& AGENDA

Finance and Administration Committee Meeting

Committee Members Orange County Transportation Authority Headquarters
Bill Campbell, Chairman 600 South Main Street, First Floor - Room 154
Carolyn Cavecche, Vice Chairman Orange, California
Patricia Bates Wednesday, February 17, 2010, at 9:00 a.m.
Arthur C. Brown

Peter Buffa

Dan Hansen

John Moorlach

Any person with a disability who requires a modification or accommodation in order to
participate in this meeting should contact the OCTA Clerk of the Board, telephone
(714) 560-5676, no less than two (2) business days prior to this meeting to enable
OCTA to make reasonable arrangements to assure accessibility to this meeting.

Agenda descriptions are intended to give members of the public a general summary of
items of business to be transacted or discussed. The posting of the recommended
actions does not indicate what action will be taken. The Committee may take any
action which it deems to be appropriate on the agenda item and is not limited in any
way by the notice of the recommended action.

All documents relative to the items referenced in this agenda are available for public

inspection at www.octa.net or through the Clerk of the Board’s office at the
OCTA Headquarters, 600 South Main Street, Orange, California.

Call to Order

Invocation
Committee Chairman Campbell

Pledge of Allegiance

Director Hansen
1. Public Comments
Special Calendar

There are no Special Calendar matters.
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Consent Calendar (ltems 2 through 7)
All items on the Consent Calendar are to be approved in one motion unless a
Committee Member or a member of the public requests separate action or
discussion on a specific item.

2. Approval of Minutes

Of the January 27, 2010, Finance and Administration Committee meeting.

3. Audit Responsibilities of the Finance and Administration Commitiee
Kathleen M. O’ Connell

Overview

The Finance and Administration Committee of the Board of Directors of the
Orange County Transportation Authority has functioned as an audit committee in
its oversight of audit activities. In December 2007, the Board of Directors
adopted Audit Responsibilities of the Finance and Administration Committee to
formally establish the responsibilities of the Finance and Administration
Committee with regard to audits. The responsibilities include an annual
affirmation of the roles and responsibilities of the Finance and Administration
Committee in fulfilling this function.

Recommendation
Affirm the Audit Responsibilities of the Finance and Administration Committee.

4. Evaluation of Independent Auditor and Consideration of Contract
Amendment to Extend Audit Services through the Fiscal Year Ending

June 38, 2010
Kathleen M. O'Connell

Overview

The Internal Audit Department has prepared an evaluation of the Orange County
Transportation Authority’s independent auditor, Mayer Hoffman McCann P.C.
and, based on the evaluation, is recommending that the Board of Directors
authorize the execution of an amendment to Agreement No. C-6-0667 to
exercise the first option term to provide audit services for the fiscal year ending
June 30, 2010.
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4, (Continued)
Recommendations

A. Approve draft evaluation findings and comments prepared by the Internal
Audit Department for the Finance and Administration Committee.

B. Authorize the Chief Executive Officer to execute Amendment No. 4 to
Agreement No. C-6-0667 between the Orange County Transportation
Authority and Mayer Hoffman McCann P.C., to exercise the first option
term, in an amount not to exceed $339,500, for the annual financial audit
for the fiscal year ending June 30, 2010, for a total contract amount of
$1,307,380.

5. Orange County Transportation Authority Internal Audit Department Peer
Review Report
Kathleen M. O'Connell

Overview

An external quality assurance, or peer, review has been completed of the
Internal Audit Department of the Orange County Transportation Authority.
The peer review found that the Internal Audit Department’s quality control
system was suitably designed and operating effectively to provide reasonable
assurance of compliance with Government Auditing Standards for the year
ended December 31, 2009. The peer review team also provided a management
letter with recommendations to further strengthen the internal quality control
system.

Recommendation

Direct the Internal Audit Department to implement recommendations provided by
the Association of Local Government Auditors in a letter dated February 5, 2010.

6. Investments: Compliance, Controls, and Accounting, January 1 through
June 30, 2009
Kathleen M. O'Connell

Overview

The Internal Audit Department has completed a review of investments for the
period January 1, 2009 through June 30, 2009. Based on the review, it appears
that the Orange County Transportation Authority is in compliance with its debt,
investment, and accounting policies and procedures. There were no audit
findings or recommendations resulting from this review.
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(Continued)
Recommendation

Receive and file Investments: Compliance, Controls, and Accounting,
January 1 through June 30, 2009, Internal Audit Report No. 10-505.

