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AUDIT COMMITTEE AGENDA 
Southern California Association of Governments 

 
900 Wilshire Boulevard, Suite 1700 

Los Angeles, California 90017 
Thursday, June 27, 2019 

10:30 AM 

The Audit Committee may consider and act upon any of the items listed on the agenda regardless 
of whether they are listed as Information or Action Items.  

CALL TO ORDER AND PLEDGE OF ALLEGIANCE 
(The Honorable Rex Richardson, Chair) 

ROLL CALL  
 
PUBLIC COMMENT PERIOD 
Members of the public desiring to speak on items on the agenda, or items not on the agenda, but 
within the purview of the Committee, must fill out and present a Public Comment Card to the 
committee staff prior to speaking.  Comments will be limited to three (3) minutes per speaker. The 
Chair has the discretion to reduce the time limit based upon the number of speakers and may limit 
the total time for all public comments to twenty (20) minutes. 
  
REVIEW AND PRIORITIZE AGENDA ITEMS 
 
SELECTION OF VICE CHAIR 
 
CONSENT CALENDAR          Time        Page No.  
 
Approval Item 
 

1. Minutes of the March 21, 2019 Meeting 
 

 1 
 
 

INFORMATION ITEMS   
                   

2. Fiscal Year (FY) 2018-19 External Auditor Preliminary Update 
(Joshua Margraf, Internal Auditor) 
 

30 mins 
    

5          
          

3. Caltrans Audits Corrective Action Plans 
ome Ajise, Executive Director) 

20 min 11 
 

 

4. Internal Audit Status Report 
(Joshua Margraf, Internal Auditor) 
 

10 min 112 
 
 



 

 
 

 
 
 

AUDIT COMMITTEE AGENDA 
 

 
ACTION/DISCUSSION ITEMS                 
 

 
STAFF REPORT 
(Joshua Margraf, Internal Auditor) 
 

Audit Committee Meeting Schedule  
 
FUTURE AGENDA ITEM/S 
 
ANNOUNCEMENT/S 
 
ADJOURNMENT 
 

5. Annual Audit Workplan  
(Joshua Margraf, Internal Auditor) 
 

RECOMMENDED ACTION:  Approve internal audit work plan. 
 

10 mins 116 

6. Audit Standards 
(Joshua Margraf, Internal Auditor) 

 
RECOMMENDED ACTION:  Approve adoption and use of Red Book 
standards for internal audit function. 

15 mins 121 

   



 

 
 

AUDIT (AC) COMMITTEE 
MINUTES OF THE MEETING 
THURSDAY, March 21, 2019 

 
THE FOLLOWING MINUTES ARE A SUMMARY OF ACTIONS TAKEN BY THE AUDIT COMMITTEE.   A DIGITAL 
RECORDING OF THE ACTUAL MEETING IS AVAILABLE FOR LISTENING IN SCAG’S OFFICE. 
 
The Audit Committee met at SCAG, 900 Wilshire Blvd., 17th Floor, Los Angeles, CA 90017. The meeting was 
called to order By Chair, Randon Lane.  A quorum was present. 
 
Members Present: 
Hon. Randon Lane, Chair  Murrieta  District 5 

Hon. Alan D. Wapner  Ontario  SBCTA 

Hon. Sean Ashton  Downey  District 25 

Hon. Jim Hyatt  Calimesa  District 3 

Hon. Steve Manos  Lake Elsinore  District 63 

Hon. Ray Marquez  Chino Hills  District 10 

Hon. Fred Minagar  Laguna Niguel  District 12 

Sup. Linda Parks  Ventura County   

Hon. Ali Saleh  Bell  District 27 

Hon. Marty Simonoff  Brea  District 22 

  Hon. Cheryl Viegas‐Walker  El Centro  District 1 

     

Members Not Present     

Hon. Carmen Ramirez, Vice Chair  Oxnard  District 45 

Hon. Bill Jahn  Big Bear Lake  District 11 

Hon. Margaret Finlay  Duarte  District 35 

Hon. Clint Lorimore  Eastvale  District 4 

     

     

     

     

 
 
 
 
 
 

 
 
 
 
 
 
 

REPORT

 
Southern California Association of Governments

900 Wilshire Blvd., Suite 1700, Los Angeles, CA 90017
March 21, 2019
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CALL TO ORDER AND PLEDGE OF ALLEGIANCE 
 
Chair Lane called the meeting to order at 10:30 a.m. A roll call announcement was made and it was determined 
that a quorum was present.  At 10:35 a.m., Chair Lane excused himself from the meeting and asked President 
Wapner to chair the meeting in his absence. 
 
PUBLIC COMMENT PERIOD 
 
There were no public comments. 
 
REVIEW AND PRIORITIZE AGENDA ITEM 
 
There was no reprioritization of the agenda. 
 
CONSENT CALENDAR 
 
Approval Item 
 
1. Minutes of the January 8, 2019 Meeting 
 
A MOTION was made (Ashton) and SECONDED (Simonoff) to approve the Consent Calendar. The motion was 
passed by the following roll call vote: 
 
FOR:     Wapner, Ashton, Hyatt, Manos, Marquez, Parks, Saleh, Simonoff and Viegas‐Walker (9).  
AGAINST:   None (0). 
ABSTAIN:   None (0) 
 
ACTION/DISCUSSION ITEM 
 
2. Financial Auditors Contract Extension 
 
Basil Panas, Chief Financial Officer (CFO), provided background information regarding the extension of SCAG’s 
contract with Vavrinek, Trine, Day and Company, LLP (VTD), SCAG’s financial auditors for the last two years. He 
asked the Committee to authorize the extension of SCAG’s contract with its financial auditors by two years. 
 
