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Office of the General Auditor 

 

Summary 

Three reports were issued during the month: 

  

1. Diemer Water Treatment Plant East Basin Rehabilitation Program  

2. Safety and Regulatory Services 

3. CH2M Hill Engineers agreements and Kennedy/Jenks Consultants agreement 

4. Quarterly Board Reports for period ending December 31, 2016 

  

Discussion Section 
This report highlights the significant activities of the Internal Audit Department during  
April 2017.   In addition to presenting background information and the opinion expressed in the audit 
report, a discussion of findings noted during the examination is also provided. 
 
 

Diemer Water Treatment Plant East Basin Rehabilitation Program  
 

Background 

 

The Robert B. Diemer Water Treatment Plant was placed into service in 1963 with an initial capacity 

of 200 mgd and was expanded to its current capacity of 520 mgd in 1969.  Diemer delivers a blend of 

water from the Colorado River Aqueduct and State Water Project to Metropolitan’s Central Pool and 

to an exclusive service area in Orange County.  The plant is located in the City of Yorba Linda. 

Diemer has eight flocculation/sedimentation basins.  Four basins on the east side commenced 

operation in 1963, whereas the four west basins were added in 1969.  Flocculation and sedimentation 

are important unit processes within a conventional water treatment plant.  Flocculation follows 

immediately after the initial chemical addition, and is designed to gently mix small particles and 

colloids in the water so they agglomerate to form particles that can be removed by sedimentation and 

filtration.   

In spite of routine maintenance, equipment in Diemer’s east side basins had deteriorated after 50 

years of operation.  Accordingly, in February 2013, Metropolitan’s Board authorized design for their 

comprehensive rehabilitation.  Key components to be upgraded included basin inlet gates, flocculator 

drives and shafting, baffle boards and supports, turntable assemblies, rakes, catwalks, launders and 

structural supports for the equipment.   

    
 



Date of Report: April 30, 2017 

Date of Report: April 30, 2017 
Page 2 

 

 

 
 
 

 
 
 
 

 
In July 2015, the Board appropriated $27.4 million, of which $21.5 million was awarded to 

Environmental Construction, Inc. (ECI), to rehabilitate Diemer’s east side basins.  As of December 

31, 2016, Metropolitan paid $14.8 million to ECI and the project was 75% complete.  

 

Opinion 

 

In our opinion, the accounting and administrative procedures over the Diemer East Basin 

Rehabilitation Program include those practices usually necessary to provide for a satisfactory 

internal control structure.  The degree of compliance with such policies and procedures provided 

effective control for the period July 1, 2015 through December 31, 2016. 

 

There were no comments and recommendations. 
___________________________________________________________________________________ 

 

Safety and Regulatory Services 
 

Background 
 

The Safety and Regulatory Services Section oversees compliance with environmental regulations 

and safety procedures throughout Metropolitan.  Their responsibilities include identifying relevant 

new safety and environmental regulations, filing reports with regulatory agencies, tracking 

hazardous material spills and regulatory violations.  They also maintain equipment permits, 

provide safety and environmental training, and oversee agreements for related outside services.  

  

The SRS section administers agreements with Worley Parsons Group, Inc. (Worley Parsons) 

#121219, Double Barrel Environmental Services, Inc. (Double Barrel) #129365-03, Stericycle 

Environmental Solutions, Inc. (Stericycle) #162184, and Environmental Logistics, Inc. 

(Environmental Logistics) #135436-03.  These agreements provide for professional services, and 

the removal and disposal of hazardous waste, as follows: 

 

 Worley Parson’s agreement covered the period of September 1, 2011 to August 31, 2016.  As 

of February 2017, Metropolitan paid Worley Parsons $145,482.   

 Double Barrel’s agreement covered the period of May 1, 2015 through April 30, 2016.  As of 

February 2017, Metropolitan paid Double Barrel $354,827.    

 Stericycle’s agreement covers the period of May 1 2016 through April 30, 2017.  (Stericycle 

acquired Double Barrel.)  As of February 2017, Metropolitan paid Stericycle $271,808.   

 

Opinion 

 
In our opinion, the accounting and administrative procedures over SRS include those practices 

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 July 1,  

2013 through October 31, 2016. 
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Comments and Recommendations 
 

COMPLIANCE WITH TERMS AND CONDITIONS OF THE AGREEMENTS 

 

Compliance with contractual terms and conditions is necessary to ensure accurate accounting 

records, proper supporting detail, and adequate control over administering the contracts.  In 

addition, compliance with the contractual terms also ensures that the parties fully discharge their 

duties and obligations associated with the agreements. For Safety and Regulatory Services, policies 

and procedures require that invoices paid are accurate, properly supported, and billed on a timely 

basis. 

Our review revealed 3 of 34 invoices tested contained items that were priced higher than the 

amounts indicated on the price schedule resulting in over payment totaling $319.75.       