Second Quarter Fiscal Year 2009-10 Procurement Status Report
Virginia Abadessa/Ken Phipps

Overview

The second quarter procurement status report summarizes the procurement
activities for information purposes to the Orange County Transportation Authority
Board of Directors. This report focuses on procurement activity from
October 1, 2009 through December 31, 2009, with a dollar value greater than
$250,000. The second quarter procurement status report also projects future
procurement activity for the third quarter as identified in the fiscal year
2009-10 annual budget.

Recommendation
Receive and file as an information item.
Regular Calendar

Customer Information Center Financial Challenges
Marlon Perry/Ellen S. Burton

Overview

The Orange County Transportation Authority provides telephone call center
operations 365 days each year using a contractor, Alta Resources.
Given the substantial scale of bus service changes, the proliferation of cell
phones, and the reduction of on-street and printed public information, and the
delay of 511 integrated voice response, call volumes have grown to record
levels. This has impacted the call center budget and, as reported in
December 2009, requires the reallocation of funds from savings in other
communication program areas to fund call center operations. However, these
funds are not sufficient. Staff is requesting Board of Director's approval to revisit
the operating model, renegotiate the terms of the Alta Resources contract,
and/or re-bid the contract.
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8. (Continued)
Recommendations

A. Maintain hours of operation through March 2010 to provide sufficient
customer information through the March service change time period when
significant reductions are planned.

B. Effective April 1, 2010, reduce call center hours of operation but maintain
service seven days per week operating from 8:00 a.m. to 5:00 p.m. and
close the call center on six holidays.

C. Direct staff to revisit the terms of Alta Resources’ Agreement
No. C-6-0461 to provide for a lower average cost per call rate and a
mechanism to meter call volume. Return to the Board of Directors before
the end of March 2010 with results of these negotiations and/or a scope of
work for a rebid of customer information center services.

9. Review of Metrolink Audit Activities
Kathleen M. O'Connell

Overview

The Internal Audit Department of the Orange County Transportation Authority
has completed a review of the audit activities of the Southern California Regional
Rail Authority. The review was conducted in response to a recommendation
made during the Orange County Transportation Authority’s fiscal year 2004-06
state triennial audit. Recommendations have been made to enhance the internal
audit function at the Southern California Regional Rail Authority and
management has indicated that they will be implemented.

Recommendation

Receive and file Review of Metrolink Audit Activities, Internal Audit Report
No. 08-010.
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Discussion ltems

10.

11.

12.

13.

14.

15.

16.

Update on City of Stanton’s Compliance with Combined Transportation
Funding Program Guidelines
Kathleen M. O'Connell

Staff will update the Committee on documentation provided to auditors
subsequent to an audit that found that the city of Stanton could not support
expenditures for a Combined Transportation Funding Program project in the
amount of $84,417.

Proposition 116 Funding
Kirk Avila/Kenneth Phipps

Staff will discuss with committee members risks related to the availability of
Proposition 116 funds.

91 Express Lanes' Property Insurance Policy Renewal Quotes
Al Gorski/Patrick J. Gough

Staff will discuss recently received property insurance quotes and seek direction
from the Committee to bind coverage for the property insurance renewal for the
policy period of March 1, 2010 to March 1, 2011.

Chief Executive Officer's Report

Committee Members' Reports

Closed Session

Pursuant to Government Code Section 54957.6 to meet with designated OCTA
representative, Paddy Gough, to discuss fringe benefits for unrepresented
employees, and negotiations with Teamsters Local 952; negotiator, Patrick Kelly,
will represent the coach operators and maintenance employees.

