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Summary 

Four reports were issued during the month: 

 State Water Contractors, Incorporated - Central Valley Water Transfer Program Audit 

 Report 

 Automated Meter Reading System Audit Report 

 Audit Quality Assurance – Audit Plan Update 

 Remarketing Statement for the Water Revenue Refunding Bonds, 2011 Authorization, 

 Series A-2 and A4 

 
Discussion Section 
This report highlights the significant activities of the Internal Audit Department during           

April 2013.  In addition to presenting background information and the opinion expressed in the 

audit reports, a discussion of findings noted during the examinations is also provided. 
 

 

State Water Contractors, Incorporated - Central Valley Water 

Transfer Program Audit Report  
 

Background 
In December 2009, Metropolitan and seven other state water contractors entered into a one-year 

agreement with the State Water Contractors, Incorporated (SWC) to create the Central Valley 

Water Transfer Program (Transfer Program).  Under this Transfer Program, contractors were 

provided the opportunity to purchase water from various Sacramento Valley water districts, as 

water supplies became available. 

 

The SWC, for its part, agreed to provide notices on behalf of the buyers, administer proportionate 

shares of water made available to the buyers, and handle payments to the sellers.  The contractors 

agreed to pay the SWC $5 per acre-feet (AF) of water delivered for these administrative services.  

Metropolitan’s share of these potential water transfers was capped at 100,000 AF.  

 

Accordingly, purchase agreements were reached by the SWC and the following Sacramento 

Valley water districts to sell water under this Transfer Program:  Richvale Irrigation District, 

Western Canal Water District, Biggs-West Gridley Water District, Butte Water District, Sutter 

Extension Water District, South Sutter Water District, Garden Highway Mutual Water Company, 

Tule Basin Farms, Goose Club Farms, and the Sacramento Suburban Water District.  These 

purchase agreements were effective from March 2010 through December 2010.   

 

 

Report 
Office of the General Auditor 

April 30, 2013 
 



April 2013 Internal Audit Report 

Page 2 

 

 

 

Separate to these purchase agreements, Metropolitan entered into storage and conveyance 

agreements with the Department of Water Resource (DWR), and the above water districts for the 

storage and transportation of any water transfers.  Specifically, Metropolitan agreed to pay         

$4 per AF of water transferred under the Transfer Program before conveyance loss, or a flat fee of 

$2,000 per purchase agreement.  As of February 2013, Metropolitan has received 68,411 AF of 

water (net of 23 percent conveyance loss), and has paid $21.7 million to SWC.  These fees 

included $188,000 in administration fees to SWC.  In addition to the SWC payments, 

Metropolitan also paid $18,000 to DWR for conveyance and storage fees.  

 

Opinion 
In our opinion, the accounting and administrative procedures over the SWP Water Transfer 

Program - 2010 Central Valley Water Transfer include those practices usually necessary to 

provide for a generally satisfactory internal control structure.  The degree of compliance with 

such policies and procedures provided effective control for the period December 1, 2009 through  

February 28, 2013.  

 

Comments and Recommendations 
 

SWP WATER TRANSFER PROGRAM PROCEDURES 

 

Operating policies and procedures should be established and documented to provide a framework 

for achieving the Transfer Program’s goals and objectives.  Procedures assist management in the 

training of new employees, provide guidance for consistent performance of daily responsibilities, 

and provide a source of reference for personnel.  During our review, we could not locate written 

procedures addressing roles and responsibilities; process descriptions; instructions for the 

performance of tasks; and guidelines for monitoring, tracking, and reporting of program activities.  

 

We recommend that Transfer Program management establish target dates for the completion of 

detailed operating policies and procedures.  These procedures should identify the control elements 

needed and explain the purpose behind these policies.  Further, we recommend a training 

schedule be established to train employees on these new procedure and we recommend 

management conduct periodic tests to ensure compliance with those procedures.   

 

NONCOMPLIANCE WITH ACCOUNTS PAYABLE PROCEDURES 

 

Prudent business practices dictate that vendor invoices be submitted directly to the Accounts 

Payable Team for timely processing and disbursement.  During our review, we noted three of the 

SWC invoices totaling $12.5 million were submitted to the agreement administrator rather than to 

the Accounts Payable Team.   