A MOTION was made (Ashton) and SECONDED (Simonoff) to approve Staff’s recommendation. The motion was 
passed by the following roll call vote: 
 
FOR:     Wapner, Ashton, Hyatt, Manos, Marquez, Parks, Saleh, Simonoff and Viegas‐Walker (9).  
AGAINST:   None (0). 
ABSTAIN:   None (0). 
 
INFORMATION ITEMS 

 
3. IT Governance – A Framework for Success 

 
Julie  Loats,  Chief  Information  Officer  (CIO),  as  a  follow‐up  on  the  IT  discussions  at  the  January  2019  Audit 
Committee meeting, provided a brief presentation on IT Governance at SCAG. The presentation focused on the 
current state of SCAG’s IT and progress towards implementing a collaborative governance framework to assist 
the agency in achieving its goals. Some presentation highlights included: 



 

 

 A snapshot on the projects currently in progress 

 Prioritization schedule 

 Benefits of Shared IT Governance 

 Best standards 
 
SCAG staff responded to comments and questions expressed by the Committee members, including concerns on 
SCAG’s  IT  effectiveness  on  Cyber  Security.    Ms.  Loats  reported  that  SCAG  is  in  the  process  of  hiring  an 
Infrastructure and Operations manager to closely focus on Cyber Security needs in‐house.    
 
The Committee thanked Ms. Loats for a great presentation as well as her leadership. 
 
4. Caltrans Indirect Cost Allocation Plan (ICAP) Audit Results 
 
Darin Chidsey,  Interim Executive Director, provided an update of  the completed  Incurred Cost Audit and the 
Indirect Cost Allocation Plan  (ICAP) Audit Corrective Action Plans  from Caltrans.   He noted  that  SCAG’s own 
corrective action plan will provide the steps and actions required for SCAG to take to address audit findings and 
recommendations. Mr. Chidsey reported that in the interim, until SCAG receives the official Correction Action 
Plans from Caltrans, SCAG staff will continue to make progress and improvements developing the policies and 
procedures required in the several areas specified in the audits’ findings and recommendations.  
 
Mr Chidsey stated that when the final documents from Caltrans are received, (ICAP and the Incurred Cost Audit) 
the results will be provided to the Committee.  
 
5. Independent Cost Estimate for SCAG Request for Proposals 
 
Joshua Margraf,  Internal Auditor  (IA),  reported on a  review of SCAG cost estimates.    The  review  focused on 
comparing SCAG‐developed estimates with winning proposal estimates fora random sample of active contracts 
from SCAG’s Financial Management System.   The report focused on significant differences between SCAG’s cost 
estimates and the cost estimates of selected consultant proposals.  Mr. Margraf noted that understanding why 
these differences occur can help improve SCAG’s processes for developing cost estimates as well as be reflected 
in any updates to policies and procedures that are occurring.  
 
Discussion ensued on several topics ranging from using IRS guidelines as a template for cost estimating, to how 
similar some vendor bids were to SCAG’s actual project budgets.    
 
Staff explained that SCAG’s budgets are transparent and included in the Overall Work Program (OWP), which 
help the cost estimates in vendor bids and SCAG’s project budgets to seem aligned. Mr. Margraf also indicated 
that staff could also be developing a cost estimate based on the amount of funds available rather than the type 
of work needed since there is a lack of guidance for staff on how to develop estimates. 
 
6. Internal Audit Status Report 
 
Joshua Margraf, Internal Auditor, provided a brief overview of the Internal Audit Status Report. He focused the 
report on  the Audit Standards update and noted  that at  the  last Audit Committee meeting  in  January 2019, 
discussion ensued on comparisons and definitions between Red and Yellow Book standards and which standards 
SCAG should adopt. Mr. Margraf noted that if the Committee needed more time to decide on which standard to 
use, a recommendation could be made at a later date.  
 
Mr. Chidsey noted that  it  is  important to have a clear standard of audit work to be performed, and how the 
comparisons  of  the  Red  and  Yellow  book  can  be  effectively  applied  based  on  the  composition  of  the  audit 



 

function and type of work the Internal Audit performs.  Mr. Chidsey recommended that both he and Josh Margraf 
discuss in detail which standards would be a good fit for SCAG, and report those recommendations at the next 
Audit Committee meeting. 
 
FUTURE AGENDA ITEM 
 
ANNOUNCEMENTS 
 
ADJOURNMENT  
 
There being no further business, President Wapner adjourned the Audit Committee meeting at 11:28 a.m.  
 
Respectfully submitted by: 
 
Carmen Summers 
Audit Committee Clerk 

// 
 
 
 

 

 
 
 
 
 



 

 

 
 
 
 
 

 

REPORT 

Southern California Association of Governments 
900 Wilshire Boulevard, Suite 1700, Los Angeles, California 90017 

June 27, 2019 
 

 
RECOMMENDED ACTION:   
For Information Only – No Action Required 
 
STRATEGIC PLAN: 
This item supports the following Strategic Plan Goal 7: Secure funding to support agency priorities 
to effectively and efficiently deliver work products.  
 
EXECUTIVE SUMMARY: 
SCAG’s external independent auditor will present the preliminary FY 2017-18 audit report. 
 