Adjournment

The next regularly scheduled meeting of this Committee will be held at
9:00 a.m. on Wednesday, March 17, 2010, at the OCTA Headquarters.
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OCTA

MINUTES

Finance and Administration Committee Meeting

Committee Members Present
Bill Campbell, Chairman

Carolyn Cavecche, Vice Chairman
Patricia Bates

Peter Buffa

Dan Hansen

John Moorlach

Committee Members Absent
Arthur C. Brown

Call to Order

Staff Present

Will Kempton, Chief Executive Officer

Laurena Weinert, Assistant Clerk of the Board
Tammy Doran, Deputy Clerk of the Board
Kennard R. Smart, Jr., General Counsel

OCTA Staff and members of the General Public

The January 27, 2010, regular meeting of the Finance and Administration Committee
was called to order by Committee Vice Chairman Cavecche at 10:35 a.m.

Invocation

Director Moorlach gave the invocation.

Pledge of Allegiance

Director Bates led in the Pledge of Allegiance.

1. Public Comments

No public comments were received.

Special Calendar

2, Committee Meetings Dates and Time

Committee Members discussed options for meeting days and times.

A motion was made by Committee Chairman Campbell, seconded by
Director Buffa, and declared passed by those present, to meet on the
third Wednesday of each month at 9:00 a.m.

January 27, 2010
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Finance and Administration Committee Meeting

Consent Calendar (ltems 2 through 15)

3.

Approval of Minutes

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to approve minutes of the
December 23, 2009, meeting.

Director Hansen abstained from voting on this item.
Committee Chairman Campbell was not present to vote on this item.

Reports on the Annual Transportation Development Act Audits for
Fiscal Year 2008-09

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to:

A. Approve corrective action proposed by the City of Lake Forest, the City of
Seal Beach and non-profit organization, Jewish Family Services of
Orange County, in response to auditor findings and recommendations
resulting from the Transportation Development Act program audits
performed for fiscal year 2008-09.

B. Direct staff to implement a coordinated approach to providing
Transportation Development Act program financial information.

Committee Chairman Campbell was not present to vote on this item.
Fiscal Year 2008-09 Annual Financial Reports

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to:

A. Receive and file the fiscal year 2008-09 annual financial reports as
information items.

B. Direct staff to implement auditor recommendations related to review of
tripsheets, documentation of monthly investment manager monitoring
reviews, and controls to ensure appropriations limits are properly
calculated.

Committee Chairman Campbell was not present to vote on this item.
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6. Fiscal Year 2008-09 Auditor’s Communication with Those Charged with
Governance

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to receive and file the Fiscal Year 2008-09
Auditor's Communication with Those Charged with Governance.
Committee Chairman Campbell was not present to vote on this item.

7. Fiscal Year 2008-09 Management Letter
A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to receive and file the Fiscal Year 2008-09

Management Letter.

8. Orange County Local Transportation Authority Measure M Agreed-Upon
Procedures Reports, Year Ended June 30, 2009

Committee Vice Chairman Cavecche noted there was a correction to
Recommendation A on page 1 of the staff report. The reports to receive and file
should be for the year ended June 30, 2009.

With the noted correction, a motion was made by Director Moorlach, seconded
by Director Buffa, and declared passed by those present, to:

A. Receive and file the Orange County Local Transportation Authority
Measure M Agreed-Upon Procedures Reports, Year Ended
June 30, 2009.

B. Direct staff to monitor implementation of recommendations related to
timely expenditure of turnback funds, indirect cost allocations and
inclusion of Measure M projects in City Capital Improvement Programs.

Committee Chairman Campbell was not present to vote on this item.

9. Local Agency Investment Fund - November 2009

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to receive and file as an information item.

Committee Chairman Campbell was not present to vote on this item.
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10.

11.

12.

13.

Orange County Transportation Authority Investment and Debt Programs
Report - November 2009

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to receive and file as an information item.

Committee Chairman Campbell was not present to vote on this item.
Orange County Treasurer's Management Report - November 2009

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to receive and file as an information item.

Committee Chairman Campbell was not present to vote on this item.
Local Agency Investment Fund - December 2009

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to receive and file as an information item.

Committee Chairman Campbell was not present to vote on this item.

Orange County Transportation Authority Investment and Debt Programs
Report - December 2009

Director Moorlach pulled this item to inquire about the performance of the
managed investments with State Street Global Advisors (State Street).

Rodney Johnson, Deputy Treasurer, responded that State Street is
under-performing slightly, relative to other investment managers, because theirs
is a more conservative investment portfolio.