 

We recommend that Transfer Program management remind the agreement administrators to 

comply with Metropolitan’s established procedures for the submission of third party invoices.   
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Automated Meter Reading System Audit Report 
 

Background 
Metropolitan’s Automated Meter Reading (AMR) System measures and records water flow and 

deliveries providing primary source information for water revenue billing.  In 2007, the Board 

approved $4.41 million to improve the reliability of the AMR System by upgrading AMR’s 

computer hardware, software, and communication equipment.   

 

The AMR System includes approximately 480 water meters located throughout the conveyance 

and distribution system.  Radio, cellular, and direct link communication technologies are utilized 

to transmit water meter readings to the Eagle Rock Control Center.  After the System Operations 

Unit staff monitors and reviews the meter data for accuracy and propriety, the data is uploaded 

into the Water Information System (WINS) which calculates and prepares water invoices to 

member agencies.  During fiscal year 2011/12, water sales totaled $1.16 billion or 87 percent of 

Metropolitan’s operating revenues.   

 

Opinion 
In our opinion, the application and administrative controls over the AMR System include those 

practices usually necessary to provide for a generally satisfactory internal control structure.  The 

degree of compliance with such policies and procedures provided effective control for the period 

January 1, 2011 through February 28, 2013.  

 

Comments and Recommendations 
 

POLICIES AND PROCEDURES 

 

Operating policies and procedures provide a framework for helping management achieve 

Metropolitan’s goals and objectives.  Whereas policies guide actions toward a desired outcome, 

procedures provide guidelines for consistent performance of daily operations, as well as training 

materials for new employees.  For an automated system like AMR, management should establish 

procedures over daily operations and key activities including the preparation of the AMR Daily 

Report.  This AMR Daily Report is utilized to monitor and track operation issues such as data 

errors, meter conditions, meter repairs, and meter calibrations.  During our review, we noted that 

written procedures related to the preparation of the AMR Daily Report have not been completed.   

 

We recommend that Operations and Planning Section management document the procedures 

related to the preparation of the AMR Daily Report. 

 

END USER ACCOUNTS 

 

Compliance with Metropolitan’s End User Computing Standards is necessary to ensure a secure 

and consistent access-control environment.  Established security standards and practices require 

that a user be assigned a unique username and password, when access to a system is granted. 
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Further, system access should be revoked promptly when a user has separated or no longer 

requires access.  During our review, we noted that two active AMR user accounts established 

during the 2008 system implementation, with administrative privileges, were not assigned to a 

specific user.  Further, we were unable to determine who these accounts were assigned to, and 

when the accounts were last accessed. 

 

We recommend that Water Operations and Planning Section management disable these two 

accounts, if not needed. 
 

 

Audit Quality Assurance – Audit Plan Update 
 

In June 2012, the Audit and Ethics Committee and Board of Directors reviewed and approved the 

fiscal year 2012/13 Audit Plan (Plan), which allocates audit resources to the areas of greatest 

perceived risk.  In keeping with professional standards, we perform quarterly reviews of the Plan 

and of our progress versus the Plan to identify significant changes in audit resource levels, risk 

profiles, or Plan directives.  Such changes could result in a recommendation to the Audit and 

Ethics Committee and the Board to adjust the Plan in order to direct resources appropriately. 

 

Our review of the Audit Department’s performance for the nine months ended March 2013 

disclosed that 35 audits, special reviews, and “comfort letters” were completed.  Moreover, our 

analysis of audit resource levels indicated that audit hours were tracking to Plan assumptions, 

with one auditor’s disability leave offset by the engagement of an audit consultant.  Further, our 

analysis revealed a higher than anticipated charge-out rate to audits which compensated for 

budget overages on several audits.   

 

Next, we considered planned audit work for the remainder of the fiscal year for significant 

changes to risk profiles or directives.  We did not identify any such changes and believe that the 

Audit Department will fulfill its responsibilities to complete the fiscal year 2012/13 Plan.  We do 

not believe that the Plan requires adjustment and we will continue to monitor risks and resources 

through the end of the year. 
 

 

Remarketing Statement for the Water Revenue Refunding Bonds, 

2011 Authorization, Series A-2 and A4 
 

The Audit Department has completed a review of the Remarketing Statement for the Water 

Revenue Refunding Bonds (Bonds), 2011 Authorization, Series A-2 and A4.  This review was 

undertaken to provide the remarketers of the Bonds “comfort” that the Remarketing Statement for 

the Bonds is complete, consistent with supporting financial records, and accurate in all material 

respects.  The review was completed and no exceptions were noted.  We issued letters describing 

the agreed-upon review procedures performed, and the results obtained to the remarketers of the 

Bonds. 
 