BACKGROUND: 
SCAG’s external independent auditors, Vavrinek, Trine, Day, and Company, LLP (VTD), have 
started audit work on SCAG’s FY 2018-19 financial statements. VTD plans to complete the audit 
and report the results to the committee in November or December of 2019. They will present 
their audit plan to the Audit Committee. 
 
FISCAL IMPACT: 
None 
 
ATTACHMENT(S): 
1. Audit Committee Presentation - SCAG 2019 

To: Audit Committee (AC) EXECUTIVE DIRECTOR’S  
APPROVAL 

 

From: Joshua Margraf, Internal Auditor, AC - Audit 
Committee, (213) 236-1890, margraf@scag.ca.gov  
 

Subject: Fiscal Year (FY) 2018-19 External Auditor Preliminary 
Update 

AGENDA ITEM 2
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A U D I T  C O M M U N I C AT I O N S

Audit Scope and Timing

Perform the audit of the:

Comprehensive Annual Financial Report (CAFR)

OMB Uniform Grant Guidance – Single Audit

Timeline:

Planning and Interim Fieldwork – May

Final Fieldwork – September/October

Report Delivery – November/December
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U.S. Generally Accepted Auditing Standards and Government Auditing Standards

Express opinions about whether the financial statements that have been
prepared by management are presented fairly, in all material respects, in
conformity with generally accepted accounting principles

Reasonable, not absolute assurance
Audit does not relieve the management of its responsibilities

For Single Audit, express an opinion on compliance applicable to major federal
programs

Our Responsibility
F

o
r

 D
is

c
u

s
s

io
n

 P
u

r
p

o
s

e
s

Our audit will include obtaining an understanding of the entity and its
environment, including internal control, sufficient to assess the risks of
material misstatement of the financial statements and to design the nature,
timing and extent of further audit procedures –

Material misstatements may result from (1) errors, (2) fraudulent financial
reporting, (3) misappropriation of assets, or (4) violations of laws or regulations
that are attributable to the entity or to acts by management or employees acting
on behalf of the entity

No opinion on internal control will be expressed

Our Responsibility
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Communicate other matters:
Qualitative aspects of accounting policies, accounting estimates and note disclosures

Difficulties encountered 

Uncorrected misstatements

Material corrected misstatements

Disagreements with management

Management representations

Consultations with other accountants

Our Responsibility
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Design, implement, establish, and maintain effective internal 
control over financial reporting, federal awards, and goals and 
objectives

Prevent and detect fraud, and inform us of any known or 
suspected fraud

Compliance with laws and regulations

Ensure that management and financial information is reliable and 
properly reported

Make all personnel, financial records, and related information 
available to us

Prepare the financial statements

Provide us a written representation letter

Management’s Responsibilities
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Our Approach
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Planning and Risk Assessment:
Meet with Management
Obtain an understanding of the entity, its 
environment and risks
Identify audit risk areas
Inspect financial and other information
Consider/inquire regarding fraud risks
Understand the design and 
implementation of internal control
Prepare risk assessment and audit plan

Test key business cycles – revenue, 
disbursements, payroll, 
investments, capital assets, 
financial reporting, IT and budget

Our Approach
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Final:
Address key audit areas
Perform tests, on a sample basis, on account balances and classes of 
transactions
Prepare draft CAFR
Test journal entries
Assess accounting principles used and significant estimates
Confirm contingencies with legal counsel
Consider subsequent events

Exit:
Propose / discuss audit adjustments
Present findings and recommendations
Provide required communications to those charged with governance
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Questions
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Contact information
Roger Alfaro, Partner
ralfaro@vtdcpa.com
909-466-4410

mailto:ralfaro@vtdcpa.com


 

 

 
 
 
 
 

 

REPORT 

Southern California Association of Governments 
900 Wilshire Boulevard, Suite 1700, Los Angeles, California 90017 

June 27, 2019 
 

 
RECOMMENDED ACTION:   
For Information Only - No Action Required 
 
STRATEGIC PLAN: 
This item supports the following Strategic Plan Goal 7: Secure funding to support agency priorities 
to effectively and efficiently deliver work products.  
 
EXECUTIVE SUMMARY: 
On May 7, 2019, SCAG received from Caltrans the final Corrective Action Plans to address the 
findings in the Incurred Cost Audit issued on September 21, 2018 and the Indirect Cost Allocation 
Plan Audit issued on January 9, 2019.  SCAG’s Executive Management met with representatives 
from Caltrans, FHWA and FTA in Sacramento on June 21, 2019 to discuss SCAG’s approach for 
finalizing its responses to the Corrective Action Plans which are due to Caltrans August 1, 2019.  
 
BACKGROUND: 
On May 5, 2016 Caltrans informed SCAG that it would be audited with respect to certain incurred 
and indirect costs.  The scope of the audit was to determine: 

o Whether costs claimed by and reimbursed to SCAG between April 1, 2015 and June 
30, 2015, are adequately supported and in accordance with respective Caltrans 
Agreement Provisions and state and federal regulations. 

o Whether SCAG’s FY2015/15 Indirect Cost Rate Proposal was prepared in accordance 
with Title 2 Code of Federal Regulations Part 200, Chapter 5 of the Caltrans Local 
Assistance Procedures Manual. 

