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SUMMARY

The San Diego Association of Governments (SANDAG) is a large, one-county Metropolitan
Planning Organization (MPO) charged with planning and administering transportation projects
within San Diego County. The annual SANDAG fiscal year budget is typically over $1B per
year.

The Grand Jury’s investigative efforts focused on SANDAG’s internal independent audits and
the functioning of the audit process over the last several years. The Grand Jury’s review of
SANDAG audits (2020-2024) found concerning issues, such as numerous unresolved issues
discovered during audits, how audit results were received (by staff), and how the responses to
audit findings and recommendations were tracked and implemented.

Audits provide essential accountability and transparency to governments and public agencies.
Given the challenges facing San Diego County and its many transportation needs, the oversight
provided by audits is more critical than ever. Auditing provides the objective analysis and
information needed to make the decisions necessary to ensure program efficiency and fiscal
responsibility.

This report examines the challenges confronting SANDAG’s Office of the Independent
Performance Auditor (OIPA) and the SANDAG staff, making recommendations such as
exploring an increase in OIPA staffing, explore a change in the General Counsel’s reporting
relationship, exploring funding an external independent counsel for internal audits, and
increasing the visibility and effectiveness of the Corrective Action Report that summarizes audit
findings and recommendations.

BACKGROUND

SANDAG is a coalition of San Diego County municipal and county governments. ! SANDAG,
as an MPO, is a federally mandated and federally funded transportation policy-making
organization comprising representatives from local governments, including mayors, council
members, and county supervisors. SANDAG receives funding from the TransNet sales tax,
along with funding from federal, state, and local sources, which supports transportation
initiatives throughout San Diego County. The SANDAG budget is anticipated to be $1.2 billion
for the fiscal year starting July 1, 2024.2

The origins of SANDAG date back to the 1960’s, when the area’s post-war growth and rapid
suburbanization began having region-wide impacts. In 1966, the incorporated cities in the
County formed the Comprehensive Planning Organization (CPO), as a subcomponent of the
County of San Diego. This was done primarily to address long-range transportation and other
regional planning issues. The CPO was a voluntary association, headed by representatives of the
agencies that wished to be a part of the organization. Six years later, the members of the
planning organization reestablished the organization as a separate joint powers authority (JPA),
independent of county government. > In 1980, the CPO changed its name to SANDAG.*

In 1987, San Diego County residents approved a 20-year TransNet program, a half-cent sales tax
to fund various transportation projects throughout San Diego County. This program, which
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became operative in 1988, is one of the largest transportation improvement programs in
California.>®

In November 2004, voters approved an extension ordinance and expenditure plan (Proposition
A) that extended the TransNet program to 2048.7 These funds are projected to be distributed
among highway, transit, and local road projects to reduce traffic congestion in San Diego
County. In 2016, SANDAG lobbied for the passage of Measure A, which would have added
another half-cent sales tax increase for additional funding for transportation and infrastructure.®’
In October 2016, local media outlets reported that SANDAG officials knowingly misrepresented
how much revenue Measure A sales tax would bring in for projected major transportation
projects.!%!! In November of that year Measure A failed to gain the two-thirds threshold to pass.
This resulted in a shortfall of billions of dollars and directly affected the projects SANDAG had
promised to provide.!?

In 2018, in response to the failure of Measure A, California Assembly Bill 805 (AB 805) was
passed, requiring SANDAG to create an Audit Committee and an Office of the Independent
Performance Auditor (OIPA). The OIPA is led by the Independent Performance Auditor (IPA)
with a staff of audit professionals.’* The Audit Committee is composed of two members from
the SANDAG Board and three outside persons with audit expertise. The Audit Committee
assists the Board of Directors in fulfilling its oversight responsibilities of the Independent
Performance Auditor by recommending internal control guidelines and providing
recommendations for the annual audit plan and annual financial statement audits. In the four
years since the OIPA has been in effect, numerous audits have been conducted with reports
distributed to the public on the SANDAG website (see Appendix).'*

The OIPA conducts performance audits, which provide objective analyses, findings, and
recommendations. The SANDAG staff is charged with implementing recommendations and the
SANDAG Board of Directors provides governance and oversight. These audits are intended to
identify changes that can improve program performance, reduce costs, facilitate decision-
making, initiate corrective actions, and contribute to public accountability.

Recent attention by local media has focused on the IPA audit results.'>!%1%18  Some of the
relevant issues reported by local media include:

e Unjustifiable severance and bonuses paid to departing executive-level staff;
e Improper and questionable use of taxpayer-funded procurement cards;

e Large contract amendments that lacked board approval;

e Missing and poorly kept contract paperwork;

o Back-dated contracts; and

e SR 125 toll revenue, software, and management issues.

