district office, a review of 
USACE's in vo icing and billing process, a revievv ofUSACE's performance meas ures, interviews 
of appl icab le personnel, and tests of transactions supporting costs incurred through 
September 30, 2011. Transactions arising subseq uent to this date were not tested and, 
according ly, A&I did not express an op inion on costs or credits arising after this date . As a 
resu lt, conclus ions expressed in this report pertain solely to USACE's comp liance with stat e and 
federa l regulations and Agreement pro visions. 

Due to inhere nt limitations in an y financial management system, misstatements caused by erro r 
o r fraud may occur and not be detected. Also, projections of any audit of the financial 

manage ment syste m to future periods are subject to the risk that the financi al manageme nt 

sys tem may become inadequate because of changes in conditions, or that the degree of 

compliance with the polic ies and procedures may dete riorate. 


BACKGROUND 
Cal trans partners \vith regulatory agencies for priority review of transportati on projects , beyond 
what the agencies ex ist ing financ ial resources per mit. Unde r agreeme nt with these partne r 
agencies, environmental technical assistance, consultation, and coordinat ion services are 
provided to enable Caltrans and the regu latory age ncies to address issues timel y and more 
effectively, the refore, acce lerating the environmental re view and pennit process. 

One of the partner age ncies is US ACE. USACE pro vides env ironmental technical assistance, 
oversight and coordi nation services to Cal trans regarding projects subject to its jurisdiction in 
Californ ia. 

CONCLUSIO N 
Based on our audit, A& I determ ined that USACE's financial management syste m is capab le of 
accumulating and segregating costs in accordance with provision s of Agreement 43A0275, and 

"Ca flra ns improl'es mobility across Californw ·· 
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costs incurred are reasonable, allowable, allocable and supported. A&I found that USACE's 
charges were only for services prescribed by the Agreement; and its contract management 
process is adequate to perform expedited permit processing service s under the Agreeme nt, except 
for deficiencies detailed in the Findings and Recommendations section of thi s report. 

Our findings and recommendations were discussed with officials from each USACE district 
office their comments were taken into consideration when finalizing the report. The results of 
the audit were discussed with the following USACE staff: 

• 	 Mark Cohen, Deputy Chief, Regulatory Division of the USACE Los Angeles District on 
June 4, 2012. Mr. Cohen agreed with the finding s and recomm endations and submitted a 
wr itten response. The response can be found as Attachment II, which is enclosed. 

• 	 Paul Maniccia, B1anch Chief, Regulatory Division of the USACE Sacramento District on 
May 21 , 20 12 . Mr. Maniccia agreed with the findings and recommendations as presented by 
A&I auditors . He did not submit a written response to the audit results. 

• 	 Jane Hicks, Chief, Regulatory Division of the USACE San Francisco District on 

June 8, 2012. Ms. Hicks disagreed with some of the findings bu t did not submit a \VTitten 

response to the audit results. Detailed information on the findings and recommendations 

Ms. Hicks disagreed with can be found in the enclosed Attachment I. 


The detailed findings and recommendations can be found in Attachment 1of this report titled 
Findings and Recommendations. 

This report is intended for USACE's and Caltrans' management. However, thi s report is a 
matter of public record and its distribution is not limited. 

Ifyou have any question s, please contact Juanita Baier, Audit Manager, at (916) 323-7951, or 
Teresa Greisen, Audit Manager, at (916) 323-7910, or Laurine Bohamera, Audit Chief, at 
(9 16) 323-7107. 