 
Caltrans issued the final Incurred Cost Audit report on September 21, 2018 and the final Indirect 
Cost Allocation Audit Report on January 9, 2019 (attached).  The reports cited: 

Improper procurement practices 
Deficient charging practices 
Contract management deficiencies 
Labor and fringe benefit deficiencies 
Billing and reporting deficiencies 
Possible conflict of interest with the sponsorship program 

To: Audit Committee (AC) EXECUTIVE DIRECTOR’S  
APPROVAL 

 

From: Kome Ajise, Executive Director, Executive Management, 
213-236-1835, Ajise@scag.ca.gov  
 

Subject: Caltrans Audits Corrective Action Plans 

AGENDA ITEM 3
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REPORT 

 
Caltrans issued the final Corrective Action Plans for both audits on May 7, 2019 (also attached).  The 
corrective steps are very similar to the recommendations found in the final audit reports therefore 
SCAG began the process of implementing the required steps in late 2018.  The status is described in 
the two attached matrixes and summarized below: 
 

Incurred Cost Audit: 11 of 24 recommendations have been fully implemented and another 6 
are between 70% and 95% implemented. 
Indirect Cost Allocation Plan Audit: 10 of 16 recommendations have been fully implemented 
and another 5 are between 70% and 95% implemented. 

 
At a meeting in Sacramento on June 21, 2019, SCAG updated representatives from Caltrans, FTA 
and FHWA on the steps taken so far to implement the Corrective Action Plans and on the associated 
organizational changes made recently, specifically the creation of the position of Chief Strategy 
Officer and the Office of Project Management.   
 
FISCAL IMPACT: 
The final Corrective Action Plans issued by Caltrans seek $4,401,565 in reimbursement from SCAG 
as follows: $2,148,589 for disallowed costs in Incurred Cost Audit and $2,252,976 for disallowed 
costs in the Indirect Cost Allocation Plan Audit.  The final amount of repayment is subject to ongoing 
negotiations. Staff will report regularly on progress in this area.  
 
ATTACHMENT(S): 
1. Caltrans Final Incurred Cost Audit Report (September 21, 2018) 
2. Caltrans Final Indirect Cost Allocation Plan Audit Report (January 9, 2019) 
3. Corrective Action Plan for Incurred Cost Audit (May 7, 2019) 
4. Corrective Action Plan for Indirect Cost Allocation Plan Audit (May 7, 2019) 
5. Status Matrix for Incurred Cost Audit Corrective Action Plan 
6. Status Matrix for Indirect Cost Allocation Plan Audit for Corrective Action Plan 
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REPORT 

Southern California Association of Governments 
900 Wilshire Boulevard, Suite 1700, Los Angeles, California 90017 

June 27, 2019 
 

 
RECOMMENDED ACTION:   
For Information Only – No Action Required. 
 
STRATEGIC PLAN: 
This item supports the following Strategic Plan Goal 7: Secure funding to support agency priorities 
to effectively and efficiently deliver work products.  
 
EXECUTIVE SUMMARY: 
The Internal Auditor will describe work performed since the last Audit Committee meeting. 
 
BACKGROUND: 
Since the last Audit Committee meeting, Internal Audit has assisted the Contracts Department with 
pre-award reviews, developed a draft annual audit plan, followed-up on prior reports, researched 
audit standards used by government agencies, and monitored SCAG’s Ethics Hotline. 
 
A. Pre-award Reviews 
Internal Audit has performed pre-award review work for the proposals listed in Table 1. 
 
Table 1: Pre-award Reviews performed by Internal Audit 
Contract Number (Consultant) Proposal 

Amount 
Questioned 

Costs 
Final Contract 

Amounta 

19-021 (Toole Design) $317,847 $39,553 $0 c 
19-029 (IBI Group) $269,554 $5,097 $267,659 
19-037 (Iteris) $325,296 $10,061 $295,035 
19-040 (Chen Ryan Associates) $300,000 $12,253 $299,975   
19-043 (JKH Consulting) $921,664 $662,707 $777,605 
19-050 (Alta Planning + Design) $397,981 $16,805 $374,994 
Totals $2,532,342 $746,476 $2,015,268 
aQuestioned costs are not always sustained for various reasons, such as removal of subconsultants, shifting work 
to the prime consultant, and consultants providing additional information following the pre-award review, among 
other things. Contract negotiations can also reduce proposed costs. 
bInternal Audit completed pre-award reviews for four contracts (19-030, 19-034, 19-038, and 19-039), but final 
contract amounts are still under negotiation. These will be included in a later report. 
cSCAG cancelled the negotiation, and has been working with stakeholders to re-scope the project. 
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Pre-award reviews are non-audit services performed at the request of Contracts Department staff. 
A request for a pre-award is typically based on an amount: (1) if an overall proposal is $250,000 or 
more, (2) if a direct labor rate is $100 per hour or more, (3) if an overhead rate exceeds 150 
percent, or (4) if a fringe rate is 50 percent or higher. Internal Audit performs pre-award reviews 
after SCAG selects a consultant proposal, but prior to contract negotiation and execution.  Pre-
award reviews inform and help Contracts Department staff with cost negotiations by identifying 
whether consultants’ proposed rates are reasonable, allocable, and allowable as well as highlighting 
potential risks that may be posed by a consultant (e.g. inability to provide requested support for 
proposed costs, cannot meet contracting requirements, etc.). 
 
B. Follow-up to Prior Reports 
At the March meeting, Internal Audit reported that SCAG independent cost estimates (ICE) for 
potential contracted work varied greatly from selected consultant proposals, specifically with 
underlying cost categories (e.g. direct labor, indirect labor, profit/fee, and other direct costs).1 
Further, there is a lack of guidance on how staff can develop an ICE (e.g. market research, past 
experience with similar types of projects, comparable projects at similarly-sized public agencies, 
etc.) that is clearly linked to the scope of proposed work. SCAG is currently updating its project 
management processes and procedures as well as other process improvements, to include guidance 
on how to develop an ICE. Internal Audit can inform the Committee about results at a future 
meeting. 
 