Failure to comply with contractual terms and conditions could result in financial loss to 

Metropolitan due to fraudulent, erroneous or unauthorized transactions.   

We recommend that SRS management continue to conduct periodic reviews of invoices paid to 

ensure proper review and compliance with the terms and conditions of the agreements.  We also 

recommend that SRS management request a refund for the excess billings identified.  

___________________________________________________________________________________ 

 

CH2M Hill Engineers agreements and Kennedy/Jenks Consultants agreement 
 

Background 
 

Metropolitan performs ongoing studies and inspections of its conveyance and distribution system, 

treatment plants, and other operational facilities to ensure reliable, high quality water supplies.  

These studies can affect the repair and maintenance schedule and often result in changes to the 

capital investment plan.  To complete these studies and inspections, the Engineering Services 

Group engages consultants to supplement in-house resources and provide specialized skills. 

In July 2013, the Board authorized an agreement with CH2M for preliminary design of 

improvements to address erosion issues on 40 sites in San Bernardino County.  The scope of work 

for the agreement #138151 includes development of layout drawings and final design criteria, 

conducting value engineering reviews, consultation with the permitting agencies, conducting right-

of-way assessments and developing a preliminary construction cost estimate.  The agreement is 

effective from August 19, 2013 through May 5, 2017 for an amount not to exceed $2.35 million.  

From August 2013 through February 2017, Metropolitan paid CH2M $1.87agreement. 

In April 2014, the Board authorized an agreement with Kennedy/Jenks to provide “on call” 

engineering services.  The scope of work for this agreement #145994 includes preliminary and 

final design for conveyance, distribution and storage facilities.  This agreement is effective from  
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July 28, 2014 through July 27, 2017 for an amount not to exceed $2 million annually.  From July 

2014 through February 2017, Metropolitan paid Kennedy/Jenks $792,961.    

Finally, in September 2014, the Board authorized an agreement with CH2M to design, develop, 

and implement the Project Controls Reporting System (PCRS).  The scope of work for this 

agreement #146538 includes system requirement analysis and system design.  This agreement was 

effective from October 10, 2014 through March 9, 2016 for an amount not to exceed $880,000. 

From October 2014 through February 2017, Metropolitan paid CH2M $764,707 under this 

agreement. 

 

Opinion 
 

In our opinion, the accounting and administrative procedures over the CH2M agreements #138151 

and #146538 and the Kennedy/Jenks agreement #145994 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 July 2013 through 

November 2016.  
 

Comments and Recommendations 
 

COMPLIANCE WITH POLICIES, TERMS AND CONDITIONS OF THE AGREEMENTS 

 

Compliance with operating policies and contractual requirements is necessary to ensure accurate 

accounting records, proper supporting detail and adequate control over the administration of 

agreements.  Compliance with contractual terms and conditions also ensures that parties fully 

discharge their duties and obligations and have the ability to exercise their rights associated with 

the agreements. 
 
We examined 25 invoices totaling $2,294,054 as follows:  10 CH2M invoices totaling $1,363,989 

for agreement #138151; 5 CH2M invoices totaling $575,285 for agreement #146538; and 10 

Kennedy/Jenks invoices totaling $354,780.  Our examination disclosed the following: 

 
 For agreement # 145994, sub-consultant services from 2015 were billed by Kennedy/Jenks to 

Metropolitan in 2016, more than 90 days after the work was completed.  Agreement section 9c 

gives Metropolitan the option not to pay such invoices.   

 For agreement #146538, meal reimbursements were paid at $66 per day as stipulated in the 

agreement instead of $50 per day as prescribed by the travel guide.   

 For agreement #146538, an auto mileage reimbursement of $25.20 was paid to a consultant for 

driving to dinner.  The agreement prohibits such reimbursements. 
  
Failure to comply with Metropolitan operating policies and terms and conditions of agreements 

could result in financial loss to Metropolitan.   
 

We recommend management remind staff and consultants of the importance of complying with  

Metropolitan policies and agreement terms and conditions. We also recommend management 

perform periodic reviews to ensure compliance. 
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___________________________________________________________________________________ 

 

Quarterly Board Reports for period ending December 31, 2016 
 

We reviewed the Report of Professional Services Agreements (Professional Services Report) and 

the Report of Contracts for Equipment, Materials, Supplies, and Routine Services of $250,000 or 

Above Contracts (Contracts Report) for the Second Quarter of fiscal year 2016/17, issued by the 

Business Technology Group, Administrative Services.  The purpose of this review is to gain 

reasonable assurance that information included in these reports is accurate, complete, timely, and 

in compliance with the Metropolitan Water District Administrative Code.  