Sincere ly, 

, 	II 4 ';// 
~~i{fttt L ~t-t·1,~ 
WlLLIAt\1 E. -LEWIS 
Acting As.si~tant Director 
Audits and Investigations 

Enclosures 

"Caltrmrs impr o1·eJ mo bilrty across Califonriu " 
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c: William Leady, Colone l, District Commander, USACE, Sacramento District 
R. Mark Toy, Colonel, District Commander, USACE, Los Angeles District 
John K. Bake r, P.E. District Commander, USACE, San Francisco District 
David Castanon, Chi ef, Regulatory Division, USACE, Los Angeles District 
Mark Cohen, Deputy Chief, Regulatory Division, USACE, Los Angeles District 
Paul Maniccia, Branch Chi ef, Regulatory Division, USACE, Sacramento District 
Jane Hicks , Ch ief, Regulatory Division, USACE, San Francisco District 
Robert Pieplow, Acting Deputy Director, Project Delivery, Caltrans 
Jay Norve ll , Chief, Di visio n of Environmen tal Analysis, Caltrans 
Laurine Bohamera, Audit Chief, Audits and Investigations, Caltrans 
Teresa Greisen, Audit Manager, Audits and Investigations, Ca\ trans 
Juanita Baier, Audit Manager, Audi ts and Investigations, Caltrans 

"('a/trans improws mobiltry across Califomra " 



FINDINGS AND RECOMMENDATIONS 


FINDING No. 1- Cost E stimates Need More Accuracy 

We found that the USACE requested and recei ved more funding th an what was reasonab le or 
nece ssa ry. Caltrans ad vanced $405,0 13 more than necessary for two USACE offices during 
federal fi scal year 2011. The cost estimates for the two offices were significantly greater than 
actual costs as noted belo w: 

Es tim ate Actual Difference 
Sacramento Office $419,336 $ 139,296 $280,040 
San Franci sco Office $200,796 $ 75 ,823 $124.973 
Total $405,013 

Th ere was no documented reason fo r the large difference between the estimated workload and 
the actua l workload .. Either Caltrans did not have enough work for these offices or the offices 
did not assign suffi cient staff to comp lete the work load originally estimated. Because the terms 
of the agreemen t allow for advance fundi ng, it is cri tical that estimates be reasonab le and as 
accurate as poss ible. The Agreement also has a pro vision requiring the USACE to return 
unspent funds to Cal trans at the conclusion of the Agreement. However, because the provision 
does not requi re that un spe nt funds be returned to Cal trans at the end of the fiscal year, the 
US ACE has the benefit of keeping the advanced funds and any accumulated interest not spent 
durin g the fiscal year. 

Criteria: USACE Agreement Exhibi t B, Paragraph 4 . A. states "Allowable costs issued under 
this Agreement must be necessary, reasonable, and allocable. A cost is reasonable if, in its 
nature and amount, it does not exceed that which would be incurred by a p rudent person under 
the circumstances prevailing at the time the decision was made to incur the cost." 

Recommendation: We recommend that USACE mana gement: 

• 	 Develop an acc urate cost estimate for each office by requestin g input from the Caltran s' 
district offices. 

• 	 Assign sufficie nt staff in orde r to prov ide Cal trans v: ith exped ited serv ices as described in the 
Agreement. 

USACE Response to Finding No. 1 - The Sac ramento offi ce agreed with thi s find ing and 
recommenda tion and did not provide a written respon se. The San Franc isco office disagreed 
with the fi ndin g and stated that they lost the staff person assigned to work on this Agreement and 
it took the office several months to hire another one. The San Francisco office did not provide a 
\\Titten response. 

A uditor 's Analysis ofResponse: The findin g and recommendation remain unchan ged. Each 
USACE office is responsible for complying with the terms of the Agreement by assigning 
suffici ent staff to pro vid e the expedited services as described in the Agreemen t. 