At the January meeting, Internal Audit reported that SCAG has not always received invoices 
regularly per contract terms. As per the January meeting, the Committee requested that an action 
plan regarding vendor invoicing and receipts management be added as a future agenda item. 
Finance Division staff have developed a survey for vendors that includes questions related to 
SCAG’s invoicing process and procedures, among other things. Survey results are expected to 
inform any changes to processes and procedures related to consultant monitoring and invoicing. 
SCAG has received the survey results, which will inform process improvements, including consultant 
invoicing. More specific information about the survey results will be shared when SCAG staff 
completes its update of current policies and procedures. 
 
C. Audit Standards 
To gain insight on the types of audit standards used by local/government auditors, Internal Audit 
researched audit standards as well as reached out to other auditors and representatives from the 
Association of Local Government Auditors (ALGA). These standards are Generally Accepted 
Government Auditing Standards (i.e. “Yellow Book” standards) or the International Standards for 
the Professional Practice of Internal Auditing (i.e. “Red Book” standards) promulgated by the 
Institute of Internal Auditors (IIA).2 Given the type of work performed by Internal Audit (in particular 

                                                        
1SCAG requires project managers to develop an ICE prior to soliciting work from consultants. The cost estimate is a 
tool to assist SCAG staff in determining the reasonableness of a consultant bid or proposal. Staff use the estimates 
to evaluate bids and proposals based on scope and cost. 
2Government Accountability Office (GAO), Government Auditing Standards 2018 Revision, GAO-18-568G, (July, 
2018). IIA, International Standards for the Professional Practice of Internal Auditing (Standards) (Jan. 2017). 
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non-audit services such as pre-award reviews) and the size of the internal audit function, Red Book 
standards may be more suitable. A report describing key differences between the standards is 
included as part of this package.  
 
D. External Audits 
SCAG has undergone multiple external audits over the past year. Vavrinek, Trine, Day, and 
Company, LLP (VTD) has started audit work on SCAG’s FY 2018-19 financial statements. Caltrans 
completed an incurred cost audit as well as an audit of SCAG’s indirect cost allocation plan (ICAP). 
The California Department of Finance (DOF) finished an audit of California Office of Traffic and 
Safety (OTS) grant PS1725 awarded to SCAG. 
 

Financial Statement Audit 
SCAG’s external independent financial auditors have started preliminary audit work on SCAG’s 
FY 2018-2019 financial statements. VTD plan to complete the audit and report the results to the 
committee later this fall. They will present their audit plan during the committee meeting. A 
copy of their presentation is provided in this agenda package. 

 
Incurred Cost and ICAP Audits 
Caltrans completed an incurred cost audit of SCAG in September 2018.3 SCAG management 
briefed the Committee about the findings during a special meeting in October 2018. On May 7, 
2019 SCAG received a corrective action plan (CAP) letter related to the incurred cost audit that 
disallowed approximately $2.15 million. SCAG is required to develop its own CAP to address 
audit findings and recommendations. The due date for this CAP is August 1, 2019. 
 
Caltrans completed its audit on SCAG’s indirect costs allocation plan (ICAP) in January 2019.4 On 
May 7, 2019 SCAG received a corrective action plan (CAP) letter related to the ICAP audit that 
disallowed approximately $2.62 million. SCAG is required to develop its own CAP to address 
audit findings and recommendations. The due date for this CAP is August 1, 2019. 
 
SCAG provided a copy of the Caltrans CAP letters to the Regional Council on June 6, 2019 as part 
of the CFO’s board report. SCAG has started developing actions to address the findings and 
recommendations stemming from both Caltrans audits. After Caltrans reviews and concurs with 
SCAG’s proposed actions, SCAG will repay any disallowed costs according to a mutually-
determined repayment schedule. A separate report on SCAG’s corrective actions related to the 
Caltrans audits has been included in this agenda package. 
 
OTS grant PS1725 Audit 
DOF completed its audit OTS grant PS1725 awarded to SCAG and issued a report in April 8, 
2019. The overall grant amount was $480,111. DOF’s audit focused on whether grant 
expenditures claimed were in compliance with grant requirements as well as whether grant 
objectives were completed per grant requirements. DOF had no findings and indicated 

                                                        
3Caltrans, Southern California Association of Governments Incurred Cost Audit, (Sacramento, CA: Sept. 21, 2018).
4Caltrans, Southern California Association of Governments Indirect Cost Allocation Plan Audit, (Sacramento, CA: Jan. 
9, 2019).
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reasonable assurance that claimed grant expenditures complied with the grant agreement 
requirements and the grant objectives were completed as required by the grant agreement. 
 

E. Ethics Hotline Monitoring 
SCAG received three anonymous reports via the Ethics Hotline since the March meeting (two in 
April and one in May). The first two reports were closed due to lack of sufficient information for 
further review. The remaining report contained sufficient information and SCAG’s Chief Counsel is 
in the process of conducting an internal review of the matter. 
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Southern California Association of Governments 
900 Wilshire Boulevard, Suite 1700, Los Angeles, California 90017 

June 27, 2019 
 

 
RECOMMENDED ACTION:   
Review and approve the fiscal year (FY) 2019-2020 audit plan. 
 
STRATEGIC PLAN: 
This item supports the following Strategic Plan Goal 7: Secure funding to support agency priorities 
to effectively and efficiently deliver work products.  
 