In this report, the Grand Jury provides recommendations intended to help SANDAG overcome
transparency and accountability issues within the organization.

METHODOLOGY

Interviews

The Grand Jury interviewed members of SANDAG leadership and staff including
representatives from the Board of Directors, the SANDAG Executive Staff, the SANDAG Audit
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Committee, and the Office of the Independent Performance Auditor. Each provided their
viewpoints on the internal workings of SANDAG.

Reviewed Documents

SANDAG Policies and Procedures;

SANDAG agendas, minutes, and staff reports;

Audit results (2020-2024);

Responses to audit findings and recommendations; and
Relevant news articles.

DISCUSSION

Increasing the OIPA Staff

Before each Fiscal Year begins, the IPA proposes an Audit Plan. The audit plan is designed to
review internal activities, identify areas for improvement, and help ensure that there are sound
system controls in place that complement established processes and procedures.

The OIPA can be engaged by SANDAG’s Board, the Audit Committee, or the Executive
Director to perform an audit of any desired issue. These requests are brought to the IPA and the
Audit Committee for consideration and adjustment of the budgeted audit plan.*

Auditing is a workforce-intensive effort. The number of auditors on staff determines the number
of audits that can be accomplished each year. The IPA develops an annual audit plan to perform
high-priority audits within the available auditor resource constraints.

At the March 27th, 2020, SANDAG Board of Directors meeting the IPA outlined the staffing
issues concerning the OIPA.2° At that time the OIPA was staffed with the following personnel:

¢ Independent Performance Auditor (Administration, Leadership, Risk Facilitations,
Quality Control (QC), and Training and Development responsibilities)

e Two (2) Principal Management Internal Auditors

e Two (2) Audit Interns.

Based on the above brief to the Board of Directors, the Office of the Independent Performance
Auditor requested additional audit positions:

e Two (2) Associate Management Internal Auditors
¢ Two (2) Management Internal Auditor (entry-level audit position)
e One (1) Administrative Support.

The entire Board (minus a board member not in attendance) voted in favor of increasing the IPA
staff.?! Despite this approval by the Board, staffing was not increased for the OIPA because
“funding could not be found” in the over $1 billion annual budget.

As of October 2023, the audit team consisted of the Independent Performance Auditor, two
Principal Management Internal Auditors, two Associate Management Internal Auditors, and a
part-time Audit Intern.

The Grand Jury notes that during the February 2, 2024, Audit Committee meeting the OIPA
provided a “Staffing Needs and Structure” brief. The Audit Committee unanimously voted to
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recommend to the Board of Directors to authorize funding for two additional OIPA audit
positions, a Principal Independent Auditor and a Senior Independent Auditor, and additional
funding to cover the increased costs associated with the Deputy IPA position.?? The Grand Jury
recommends that SANDAG approve the Audit Committee’s request for increased staffing for the
Office of the Independent Performance Auditor.

General Counsel Reporting Relationship

The General Counsel (GC) is the chief steward of the legal and ethical behavior of a company, a
role critical to the functioning of the organization. The GC ensures that the organization is
following all federal, state, and local laws, guidelines, and policies, including its own.

Many government organizations, such as the Mason (Washington) Transit Authority have the
GC report to the Board of Directors, as shown below in Figure 2. Having the GC report directly
to the Board of Directors ensures that they can work independently and provide unbiased
oversight of the entire organization (including the Executive Director or equivalent position)
without having to consider that the Executive Director will be writing their yearly performance
evaluation.

Mason County
Taxpayers
Board of
Directors
.
Clerk of the General _
Board Manager Legal Counsel Advisory Board

Source: Mason Transit Authority

Figure 2. 2016 Mason Transit Authority Organization Chart®

As illustrated in the SANDAG organizational chart below (Figure 3), the GC reports directly to

the Executive Director (solid line) but also has a responsibility to the Board of Directors (BOD)
(dashed line).
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Interviews with SANDAG members established that having the GC report to the SANDAG
Executive Director creates at least the appearance of a conflict of interest. Issues can arise
during audits in which the IPA's interpretation of SANDAG's Board Policies disagrees with the
interpretation of the SANDAG staff. Because the Executive Director prepares the GC’s
performance reviews, this could result in a conflict of interest for the GC. The GC’s allegiance
must protect the public rather than the SANDAG staff. To avoid an appearance of conflict and
to improve public and internal trust in the process, SANDAG should reevaluate its reporting
structure.