FINDINGS AND RECOMMENDATIONS 


FII\'DING No.2- Annual Advance Payments 

The Agreement wi th the USACE allows for large annual advance payments to be made prior to 
the performance of work which is cont rary to th e State Contracting Manual (SCM) . Each 
USACE office in voices Caltrans annually for the advance payments based on the estimated 
worklo ad for the fi scal year. According to USACE, advance funds are necessar y in order for 
each office to staff their office accordingly and avoid interruption in services to Caltrans. 
US ACE staff also stated that in the past Caltrans has taken a long tim e in processing the adva nce 
and the advance goes to their Finance Center in Millington, Tennessee. As a result, it takes 
longer for each district office to receive the funds. During the course of our audit, we 
determined that eac h USACE district office could request advances via Electronic Funds 
Transfers (EFT) which would expedite the USACE receiving the funds. EFT would allow each 
USACE office to have the advance funds in a timely manner. 

Criteria: The SCM Section 7.32 states "Contrac ts or agreements containing provisions for 
advance payments should preferably provide for small p eriodic payments rather than the total 
contract price or lump-sum advan ces (California Government Code Sections 11256-11263, 
11019, and 12425)." 

Recommendation: We recomme nd that future agreements with USAC E include provisi ons 
requiring that advances be paid on a quarterly basis via EFT. 

USACE Response to Finding No. 2 - The Sacramento and Los Angeles offices agreed with this 

finding and recommendation. The San Francisco office expressed concerns regarding quarterly 

advances but agreed that EFT wou ld be beneficial and did not provide a \\Titt en response. The 

Los Angeles office provided a \Hitten respon se. For the complete respo nse, please see 

Attachment II. 


FINDING No.3- Not all Quarterly Expense Reports Received as Required 

The USACE offices in Los Angeles and San Francisco did not always pro vide expense reports to 
the Caltrans contract manager as requir ed. According to staff from the Los Angeles office, 
expense reports were submitted to the Caltrans contract manager via email. However, there was 
no evidence that these quarterl y reports were subm itted to Caltrans. The Caltrans contract 
manager' s file s only contained annua l report s. The San Francisco office believed that annual 
expense repo rts by individual would be sufficient. Expense reports are critical to verify that 
services were provided and to support the annu al advance payment s. 

Criteria: Agreement Exhibit B 3. C states in part,". .. USACE shall provide the Contrac t 
Manager with a quart erly statemen t ofexpenditures for each i\IIOA that details expenditures for 
the quarter, and cumulatively/or both the current federal fiscal year andfor the life ofthe 
Agreement. The Quarterly statement for each J'v!OA shall identify actual costs for salaries, 
travel, other dir ect costs and indirect costs by individual." Also, Exhibit B 3. J states , "All 
invoices with attached budget estimates, quarterly statements, and final stalements of 
expenditures shall be itemized in accordan ce with Attachment 2, USACE Estimated Salary Rates, 
and shall include dates ofservice, Agreement num ber, MOA date classifica tions ofemployees 
and hours ofwork, fr inge benefit charges. and itemized travel, supply and equipment expenses. '' 
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FINDINGS AND RECOMMENDATIONS 


Recommendation: We recommend that all USACE offices provide the quarterl y expense 
reports to the Caltrans contract manager as required by the Agreement. 

USA CE Response to Finding No. 3 - The Sacramento and Sao Francisco offices agreed with the 
finding and recommendation and did not provide a \VTitten response. The Los Angeles office 
also agre ed with the finding and recomme ndation and provided a written respon se . For the 
complete respo nse, please see Attachment II. 

FINDING No.4- Performance Measures Not Met for Nationwide Permits and Not 
Established for Other Permit Actions 

We reviewed the annual reports the USACE offices submitted to their Headqu arters for federal 
fi scal year 2 011. These annual reports indicate that the Los Angele s and San Francisco offices 
are not meeting the established performance measures for the nationwide permits. The 
Los Angeles office reported processing nationwide permits within 45 days and the Agree ment 
specifies 20 working days. The San Francisco office reported averaging 75 days to process 
nationwide permits and the Agreement specifies 45 working days. The USACE Sacramento 
office rep orted performance measures that were not consistent with the performance meas ures 
stated in the Agreement. 