EXECUTIVE SUMMARY: 
The internal audit function developed the annual audit plan for presentation to the Audit 
Committee. 
 
BACKGROUND: 
SCAG’s Internal Audit department develops an annual audit plan to outline work for the upcoming 
fiscal year. The plan is presented to the Audit Committee for review and approval. Work listed in 
the plan takes into account risks identified by staff as well as from audit findings (from both 
external and internal audit work). It also includes follow-up items from prior internal audit reports. 
The plan assumes annual total hours to be 2,080 (i.e. 40-hour workweek * 52 weeks per annum) 
given that the Internal Audit department consists of a single staff. The internal audit plan (including 
allocation of hours) is flexible, and can change based on Audit Committee and agency priorities, as 
well as from risks that arise from previous and ongoing audit work.  
 
Pre-award reviews of consultant cost proposals are a key component of Internal Audit’s workload 
given that SCAG relies considerably on consultants to help carry out its planning responsibilities.1 
Work performed as part of pre-award reviews has identified areas of improvement, such as better 
documentation of cost estimates as well as errors in budget materials supporting consultant 
proposals. 
 

                                                        
1Pre-award reviews are a non-audit service performed at the request of SCAG Contracts Department staff. Internal 
Audit performs the reviews after SCAG has selected a consultant’s proposal, but prior to executing a contract. They 
help identify whether costs in a consultant’s proposal are supportable as well as identify potential risks that may 
be posed by a consultant. Results from these reviews help inform contract negotiations. 
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Project management remains a risk area, and SCAG is working to improve its project management 
guidance and processes. The California Department of Transportation (Caltrans) released the results 
of two audits performed on SCAG: (1) an incurred cost (IC) audit, and (2) an indirect cost allocation 
plan (ICAP) audit.2 Caltrans found SCAG to be non-compliant with federal and state regulations as 
well as with its own policies and procedures. Both audits identified areas of improvement related to 
project managements (such as project managers not performing an evaluation of consultant 
performance and including unallowable costs in the indirect cost pool, among other things).  
 
SCAG received corrective action plan (CAP) letters for both Caltrans audits on May 7. According to 
the letters, SCAG is required to develop a plans that addresses audit findings and recommendations 
for both the IC audit and ICAP audit, and submit them to Caltrans (both plans must be submitted by 
August 1, 2019). After Caltrans reviews and concurs with SCAG’s proposed plans, SCAG will repay 
any disallowed costs according to a mutually-determined repayment schedule. As per the letters, 
disallowed costs total approximately $4.77 million ($2.15 million related to the IC audit and $2.62 
related to the ICAP audit).3 Internal Audit would like to look at SCAG’s ability to implement the 
corrective actions as well as the extent to which SCAG has addressed them, to include a repayment 
schedule. This can include specific procedures such as checking whether staff have received 
required training as well as whether contract files are properly documented. It can also include a 
review of updated policies and procedures. In addition, Internal Audit would like to continue to 
perform reviews on different areas of project management, such as contract monitoring, while also 
assisting staff as needed with input into updating and revising policies and procedures to address 
CAP requirements. 
 
Internal Audit has performed reviews of various controls, such as travel expenses and 
vendor/consultant addresses, because they are relatively straightforward and require little audit 
hours as well as provide some assurance over how funds are used at a lower level (e.g. staff 
expenses). Time and resources permitting, Internal Audit can continue to perform reviews on lower 
level controls. 
 
Table 1 provides the estimated hour breakdown for the proposed plan, followed by a brief 
description of the topic areas. 
 
Table 1: Proposed Internal Audit Plan FY 2019-20 
# Topic Area Hoursa 

1. Pre-awards 530 
2. Project Management 530 
3. Assist – Policies and Procedures 200 
4. IT Controls 130 

                                                        
2Caltrans, Southern California Association of Governments Incurred Cost Audit, (Sacramento, CA: Sept. 21, 2018), 
and Southern California Association of Governments Indirect Cost Allocation Plan Audit, (Sacramento, CA: Jan. 9, 
2019). 
3Caltrans CAP letters state that an amount of approximately $4.77 million has been disallowed. SCAG’s Finance 
Division indicated that the disallowed amount is approximately $4.4 million ($2.15 million related to the IC audit 
and $2.25 million related to the ICAP audit) after reviewing the CAP letters. 
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5. Audit Committee Meetings 120 
6. Non-work Time 120 
7. Various Controls – Payroll Rates, Travel Expenses, etc. 110 
8. Assist - External Audits 90 
9. Ethics Hotline Monitoring 90 
10. Staff Functions (Staff and Regional Council Meetings) 80 
11. Training to Maintain Certifications 80 
 Total 2,080 
aInternal audit function hours are indirect–all hours are charged to 810-0120.14. Non-work time 
includes holidays, vacations, etc. 
 
Planned Audit Work (#s 2, 4, 7) 
Project Management 
Project management is an area that SCAG is working to improve. It is a general term that can 
include managing staff as well as consultant effort. Last year, SCAG hired a consultant to review and 
provide training on its project management practices related to procurement. Although these 
efforts to improve project management were undertaken outside of the Caltrans audits, they can 
also help address corrective actions identified in the CAP letters. Below are some areas under 
project management that Internal Audit would like to review/look at. 
 