 

PROFESSIONAL SERVICES AGREEMENTS REPORT 

Background 

 

Administrative Code Section 2720(e)(2) requires that the General Manager report to the 

Organization, Personnel and Technology Committee on the employment of any professional and 

technical consultant, the extension of any professional and technical consulting agreement, and on 

the Exercise of Authority under Sections 8121(c) and  8122(h) during the preceding calendar 

quarter.  The Administrative Code also requires this report to indicate when a consultant is a 

former Metropolitan employee.   

 

Similarly, Administrative Code Sections 2721-2723 require the General Counsel, General Auditor 

and Ethics Officer to report quarterly to their respective committee concerning any expert or 

professional service agreements executed pursuant to their authority under the Administrative 

Code.  

 

The Professional Services Report is prepared on a quarterly and annual basis to comply with these 

Administrative Code requirements and to identify those contracts administered by the General 

Manager, General Counsel, General Auditor, and Ethics Officer.   

 

During the quarter ending December 2016, the Professional Services Report disclosed that $50.3 

million was paid for consulting and professional services.  We compared the amounts expended on 

professional services during this quarter against the prior fiscal year’s second quarter and noted a 

decrease of $85 million.  The Electric & Gas Industries Association Agreement #129415 under the 

Water Resource Management Group for Metropolitan’s Regional Conservation Rebate Program 

accounted for $79.7 million of the total decrease in expenditures.  It should be noted that totals 

reported under the General Counsel’s authority exclude payments related to the San Diego County 

Water Authority Litigation, which is accounted for under the Self-Insurance Retention Fund.   

 

In addition, for the quarter ending December 2016, 42 of 383 agreements were sole-source 

agreements totaling $2.2 million (or 4% of total fiscal year-to-date expenditures).  We also noted 

that 86 of the 383 agreements were small purchases of less than $24,999, totaling $467,844, or 1% 

of total fiscal year-to-date expenditures at December 31, 2016.    
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Fiscal Year-to-Date 

Q2 

General 

Manager 

General 

Counsel    

General 

Auditor    Ethics Officer 

 Contract 

Expenditures $50,043,120 $432,562 
$242,499 $2,500   

 Active Agreements 340 88 1 3 

 Agreements 

Terminated  
39 

2 
0 0 

     

Governmental 

Agencies 

 

RFP 

 

RFQ 

Small 

Purchases 

 

Sole - Source 

  

Total* 

$195,530 $37,576,065 $9,867,933 $467,844 $2,180,748 $50,288,120 

11 38 206 86 42 383 

0% 75% 20% 1% 4% 100% 

 *Note: Total Shown does not include General Counsel’s Expenditures     

 

Testing Procedures Performed 

 

Our procedures included a cursory review of the reasonableness of the professional service 

expenditures and analysis of consultants with multiple active agreements, to determine whether an 

agreement was split into smaller contract amounts to circumvent established approval limits.  We 

also evaluated whether statistics in the Professional Services Report were adequately supported, 

and assessed the timeliness of board reporting.   

Testing results 

Our review did not reveal any agreements that appeared to be unreasonable or split to override 

established approval limits.  In addition, our review did not reveal any material differences 

between the reported amounts and supporting documentation.  Finally, we noted the Professional 

Services Report was issued to the Board on March 14, 2017.  

CONTRACTS FOR EQUIPMENT, MATERIALS, SUPPLIES, AND ROUTINE SERVICES OF 

$250,000 OR ABOVE REPORT 

Background 

 

Administrative Code Section 2720(e)(2) requires that the General Manager report to the 

Organization, Personnel and Technology Committee on the execution of any contract authorized 

under Section 8122(g) – Contracts for Equipment, Materials, Supplies and Routine Services.  This 

code section states that the General Manager may execute contracts for the purchase of materials, 

supplies, and other consumable items such as fuels and water treatment chemicals generally 

identified in the budget regardless of dollar value, provided that sufficient funds are available 

within the adopted budget for such purchases.  

 

The Contracts Report is prepared on a quarterly basis to report on contracts that comply with these 

Administrative Code requirements.  During the quarter ending December 31, 2016, the Contracts 
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Report disclosed eight contracts that fit these criteria.  We noted the total maximum amount 

payable for these contracts was $10.8 million.  Seven of these eight contracts were awarded as a 

result of competitive bidding, whereas the remaining one was through a cooperative agreement 

competitively bid by another public agency authorized under Administrative Code Section 8140 – 

Competitive Procurement. 

 

Testing Procedures Performed 

 

Our procedures included a cursory review of the reasonableness of expenditures.  We also verified 

that all contracts of $250,000 or more for specified items were included in the Contracts Report 

and adequately supported.  Finally, we assessed the timeliness of board reporting. 

Testing results 

Our review did not reveal any discrepancies between contracts and amounts shown in the Contracts 

Report, and supporting documentation.  We also noted that the policies and procedures for 

competitive bidding, cooperative agreements, and sole source agreements are in place.  Finally, we 

noted the Contracts Report was issued to the Board on March 14, 2017.   

 


