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Internal Audit Report for June 2018 

Summary 
 

Three reports were issued during the month: 

 

1. Quarterly Board Reports for period ending December 31, 2017 

2. Advanced Water Treatment Demonstration Facility Construction Project 

3. Director and Employee Expense Reports 

 

Discussion Section 

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

June 2018.  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. 

 

 

Quarterly Board Reports for period ending December 31, 2017 

  
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 2017/18, issued by the 

Chief Administrative Officer.  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 the Professional Services Report to indicate when a 

consultant is a former Metropolitan employee.  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.   
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The Professional Services Report is prepared on a quarterly and annual basis to comply with 

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

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

 

During the quarter ending December 2017, the Professional Services Report disclosed that 

$28.03 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 $22.2 million.  The Electric & Gas Industries Association 

Agreement 129415 under the Water Resource Management Group for Metropolitan’s Regional 

Conservation Rebate Program accounted for $21.04 million of the total decrease in expenditures 

amount. 

 

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.   

 

For the quarter ending December 2017, 44 of 365 agreements were sole-source agreements 

totaling $3 million.  This is 11% of total fiscal year-to-date expenditures for fiscal year 2017/18.   

We also noted that 85 of 365 agreements were small purchases of less than $24,999, totaling 

$585,206.  See tables below for details:  

 

Fiscal 2017/18 Year-

to-Date Q2 

General 

Manager 
General Counsel    General Auditor    

Ethics 

Officer 

Contract 

Expenditures 
$27,704,905  $652,836*  $307,024  $19,693  

Active Agreements 331 112  1 3 

Agreements 

Terminated 
29 10  1 0 

* For agreements with transactions during the current fiscal year. 

 

Govt. 

Agencies 
RFP RFQ 

Small 

Purchases 
Sole Source Total** 

$153,548  $15,637,434  $8,695,896  $585,206  $2,959,537  $28,031,622 

10 35 191 85 44 365 

1% 56% 31% 2% 11% 100% 

**Total does not include General Counsel’s Expenditures   
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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 Reports for the quarter ending was issued to the Board on March 13, 2018.  

 

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, 2017, the 

Contracts Report disclosed twelve contracts that fit these criteria.  We noted the total maximum 

amount payable for these contracts was $12.3 million.  Five of these twelve contracts were 

awarded as a result of competitive bidding; one was through a cooperative agreement 

competitively bid by another public agency; whereas the remaining six were sole sourced.  

 

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.  
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Finally, we noted for quarter ending December 31, 2017 Contracts Reports was issued to the 

Board on March 13, 2018. 

 

 

 

Advanced Water Treatment Demonstration Facility Construction Project  
 

Background 

 

The Audit Department has completed a review of the accounting and administrative controls 

over the Advanced Water Treatment Demonstration Facility Construction Project #104749 as of 

March 31, 2018.  Specifically, we reviewed Metropolitan’s construction contract with Kiewit 

Infrastructure West Co. - #1856 (Kiewit). 

 

Our review consisted of evaluating the internal controls over contract administration and 

reporting practices.  Specifically, we reviewed the contractor selection process, tested 

compliance with the terms and conditions of the contract, and evaluated the validity and 

propriety of invoice payments for assurance that the amounts billed were properly calculated and 

adequately supported.    

 

The unprecedented drought conditions during the past decade have resulted in significant 

reductions in local surface supplies and groundwater production.  These factors have increased 

the need for recharge supplies to groundwater and surface reservoirs to improve their sustainable 

yields and operating integrity.  Consequently, in November 2015, the Board authorized an 

agreement with the Sanitation Districts of Los Angeles County, specifically County Sanitation 

District No. 2 (Sanitation District), to implement a demonstration project and to establish the 

framework of terms and conditions for development of a regional recycled water supply 

program.  Under the agreement, Metropolitan and the Sanitation District would jointly develop a 

program to purify secondary effluent from the Sanitation District’s Joint Water Pollution Control 

Plant (JWPCP).  This demonstration plant would use advanced treatment technologies to 

produce water that is near-distilled in quality and that would be equal to or better than the quality 

of water currently used to replenish groundwater basins.  The secondary effluent from the 

JWPCP is currently discharged to the Pacific Ocean.  The purified water would be delivered to 

Metropolitan’s member agencies to meet their groundwater recharge and storage requirements.   