Review and Implementation of Corrective Action Plans – as noted above, SCAG must submit 
plans to address corrective actions stemming from the Caltrans audits. SCAG has started to 
address the audits’ findings by undertaking a variety of actions, such as hiring a consultant to 
help respond to audit findings as well as updating its labor charging practices and procurement 
procedures, among other things. Internal Audit would like to compare the actions SCAG has 
underway with the requirements from the CAP letters to determine the extent to which SCAG 
has addressed the requirements as well as identify any areas where SCAG may need assistance. 
Additionally, corrective action requirements can help guide audit work with regard to areas to 
review and test (e.g. consultant monitoring, proper labor charging, etc.). 

 
Consultant Monitoring Procedures and Processes – continue reviews on how SCAG monitors 
contracts to ensure consultant compliance with contract terms and that consultant 
performance is tracked. Last year, we found that consultant invoices were not always received 
in a timely manner. Staff have indicated that invoices have not always been paid in a timely 
manner. Caltrans’ IC CAP letter requires SCAG to establish procedures that identify and define 
staff roles and responsibilities related to invoicing, among other things. Internal Audit would like 
to follow-up on prior work with regard to how SCAG reviews consultant invoices and tracks 
issues with consultant invoicing to ensure efficient and effective use of funds. 

 
How SCAG Manages Staff Effort – review how SCAG develops staff hours for projects listed in 
the agency’s Overall Work Plan (OWP). 4 The ICAP CAP letter requires SCAG to develop and 

                                                        
4The OWP is fundamentally a statement of proposed work and estimated costs that tie specific transportation 
planning activities to specific available funding sources. See 
http://www.scag.ca.gov/about/Pages/Overall%20Work%20Program.aspx for a copy of SCAG’s most recent OWP. 
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implement policies and procedures for proper and consistent labor charging, among other 
things. Internal Audit wants to understand the process staff use to determine staff budgets 
(hours) for OWP projects, to include any official SCAG guidance and how SCAG ensures 
compliance with funding source requirements.  

 
Proposals under Pre-award Threshold – SCAG relies heavily on consultants to help carry out its 
planning responsibilities. Internal Audit reviews proposals based on certain dollar thresholds 
(e.g. $250,000 or more), and has identified issues with proposal estimates. Internal Audit would 
like to identify and review what processes SCAG has in place for review of consultant proposals 
that do not undergo a pre-award review. 

  
IT Controls 
Accounting System Controls – Internal Audit would like to identify IT controls SCAG has in place for 
various accounting system modules, to include how access is administered and transactions are 
monitored, among other things. 
 
Various Controls 
Payroll Rates – determine if employee current pay rates are in agreement with Human Resources 
(HR) files, and the extent to which any variances exist. 
 
Employee Travel Expenses – determine how SCAG ensures travel expenses incurred and funds spent 
are processed in compliance with agency policies and procedures, as well as ascertain any risks 
associated with employee travel expenses. 
 
Other Services (#s 1, 3, 5, 8, 9) 
Pre-award Reviews 
Internal Audit assists the Contracts Department by performing pre-award reviews of consultant 
proposals after a proposal is selected but prior to executing a contract. They help identify whether 
consultants’ proposed rates are reasonable, allocable, and allowable, as well as any risks that may 
be posed by a consultant. The number of pre-award reviews requested can vary depending on the 
amount of proposals that come in. 
 
External Audits 
Caltrans completed two audits of SCAG—an IC audit and an ICAP audit.5  The only current external 
audit being performed is the annual financial audit performed by Vavrinek, Trine, and Day (VTD). As 
a result, the number of hours set aside to assist with audits (e.g. responding to information requests 
and meeting with auditors) is reduced. SCAG’s Finance Division has typically been SCAG’s point of 
contact for external audits. 
 
 
 
                                                        
5Caltrans, Southern California Association of Governments Incurred Cost Audit, (Sacramento, CA: Sept. 21, 2018), 
and Southern California Association of Governments Indirect Cost Allocation Plan Audit, (Sacramento, CA: Jan. 9, 
2019).  
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Hotline Monitoring 
Monitor and summarize any reports made to SCAG’s Ethics Hotline. Includes performing 
preliminary fact-finding and investigations as necessary. Estimated hours are based on number of 
reports made during the prior fiscal year. 
 
Audit Committee Meetings 
Preparation for Audit Committee meetings (typically one meeting every quarter) that includes 
drafting audit reports, soliciting feedback from management and staff, and meeting with the Audit 
Committee chair prior to the meetings. In cases when individuals outside the agency (e.g. external 
auditors) present information, coordinate with them.  Of specific interest this year are (1) 
determining which audit standards to follow based on the work Internal Audit is expected to 
provide and updating the charter accordingly; (2) reviewing composition of the committee to see 
how it aligns with best practices. 
 
Policies and Procedures Updates 
Assist as needed with any updates to SCAG policies and procedures. Past audit findings have 
indicated that SCAG lacks updated policies and procedures in some areas, such as project 
management. Although an internal audit function cannot draft agency policies and procedures due 
to independence impairments, it can suggest areas of consideration as well as best practices based 
on criteria such as federal internal control standards. 
 
Personnel (#s 6, 10, 11) 
Includes time related to (1) staff functions such as RC and staff meetings; (2) training required to 
maintain audit certifications; and (3) any holidays, vacation, or non-work time.  
 
RECOMMENDATION: 
We respectfully request that you review and approve the proposed Internal Audit Plan. 
 
FISCAL IMPACT: 
None 
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Southern California Association of Governments 
900 Wilshire Boulevard, Suite 1700, Los Angeles, California 90017 

June 27, 2019 
 

 
RECOMMENDED ACTION: 
Approve adoption and use of Red Book audit standards by the internal audit function. 
 