Retaining Independent Council for the Audit Committee and the OIPA

Government organizations are required to follow numerous laws and regulations. Auditors may
desire to consult with legal counsel when an audit uncovers practices that may conflict with a
law, regulation, or policy.?*

During Grand Jury interviews, most SANDAG personnel agreed that there was a legitimate need
for an independent counsel for the OIPA and the Audit Committee. Currently, the OIPA and the
Audit Committee do not have immediate access to outside independent counsel. Instead, if the
Audit Committee or the IPA require legal advice, they use the SANDAG General Counsel. This
presents the potential for a conflict of interest if the IPA needs legal advice on an interpretation
of SANDAG’s policies or other governmental policies and/or regulations concerning audits
being conducted.

The Grand Jury recognizes that there is an ongoing discussion within the SANDAG Audit
Committee to contract the services of an independent counsel. A vote to accept the procedures
for obtaining independent counsel and to approve an authorization to move forward with the
acquisition took place at the December 8, 2023, Audit Committee meeting,?>-2

The Grand Jury recommends that SANDAG continue to pursue acquiring the services of an
independent outside counsel for the OIPA and the Audit Committee.

Corrective Action Report (CAR)

The first SANDAG IPA, hired in April of 2019, had decades of auditing experience. The
SANDAG members who were interviewed stated that the new IPA was extremely thorough.
The IPA uncovered issues (i.e., findings) that had not been discovered or reported in previous
audits.

In July 2020, the OIPA provided to the members of the Audit Committee a new product, the
“Annual Report of Audits and Status of Recommendations and Corrective Action
Implementations — Fiscal Year 2020.”%” This document was a compilation of external and
internal audits performed on SANDAG operations, projects, and partner agencies before the
IPA's tenure. Before the IPA assembled this data, SANDAG had no process for collecting and
tracking its audit findings, recommendations, and corrective actions in a consolidated manner.

The IPA has provided SANDAG with both audit results and corrective action plans (CAPs) since
the OIPA was established and staffed. These results have been published on the SANDAG
website under SANDAG/ABOUT/Office of the Independent Auditor/Reports and Press
Releases.?® A list of all audits and CAPs can also be found in the Appendix A of this report.
Each audit CAP with its recommendations and corrective actions will eventually be entered into
the Corrective Action Report (CAR).?’
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A review of the CARs indicates that over the last four years, the CAR has matured into a
comprehensive spreadsheet encompassing numerous data fields including Report Issue Date;
Title/Issue/Recommendation; Status; Corrective Action; Date of Implementation; Planned
Implementation Date; Recommendation Owner, Recommendation Dept.*

The last CAR published was entitled “OIPA Corrective Action Report - Results as of June 30,
2023.7%! The Grand Jury is concerned that many Findings with Corrective Actions remain static
for years. For example, row 215 in this report lists Finding I from the October 2021 Contracts
and Procurement Operational and System Control Audit Report: “Inadequate Administrative
Standard Operating Procedures (SOPs) for Contract Analysts and Program Managers.” The
Corrective Action states, “Management shall create procedures and guidelines for Contracts
Analysts and project managers to support their responsibilities regarding procurement and
contract administration functions. This effort will fall under the Procurement Program
Optimization Initiative. Timing for completion is unknown” and the Date of Implementation is
“TBD.” Findings II through VII have similar issues. Thus, the audit findings and corrective
actions from October 2021 have not been corrected or updated as of June 2023.

SANDAG Board Policy 039 states that the responsibilities of the Audit Committee include, in
paragraph 3.1.3, “Review and oversee the implementation of corrective action to address noted
audit deficiencies.”* A review of Audit Committee meetings beginning in July of 2023
provides no evidence that this is taking place. The only mention of recommendations and status
of corrective actions occurred during the July 14%, 2023, Audit Committee meeting. On the
agenda, the OIPA provided the Audit Committee with the "Summary of Audits and
Recommendations and Status of Corrective Action Plans FY 2023.” It also asked that the report
be provided to the Board of Directors as information.** The Grand Jury finds that SANDAG
does not effectively ensure issues identified during audits are addressed, tracked, and
implemented.

Some Issues with Corrective Actions have statements that read “Ongoing Activity” with no Date
of Implementation stated. Every corrective action should have a stated implementation plan and
a method to track the implementation. If no implementation date is projected, then a metric such
as a percentage of completion should be used to measure implementation progress. The
“Recommendation Owner” or the “Recommendation Department” should be required to provide
periodic progress updates to the CAR along with a date to document the latest update.