 

Subsequently, in July 2017 the Board awarded $13,856,000 contract to Kiewit to construct an 

advanced water treatment demonstration plant located at JWPCP in Carson.  The plant will 

provide operational data needed for a potential expanded regional recycled water program.  

Moreover, it will assist with regulatory assessment and approval of these advanced treatment 

processes.  The 500,000 gallon per day demonstration plant will confirm treatment costs and 

provide the basis for future technical recommendations concerning design, operation, and 

optimization of the full-scale regional recycled water program.  As of March 31, 2018, 

Metropolitan paid $2,452,425 to Kiewit.  The project is scheduled for completion by December 

2018. 
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Opinion 

 

In our opinion, the accounting and administrative procedures over the Advanced Water 

Treatment Demonstration Facility 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, 2017 through March 31, 2018.  

 
Comments and Recommendations 

 

None. 

 

 

 

Director and Employee Expense Reports 
 

Background 

 

The Audit Department has completed a review of the accounting and administrative controls 

over Director and Employee Expense Reports as of December 31, 2017. 

 

Our review consisted of evaluating the adequacy of controls over the expense reporting and 

reimbursement process.  In addition, we tested expense claims for propriety and compliance with 

established policies and procedures.  Finally, we analyzed expense trends to identify unusual 

patterns or transactions warranting further follow-up. 

 

Metropolitan’s Administrative Code §6320:  Expense Account Regulations, Operating Policies 

C-03 and C-04, and the Travel Guide establish travel guidelines, expense reporting procedures, 

and instructions for preparing and submitting expense reports.  Directors and employees, who 

have incurred travel or operating expenses on behalf of Metropolitan, prepare expense reports 

through the Oracle iExpense system.  The Accounts Payable Team, of the Controller Section in 

the Office of the Chief Financial Officer, administers expense reports and issues reimbursements. 

 

Director and employee expenses totaling $3.7 million were processed through the iExpense 

system during the eighteen-month period ended December 31, 2017.  This amount resulted from 

6,942 employee expense reports ($3.5 million) and 155 director expense reports ($0.2 million).   

Expenses primarily consisted of per diem allowances (26%), airfare (21%), lodging (19%), 

business mileage claims (10%), and conference expenses (4%).    

 

It is important to note that Metropolitan management is responsible for establishing and 

maintaining a system of internal control.  The objectives of internal controls are to provide 

reasonable assurance as to the reliability and integrity of information; compliance with policies, 

plans, procedures, laws and regulations; the safeguarding of assets; the economical and efficient 

use of resources; and the accomplishment of established goals and objectives.  In fulfilling this 

responsibility, judgments by management are required to assess the expected benefits and related 
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costs of control practices and procedures and to assess whether those practices and procedures 

can be expected to achieve Metropolitan’s financial and operational objectives. 

 

Opinion 

 

In our opinion, the accounting and administrative procedures over Director and Employee 

Expense Reports 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 1, 2016 through December 31, 2017.   

 

Comments and Recommendations 

 

LATE OR UNFILED EXPENSE REPORTS 

 

Metropolitan’s Administrative Codes §6331(b)(2) and §6331(b)(3): Preparation, Approval and 

Processing Of Claims requires that directors and employees submit expense claims to the Board 

Executive Secretary’s Office or the Office of the Chief Financial Officer, respectively, no later 

than 60 days after the employee or director incurred the expense or participated in an activity for 

which Metropolitan funds were utilized on their behalf.   

 

We reviewed 40,298 expense line items on 7,097 employee and director expense reports for 

timely submission from July 1, 2016 through December 31, 2017. 