Mr. Johnson noted that State Street does continue to out-perform the
benchmark, although close to it. OCTA Treasury staff had a recent discussion
with State Street, and the consensus was to add more “spread product” to the
portfolio, including high-quality agency, corporate, and asset- backed securities.

A motion was made by Director Moorlach, seconded by Director Buffa, and
declared passed by those present, to receive and file as an information item.

Committee Chairman Campbell was not present to vote on this item.
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14.

15.

Orange County Treasurer's Management Report - December 2009

A motion was made by Director Buffa, seconded by Director Moorlach, and
declared passed by those present, to receive and file as an information item.

Committee Chairman Campbell was not present to vote on this item.
Bond Counsel Services

Director Moorlach pulled this item and asked for the names of the bidders on this
procurement.

Kirk Avila, Treasurer, provided the following names of the six firms that provided
proposals:

Ballard Spahr, LLP,

Brownstein Hyatt Farber Schreck,
Chapman and Cutler LLP,
Gonzalez Saggio Harlan LLP,
Kutak Rock LLP, and

Nossaman LLP.

A motion was made by Director Moorlach, seconded by Director Bates, and
declared passed by those present, to:

A. Authorize the Chief Executive Officer to negotiate and execute
Agreement No. C-9-0767 with Nossaman, LLP, to provide bond counsel
services to the Orange County Transportation Authority for a period of
three years with two one-year option terms.

B. Authorize the Chief Executive Officer to negotiate and execute
Agreement No. C-9-0913 with Kutak Rock, LLP, to provide bond counsel
services to the Orange County Transportation Authority for a period of
three years with two one-year option terms.

Committee Chairman Campbell was not present to vote on this item.
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Regular Calendar

16.

Financial and Compliance Audits of Eight Combined Transportation
Funding Program Projects

Kathleen O'Connell, Executive Director of Internal Audit, gave an overview of the
audits and discussed the guidelines for the documentation that is required for the
reimbursement of expenditures.

Ms. O’Connell reported that at the time of the audit, the Cities of Stanton and
Westminster did not have sufficient documentation to support their expenditures,
but added that the City of Stanton recently supplied their documentation for
review, and noted that the City of Westminster could only supply summary
records of labor charges to the project because detailed timesheets were not
retained. Ms. O’Connell stated staff would like to retract Recommendation B
regarding the reimbursement of $84,417 from the City of Stanton and forego
recovery of the $11,868 from the City of Westminster.

Public comments were heard from Carol Jacobs, City of Stanton, and
Marwan Youssef, City of Westminster.

A motion was made by Director Moorlach, seconded by Director Bates, and
declared passed by those present, to adopt Recommendations A, C, and D:

A. Receive and file financial and compliance audits of eight Combined
Transportation Funding Program projects, Internal Audit Report 08-019.

C. Direct OCTA staff to implement recommendations related to jurisdictions’
submission of final reports within 180 days of project completion and
clarification of allowable overhead cost allocations.

D. Direct OCTA staff to enhance final project review procedures to include
additional scrutiny of possible excess right of way.

Subsequent to the motion, a separate motion was made by Director Buffa,
seconded by Committee Vice Chairman Cavecche, and declared passed by
those present, to accept the changes made to Recommendation B as follows:

B. Direct staff to review the documents submitted by the City of Stanton
regarding expenditures invoiced under the Combined Transportation
Funding Program and report back to Committee and forego recovery of
the $11,868 from the City of Westminster.

Committee Chairman Campbell was not present to vote on this item.
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Discussion ltems

17.

18.

Proposition 116 Funding

Will Kempton, Chief Executive Officer, gave opening comments and provided
introductory information for this item.

Kirk Avilla, Treasurer, and Barney Allison, Bond Counsel — Nossaman Guthner &
Elliot, discussed options related to the availability of the Proposition 116 funds
and provided information on the risks associated with the different options.

Fiscal Year 2010-11 Budget Assumptions

Andy Oftelie, Manager of Financial Planning & Analysis, presented the
fiscal year 2010-11 budget assumptions and discussed the guiding principles to
preserve service, maximize operational efficiencies, and minimize layoffs.