The Grand Jury finds that the CAR:

Is difficult to locate on the SANDAG website;

Is updated only occasionally (once each in FY20, FY21, and FY23);

Is difficult to read as a large PDF on the website;

Has numerous corrective action implementation dates that are not stated and/or not being
met, and

e Does not track and report on Corrective Action implementation status.

An example of a better approach to communicating audit findings and CAPs can be found on the
City of San Diego Office of City Auditor website. This site includes a Follow-up Dasliboatd that
allows an external user to interactively view, sort, and filter the status of audit
recommendations.*
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Based on the findings described above, the Grand Jury makes a set of recommendations that
SANDAG improve its processes around managing the Corrective Action Plans and the
Corrective Action Report so that they become a tool to improve SANDAG’s business
performance and improve its transparency to the public.

Culture

Merriam-Webster's definition of culture is the set of shared attitudes, values, goals, and practices
that characterize an institution or organization.?® Culture guides workplace behavior. When
aligned with strategy and leadership, a strong culture drives positive organizational outcomes.

Culture and conduct play an essential role in the health of an organization. Organizations with a
culture based on strong internal values have a higher probability of successfully achieving their
business objectives and retaining high-performance employees.

When irregularities in an organization are exposed, such as during audits, it can indicate the
prevalent type of its culture. Lack of controls over the use of taxpayers’ money (e.g.,
Procurement Cards) and contracting irregularities, such as missing evaluation score sheets and
bid notes, are past examples of the organizational culture that has existed at SANDAG.

The Grand Jury posed the question to the interviewees on whether SANDAG has held any of its
employees responsible for any possible malfeasance noted in the audits. No interviewee
professed to know of anyone who had been held accountable. The interviewees stated that
holding staff accountable was the responsibility of the Executive Director.

Enterprise Resource Planning (ERP)

Most SANDAG staff members the Grand Jury interviewed were professional, honest, and
forthcoming. The interviewees stated that SANDAG is working to improve its system of
internal controls to prevent personnel from bypassing important steps needed to maintain the
integrity of SANDAG’s policies and procedures. One of the methods that SANDAG has been
implementing for the last two years is an Enterprise Resource Planning (ERP) system.’¢*” The
Grand learned the ERP was fully deployed on 2 January 2024.

Enterprise Resource Planning software is used to manage and integrate essential parts of
business functions, such as planning, purchasing, inventory, sales, marketing, finance, human
resources, and more. In the past, SANDAG relied on 15 standalone legacy IT systems, some of
which were 20 years old. SANDAG’s ERP will take the 15 separate systems and merge the
information and functionality into one database and one system of record. With ERP, for
example, an engineer can get the same financial information on a project that is available to the
finance and/or contracting personnel.

Using the ERP system, it should be possible for the IPA to perform many audit functions without
having to go to standalone IT systems. As of this report, ERP has been live for only several
months. It is yet to be determined how successful ERP will be, but it has the potential to be a
major asset to SANDAG.

Despite its overall utility, ERP will not be able to correct all the issues that audits have
uncovered. It cannot perform program management functions like reviewing work performed
before approving invoices, it cannot stop management from adding funding to vendor contracts
without board approval, and it cannot stop management from providing suspect severance
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bonuses to departing staff. A well-functioning ERP with robust controls along with a culture of
ethical compliance should help to restore public trust in SANDAG.

Conclusion

The Grand Jury recognizes that auditing alone cannot correct all the issues in SANDAG’s
corporate culture. SANDAG management and the SANDAG Board of Directors, as
representatives of the San Diego County citizenry, are ultimately responsible for how SANDAG
performs its mission and how carefully it uses taxpayer money.

The SANDAG Board of Directors has recently chosen a new Executive Director. The brochure
describing the search for the new executive director on the SANDAG website detailed the
desired qualities, characteristics, education, and experience of the new Executive Director.® The
list is extensive and commendable. However, the Grand Jury suggests that the new Executive
Director embrace a commitment to ensure that taxpayer money is used judiciously for the benefit
of the county residents and that the entire organization has the same commitment.

FINDINGS
F1.  The OIPA is understaffed, which negatively impacts audit effectiveness, thoroughness,

and value.

F2.  The SANDAG General Counsel reports directly to the SANDAG Executive Officer,
creating the appearance of a conflict of interest.

F3.  The OIPA lacks outside independent counsel and must use the SANDAG General
Counsel for legal advice, creating the appearance of a conflict of interest.

F4.  The Corrective Action Report is difficult to locate and is updated sporadically, making it
difficult for the public to track progress against audit findings and recommendations.

F5.  The Corrective Action Report has numerous Findings and Recommendations with
corresponding corrective actions that are overdue or are missing implementation dates.