 

1. Director Expense Reports:  We noted that 99 expense reports ($88,165) were submitted 

beyond the 60-day standard: 

 

Days after Expense 

was Incurred 

Expense Line 

Items 

iExpense Expenses 

Claimed   

61-90 355 63 $52,920 

91-180 226 28 $29,793 

181-365 42 6 $3,604  

above 365 6 2 $1,847  

Total 629 99 $88,165 

 

2. Employee Expense Reports:  We noted that 642 expense reports ($319,044) were submitted 

beyond the 60-day standard: 

 

Days after Expense 

was Incurred 

Expense Line 

Items 

iExpense Expenses 

Claimed   

61-90 2,238 455 $197,034 

91-180 873 151 $105,063 

181-365 122 32 $16,282 

above 365 10 4 $665 

Total 3,243 642 $319,044 
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3. Prepaid Expense:  We also reviewed 3,023 expense line items totaling $613,546 prepaid by 

Metropolitan and incurred by directors and employees as of December 31, 2017 for which no 

expense reports were filed.  These items were prepaid through check payments or 

Metropolitan issued credit cards.  Our analysis revealed that 27 directors and 97 employees 

had not filed expense reports within the 60-day standard for prepaid expenses totaling 

$112,668 as follows:  

 

Director Expense Reports: 

 

Days after expense 

incurred  

Expense Line 

Items 

Expense Amount 

61-90 44 $12,576 

91-180 40 $  9,501 

181-365 85 $16,090 

above 365 48 $16,037 

Total  217 $54,206 

  

Employee Expense Reports: 

 

Days after expense  

incurred 

Expense Line 

Items 

Expense Amount 

61-90 9 $  3,487  

91-180 77 $15,288 

181-365 136 $25,207 

above 365 50 $14,480 

Total 272 $58,462 

  

Failure to provide a timely and accurate accounting of travel expenses could result in inaccurate 

reporting or inappropriate use of public funds. 

  

We recommend that management emphasize the importance of submitting expense reports 

within the 60-day guidelines and conduct periodic reviews to ensure compliance.  We also 

recommend that management follow up on late, unfiled prepaid expenses.  

  

REVIEW AND APPROVAL 

 

Review and approval controls serve to protect against unauthorized, inaccurate, or duplicate 

transactions; identify items that require correction; and ensure that follow-up procedures exist for 

exceptions.  For expense reports, authorized personnel review supporting documentation details 

for compliance to policies and procedures, check documentation for accuracy and completeness, 

and examine expenses for propriety. 
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We reviewed 80 expense reports submitted between July 1, 2016 and December 31, 2017 for 

compliance with policies and procedures.  The expense reports consisted of one for each of 16 

directors and 64 employees and totaled $48,678.  Our review revealed: 

 

1. Three employee expense reports totaling $1,144 that were not approved by authorizing 

supervisors, as required by Administrative Code §6331 (c).   

 

2. Two employee expense reports with reimbursements for business meals in excess of $25 

without itemized receipts, as required by Metropolitan’s Travel Guide.   

 

3. One employee submitted a duplicate expense resulting in an overpayment of $358.  The 

employee reimbursed Metropolitan. 

  

We reviewed fifteen expense reports totaling $2,564 for mileage reimbursements, four submitted 

by directors ($1,207) and eleven by employees ($1,357).  Our review revealed: 

 

4. We were unable to recalculate and validate the mileage for use of a personal vehicle claimed 

for reimbursement without a beginning and end point for five reports (one director and four 

employees).  Additionally, one employee did not deduct their normal commute from the total 

mileage claimed, as required by the Travel Guide.   

 

Failure to conduct proper review of expense reports could result in financial losses to 

Metropolitan due to fraudulent, invalid or erroneous transactions 

 

We recommend that management remind reviewers of the importance of ensuring the validity, 

accuracy, and completeness of expense reports.  We also recommend that the Accounts Payable 

Team periodically review the Duplicate Transaction Report to identify duplicate payments.  

 