USACE distri ct offices use calendar days to calculate the number ofdays it take s them to issue 
the nation wide and standard individual permit s because their database tracks permit actions by 
calendar da ys. However , the Caltrans Agreement specifies the numb er of days as "working 
days." We determined that counting working days for eac h permit action is not practical for 
tracking purpo ses. 

Criteria: Appendix B. II. B of each Task Order spec ifies that the targe t turnaround time for 

reac hing a deci sion on Nationwid e and Standa rd Individual Permits will be as foll ows: 


Task Order No . l -Los Angeles and Task Order No. 2- Sac ramento 

Na tionwid e Permits - 20 working days upon rece ipt of federally complete pre-construction 
not ification package. 

Standard Indiv idual permit s - 120 workin g days upon receipt of federall y comp lete app licati on 
package. 

Task Order No . 3 - San Francisco 

Nationwide Pe rmits - 45 working day s upon receip t of fede rall y compl ete pre-co nstruct ion 
notificati on pac kage . 

Standard Individual perm its - 120 work ing days upon rece ipt of federally complete application 
package. 

3 



FINDINGS AND RECOMMENDATIONS 


However, Appe ndix B. II. B of each Task Order also states that if condi tions relating to 
Endangered Species Act, National Historic Prese rvation Act, and/o r o ther stated conditions appl y, 
those permit actions are excluded fro m performance measure ment. In addi tion, the Agreement 
lacks perfo rmance meas ures for permit actions such as regional permi ts, letters of permission, and 
jurisdi ction determinations. As a result, we were not able to asses s whether the USACE is 
providing "ex pedited services" for those permit act ions. 

Recommendation : We reco mmend that USACE and Caltrans Manage ment: 

• 	 Agree on perfo rmance measures based on calendar days for all permit acti ons, including 
jurisdiction determinations, regional permits, and letters of permission. Once, the 
performance measures ar e agreed to, they should be included in futu re Agreements . 

. • 	 Discuss the status of each permit application at quarterl y meetings and identify technical 
issues and/or incomplete applicati ons in a timely manner. 

• 	 Identify "priorities" at the quarterly meetings for each permit actio n in progres s. 
• 	 Document the level of satisfacti on from the Cal tran s dist rict offices on an annual basis. 

USA CE Response to Finding No. 4- The finding and recommend ations were discussed \Vith the 
three dist rict offices during the exit co nferences. The Sacramento office agreed with the fmding 
and reco mmend ation and did not provide a \vTitten response. The San Francisco office ex pressed 
concerns with the recomm endation requ esting that performance meas ures be established for all 
permit acti ons. Eve n thoug h this office expressed concerns, it did not pro vide a wntten response. 
The Los Angeles office agreed with the finding and reco mmendation and prov ided a vvTitten 
res ponse. For the comp lete res ponse, please see Attachment II. 

Auditor's Analysis ofR esponse: The finding and recommendat ion remain unchanged. In order 
fo r the Caltrans contract manager to evaluate \Vhether the US ACE is providing the expedited 
services, performance measures need to be establ ished for all permit actio ns. 

Finding 5- \York Started Before the Task Orders \Vere Executed 

Our audit found that two USACE dist rict offices began providing serv ices before the effect ive 
date of the task orders. Wo rk for Task Order No.2 began on Jul y 17, 20 l 0, but the effec ti ve date 
was September 9, 20 10. Simil arly, work for Task Order No .3 began on September 7, 20 10, but 
the effective date was Dece mber 30, 20 I 0. Acco rdin g to USACE staff for the two district 
offtces, a former Cal tran s contrac t manager gave them instructi ons to begin work. Performing 
work before the effective date of a task order puts the USACE at risk of not gettin g paid since 
there is no legal authority to pa y for services be fore the effective date . 

Criteria: The State Contracting Manual Section 9.09 A. 4, states, "Work cannot begin before 
con tract execution and the effective date ofthe contract." In addi tion, Article XI of Task Orders 
002 and 003 both state "This AlGA will become effective on the date ofsignature by the last 
Parry, and approval by Department ofGeneral Services." 