F6.  The Corrective Action Report is not actively updated by SANDAG staff or reviewed by
the Audit Committee.

RECOMMENDATIONS
R1.  Review OIPA staffing recommendations and collaborate with the Audit Committee to
provide additional qualified staff.

R2.  Revaluate SANDAG’s reporting structure and consider having the General Counsel
report directly to the Board of Directors.

R3.  Continue pursuing — and make a priority - access to independent outside counsel for the
OIPA and the Audit Committee.

R4.  Make the Corrective Action Report easier to access on the SANDAG website.

RS5.  Provide implementation target dates or metrics that track implementation progress on a
scheduled basis (e.g., monthly or quarterly).
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R6.  Create a system that periodically reviews the Corrective Action Report recommendation
implementation status.
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(e.g. District Attorney, Sheriff, etc.), such comment shall be made within 60 days to the
Presiding Judge with an information copy sent to the Board of Supervisors.

Furthermore, California Penal Code §933.05(a), (b), (¢), details, as follows, the manner in which
such comment(s) are to be made:

(a) As to each grand jury finding, the responding person or entity shall indicate one of the
following:

(1) The respondent agrees with the finding

(2) The respondent disagrees wholly or partially with the finding; in which case the
response shall specify the portion of the finding that is disputed and shall include an
explanation of the reasons therefor.

(b) As to each grand jury recommendation, the responding person or entity shall report one of
the following actions:

(1) The recommendation has been implemented, with a summary regarding the
implemented action.

(2) The recommendation has not yet been implemented, but will be implemented in the
future, with a time frame for implementation.

(3) The recommendation requires further analysis, with an explanation and the scope and
parameters of an analysis or study, and a time frame for the matter to be prepared for
discussion by the officer or head of the agency or department being investigated or
reviewed, including the governing body of the public agency when applicable. This
time frame shall not exceed six months from the date of publication of the grand jury
report.

(4) The recommendation will not be implemented because it is not warranted or is not
reasonable, with an explanation therefor.

(c) If a finding or recommendation of the grand jury addresses budgetary or personnel
matters of a county agency or department headed by an elected officer, both the agency
or department head and the Board of Supervisors shall respond if requested by the grand
jury, but the response of the Board of Supervisors shall address only those budgetary or
personnel matters over which it has some decision-making authority. The response of the
elected agency or department head shall address all aspects of the findings or
recommendations affecting his or her agency or department.

Comments to the Presiding Judge of the Superior Court in compliance with the Penal Code
933.05 are required ftom the.

Responding Agency Findings Recommendations
SANDAG Executive Director F1, F3-F6 R1, R3-R6
SANDAG Board of Directors F2 R2
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APPENDIX

The SANDAG Office of the Independent Performance Auditor (OIPA) serves as the SANDAG
Board of Directors” oversight function that objectively evaluates and recommends improvements
to SANDAG. The below links are the published audits and reports performed since 2020.

FY 2023

OIPA Corrective Action Report - Results as of June 30, 2023

Fraud, Waste, and Abuse Report - Quarter Ending June 30, 2023

Fraud, Waste, and Abuse Report - Quarter Ending March 31, 2023

Fraud, Waste, and Abuse Report - Quarter Ending December 31, 2022

Fraud, Waste, and Abuse Report - Quarter Ending September 30, 2022

Final Audit Report - Condracts and Procurement (Part ID) with Management Response
Final Audit Report - Coniracts and Procurement (Part ) with Management Response

FY 2022

Fraud, Waste, and Abuse Report - Quarter Ending March 31, 2022

Final Purchase Card Audit Report, Management Response and Corrective Action Plan
Final Vendor Audit Report

SR 125 Final Report

OIPA Corrective Action Report - Results as of December 31, 2021

OIPA Corrective Action Report - Resulis as of September 30, 2021

e & 8 & B €& @

s €& & ¢ & o

FY 2021

s Corrective Action Report Results for Sal and Ben Audit - 11 ltems as of June 30, 2021
« Fraud, Waste, and Abuse Report (Exiernal and Internal Reporting) Fiscal Year 2021
s Summary Status of Audits and Corrective Action Plan for 5 PFY - Fiscal Year 2021

FY 2020

s Annual Fraud, Waste, and Abuse Report - Fiscal Year 2020

e Annual Report of Audits and Status of Recommendation and Corrective Action Plan
Report Memo - Fiscal Year 2020

e Annual Report of Audits and Status of Recommendation and Corrective Action
Implementations - Fiscal Year 2020

« Salaries and Compensation Performance and Compliance Audit - August 2020
e  SANDAG Organizational Structure Summary of Analysis and Recommendations
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