STRATEGIC PLAN: 
This item supports the following Strategic Plan Goal 7: Secure funding to support agency priorities 
to effectively and efficiently deliver work products.  
 
EXECUTIVE SUMMARY: 
Internal Audit highlights differences between two sets of audit standards acceptable for local 
government employees conducting audits, and suggests one set be used by SCAG’s internal audit 
function. 
 
BACKGROUND: 
California Government Code requires city/county/district employees conducting audits to follow 
certain standards.1 Acceptable audit standards as per California Government Code are (1) Generally 
Accepted Auditing Standards (GAGAS) (also referred to as “Yellow Book” standards) or (2) 
International Standards for the Professional Practice of Internal Auditing (i.e. “Red Book” 
standards).2 SCAG’s internal audit function chose to use Yellow Book standards prior to requesting a 
peer review that the Association of Local Government Auditors (ALGA) performed in 2015. SCAG’s 
internal audit function passed the peer review with major deficiency related to independence.3 
Other areas for improvement included developing a quality control system and maintaining auditor 
independence given the type of work performed by the internal audit function (e.g. pre-award 
reviews). Following the peer review and discussions with ALGA representatives, Red Book standards 
may better suit SCAG’s internal audit function given the type of work it performs. 

                                                        
1California Government Code § 1236. 
2U.S. Government Accountability Office (GAO), Government Auditing Standards 2011 Revision, GAO-18-568G, (July 
2018), and Institute of Internal Auditors (IIA), International Standards for the Professional Practice of Internal 
Auditing (Standards) (Jan. 2017) 
3The internal audit function reported to the Chief Financial Officer (CFO) and performed audit work that fell within 
the CFO’s line of responsibility. Other areas for improvement included: developing a quality control system and 
maintaining auditor independence given the type of work performed by the internal audit function (e.g. pre-award 
reviews). 
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SCAG’s internal audit function regularly performs non-audit services, such as pre-award reviews. 
Red Book standards are geared specifically towards the practice of internal audit, and clearly define 
internal auditing as an independent assurance and consulting activity designed to add value to an 
organization’s operations. The standards are written in such a way that shows an internal audit 
function can provide more value than simply performing assurance type activities, whereas Yellow 
Book standards view multiple activities as non-audit services that can jeopardize auditor 
independence. Further, SCAG’s internal audit function does not render an opinion on financial 
statements as SCAG outsources its annual financial statement audit. 
 
Adopting Red Book standards will not impact work quality as these standards are internationally 
recognized.4 Moreover, the internal audit function already consults Red Book standards, and ALGA 
performs peer reviews using either Yellow Book or Red Book standards.5 ALGA representatives 
noted that SCAG can decide which standards to use, and that once it makes a decision, the Audit 
Charter would should be updated accordingly. 
 
To show where Red Book and Yellow Book standards contrast, some key differences between the 
standards are highlighted in Table 1 below. 

                                                        
4Red Book standards are promulgated by the IIA, the same organization that offers the certified internal auditor 
(CIA) qualification. The CIA qualification is a globally recognized certification for internal auditors, and SCAG 
requires internal audit staff to maintain either a CIA or Certified Public Accountant (CPA) qualification.  
5SCAG’s Internal Audit Charter (approved March 2018) notes that the internal function will consult Red Book 
standards in addition to Yellow Book standards. The internal audit function develops an annual audit plan, not 
required by Yellow Book standards.
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Table 1: Differences between Red Book Audit Standards and Yellow Book Audit Standards 

Red Book Standards Yellow Book Standards 
Ethics Program 

Require periodic evaluation of ethics program. The 
evaluation should be documented. 

Do not require review of ethics program. Discusses 
ethics in relation to performance of audit work at 
auditor level. 

External Review 
Require external assessment every 5 years. Require external peer review every 3 years. 

Follow-up on Previous Audits 
Require process to monitor and ensure management 
actions have been effectively implemented or senior 
management has accepted risk of not taking action. 

Require consideration of previous findings or 
recommendations in individual audit planning. Do not 
require auditor to monitor subsequent management 
actions on audit findings. 

Non-audit Services/Independence 
Clearly identify consulting services in definition of 
internal auditing. Must clearly indicate in any work 
provided that the auditor is not assuming any 
management responsibility. Performance of non-audit 
work must be disclosed to the board. 

Categorize any service that is not an audit or 
attestation engagement as a non-audit service. 

Quality Assurance 
Require quality assurance and improvement program. Require quality assurance program that addresses 

multiple issues, to include performance monitoring, 
independence, and staffing, among other things. 

Risk Assessment 
Require overall risk assessment and establishment of 
risk-based annual audit plan to determine internal 
audit priorities. 

Do not require risk-based annual audit plans. Focus on 
planning of individual audits, including risks specific to 
the audits. 

 
Source: IIA, Supplemental Guidance: Government Accountability Office GAGAS: A Comparison 2nd 
Edition. 
 
RECOMMENDATION: 
Internal Audit is recommending that the Audit Committee recommend to the Regional Council 
adopt Red Book standards because it better mirrors the type of work an internal audit function can 
perform while helping ensure audit work is performed to high standards. Moreover, an internal 
audit function can still maintain understanding of Yellow Book standards and consult them while 
performing audit work. If work performed by the internal audit function changes or if the function 
adds capacity at a later date, the discussion as to which standards to follow can be re-visited. 
 
FISCAL IMPACT: 
None 
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