FINDINGS AND RECOMMENDATIONS 


Recommendation: We recommend that USACE and Caltrans negotiate futur e Agreements 
earlier in the contracting process so services are not provided before the effective date of the 
Agreement. 

USACE Response to Finding No. 5 - This findin g was discussed with the Sacramento and 
San Franc isco oftices during th e exit conferences. The Sacramento office agreed with the 
finding and recommendation and did not provide a \VTitten response. The San Francisco office 
stated that services began at the direction of a former Cal trans contract manager but agreed that 
services should not start before an executed Agreement. 

. 5 



DEPARTMENT OF THE ARMY 
Los Angeles District, Corps of Engineers 

P.O. Box 532711 

Los Angeles, California 90053-2325 

June 11, 2012 

REi'I.YTO 

Office of the Chief 
Regulatory D ivision 

Tim Pasco, A u ditor 
CaWomia Department of Transportation-HQ 
MS-2 
P.O. Box 942874 
Sacramento, Caliiomia 94274 

Dea r Mr. Pasco: 

As you knm.v, the U.S. Army Corps of Engineers, Los Angeles Dis trict, Regulatory Di vision 

(USACE-LA) participated in an on-site financi al audit of the State of California Department of 

Transp ortation Audit Investigation Team (Team) 13-15 March 2012, per the terms of 

Agreement 43A0275-T0-001. The results of this on-site audit were pro vided to u s via email 

enclosure titled "Formal Audit Exit Conference", on 18 April 2012. 


We participated in the "Form al Au dit Exit Confe rence" with your Team on 04 June 2012. You 
then invited u s 6to review the w ritten find ings and submit a forma l response within 5 busines s 
days, 11 June 2012. In consideration of th e w ritten findings and the "Formal Audit Exit 
Conference", our response is as follows: 

1. USACE-LA did not fully comply with reporting quarterly costs to the Department contract 
manager in accordance w/SA Exhibit B 3.C. and J. 
Recommendation: USACE-LA should quarte rly re port the d etail for all costs in accordu.nce 
with SA Exhibit B 3.C. and J. 
Response: We accept the Audit recommendation and have submitted quarterly reports 
detailing all costs in accordance w/SA Exhibit B 3.C. and J. for FY-2012, including the 1st and 2~d 
quarter cos t detail reports, and will con tinue to do so. 

2. State Contracting Manual states "Contracts of agreements containing provisions for advance 
payments should preferably provide for small period ic payments rather than the total contract 
price or lu m p-sum advances. 
Recommendation: Caltrans should make advance payments on a quarterly basis through 
electronic fund transfers. 
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Response: In part, we have concerns regarding this r ecommendation for the following 
reasons: 

• 	 We accept the recommendation to work with Caltrans to set-up the electronic funds 
transfer. We agree to work with Caltrans to improve the timeliness of payments made 
under the contract. 

• 	 The internal processes of both organizations are fairly slow, and a disruption in funding 
could affect p erformance under the contract. 

• 	 Lack of funds availability could affect work effici ency and end-products since the Corps 
is mandated n ot to work on projects in the absence of funding. The continu al work start 
and stoppage would greatly hamper efficiency, thus affecting our ability to meet the 
terms and conditions of our WRDA section 214 Agreement and Contract. 

• 	 The USACE-LA makes staffing decisions annually based on the availability of funds 
under the agreement. If funds are not received, we would need to attempt to redirect 
Caltrans -funded projec t managers to other proj ects and funding sources. This would 
adversely affect our overall budget and staffing plans. 

• 	 Other WRDA section 214 agreements make advance payments annually, and this 
facilitates a smooth operation of th e programs and lmvers administrative costs. 

3. The performance measures of Agreement 43A0275-T0-001 is based on working days, 

however, all USACE districts use the ORM d atabase to tract permit actions and the ORJ.\1 

database uses calendar days. In addition, ORM data does not identify if permit actions require 

consultation r elated to ESA, SHPO, and/or other stated conditions to exclude permit actions 

from the target turnaround time. It was n ot determined whethe r USACE-LA met the 

performance measures stated in the contract, however the 2011 annual report to USACE HQ 

indicates that the performance measures may not be met. 

Re comme ndation: In the future , Caltrans and USACE-LA should agree on performance 

measures based on calendar days. In quarterly meetings between USACE and Caltrans, 

communica tion must improve to discuss the status of each permit application for technical 

issues, etc. Performance measurement factors should be identified and Caltrans district 

representatives should document performance measurement factors in Cal trans STEVE 
database for tracking purposes. In addition to NWP and SIP's, USACE and Cal trans should 
agree on performance measures for other permit actions. Finally, Caltrans Districts should 
annually participate in detailing Caltrans level of satisfaction with USACE office's performance 
under the agreement. 
Response: USACE-LA accepts the recommendation to change tracking of actions from 
working days to calendar days. ln addition, we accept the recommendation to address 
performance measures, etc. in the future long-term Caltrans(USACE-LA Contract. However, 
with regard to LA D istrict, mos t delays in permit processing are associated with incomplete 
applications submitted by Caltrans, not ESA or SHPO, which typically are coordinated by 
Caltrans in advance of permit application submittal, and are no t in themselves the source of 
delays. We already coordinate with our Caltrans coun terparts on outstanding additional 
information r equired through "additional information requests" (via letters, e-ma ils, and 
telephon e discu ssio ns), and we also update the status on some projects during ou r quarterly 
meetings with Caltrans. Regarding annual reviews of performance, Jennifer Gillies does 
contact USACE-LA each year before sending u s a performance appraisal letter. We can also 
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include performance appraisal as an agenda item to discuss during our last quarterly meeting 
with Cal trans each year. 

4. Administrative support costs were directly charged to Agreement 43A0275-T0-001 for 
administrative support employees. "Allowable costs must be accorded consistent treatment. A 
cost may not be assigned a direct cost if any other cost incurred for the same purpose in like 
circumstances has been allocated as an indirect cost." H the administrative support services are 
usually charged as indirect cost in either the G&A overhead or Regulatory overhead, then 
there is inconsistent treatment of costs which results in an inequitable allocation of indirect 
costs." 
Recommendation: If administrative support staff usually charge time to indirect cost, 
administrative support staff costs should not be directly charged to the Agreement 
Response: The USACE-LA support staff services usually charge time to direct costs. Charges 
to indirect/overhead by administrative and other Corps Regulatory Division staff (including 
project managers) are limited, and include meetings, training, and other mandated District 
activities for all USACE-LA staff. Indirect costs usually comprise less than 10% of a staff 
member's total costs. Administrative staff, who are generally graded lower than project 
managers, can accomplish certain project or program related activities that benefit Caltrans 
through cost savings. We will include a line-item for estimated administrative staff costs in our 
future cost/budget estimates made under our Contract with Cal tra ns. 

The USACE-LA would like to take this opportunity to thank you and the team for providing 
constructive recommendations to enhance existing processes. This benefits present and future 
agreements. We look forward to our continued long-term partnership and collaborative efforts 
in responsible environmental stewardship through our joint transporta tion planning process. 

If you have any qu estions, please contact Stephanie Hall of m y staff at 213-452-3410 or via 
e-mail at Stephanie.J.Hall@usace.army.mil. Please refer to this letter and SPL-2010-00616-SJH 
in your reply. 

Sincerely, 

Mark D. Cohen 
Deputy Chie f, Regulatory Division 

" Building Strong and Taking Care of Peopl e!" 

mailto:Stephanie.J.Hall@usace.army.mil