There was additional discussion regarding service levels, sales tax rates,
fare revenue, fuel prices, and salary and benefits costs.

Mr. Oftelie indicated that healthcare costs are likely to increase by 20 percent.
Director Bates speculated that the projected increase was due to political
reasons related to the prospect of healthcare reform. Director Bates suggested
that the projected increases should not be accepted by businesses without
question.

Director Buffa inquired about OCTA’s options of “re-procurement” for health care
providers, and commented that if this were a viable option, it could stimulate a
response from OCTA'’s current carriers to reexamine the speculated 20 percent
increase.

Committee Chairman Campbell asked if OCTA should be planning another
round of bus service reductions due to the potential loss of the Proposition 42
funds. Chief Executive Officer, Will Kempton, recommended that staff begin the
review process in March 2010 regarding the necessity of the second element of
the bus service reductions that were previously approved by the Board.

Public comment was heard from Roy Shabazian — a resident of Orange, who
voiced his appreciation for OCTA’s commitment to preserve the current level of
bus service. Mr. Shabazian commented on the Bristol Street widening project
and the reduction of administrative staff.
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18. (Continued)
At Committee Chairman Campbell’s request, Will Kempton (CEO) shared
information that was provided to employees at recent meetings regarding the
severity of the fiscal crisis and addressed concerns regarding potential layoffs.

19. Chief Executive Officer's Report
Chief Executive Officer, Will Kempton, reported on upcoming meetings and
events.

20. Committee Members’ Reports
There were no Committee Members’ reports.

21. Closed Session
A Closed Session was held pursuant to Government Code Section 54957.6 to
meet with designated OCTA representative, Paddy Gough, to discuss fringe
benefits for unrepresented employees, and negotiations with Teamsters
Local 952; negotiator, Patrick Kelly, will represent the coach operators and
maintenance employees.

22. Adjournment
The meeting adjourned at 12:30 p.m. The next regularly scheduled meeting of
this Committee will be held at 9:00 a.m. on Wednesday, February 17, 2010, at
the OCTA Headquarters.

ATTEST

Tammy Doran
Deputy Clerk of the Board

Bill Campbell
Committee Chairman
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February 17, 2010

To: Finance and Administration Committeel,

From: Will Kempton, Cp(stkie‘&ut Office

Subject: Audit Responsibilities of the Finance and Administration Committee

Overview

The Finance and Administration Committee of the Board of Directors of the
Orange County Transportation Authority has functioned as an audit committee
in its oversight of audit activities. In December 2007, the Board of Directors
adopted Audit Responsibilities of the Finance and Administration Committee to
formally establish the responsibilities of the Finance and Administration
Committee with regard to audits. The responsibilities include an annual
affirmation of the roles and responsibilities of the Finance and Administration
Committee in fulfilling this function.

Recommendation
Affirm the Audit Responsibilities of the Finance and Administration Committee.
Background

The Internal Audit Department (Internal Audit) is an independent appraisal
function whose purpose is to examine and evaluate the Orange County
Transportation Authority's (OCTA) operations and activities. Internal Audit also
monitors the activities of external auditors, including the independent financial
statement auditors. The Finance and Administration Committee (Committee)
has served as OCTA’s audit committee, having primary responsibility for the
oversight of all audit activities.

Discussion
The Committee receives and reviews the annual internal audit plan, all audit

reports and management responses, and quarterly updates to the internal audit
plan. The Committee reviews the independently audited financial statements of

Orange County Transportation Authority
550 South Main Sireet / P.O. Box 14184 / Orange / California 92863-1584 / (714) 560-OCTA (6282)
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Administration Committee

OCTA and related entities, as well as the external auditor's required
communications, including the management letter.

The Board of Directors adopted Audit Responsibilities of the Finance and
Administration Committee to establish the responsibilities of the Finance and
Administration Committee with regard to audit. The responsibilities include an
annual affirmation of the roles and responsibilities of the Committee in fulfilling
this role. These roles and responsibilities were developed using guidance
provided by the American Institute of Certified Public Accountants, the national
professional organization for certified public accountants.

At this time, Internal Audit is making no recommendations for revisions to the
document.

Summary

Audit Responsibilities of the Finance and Administration Committee include
Committee review of OCTA’s audited financial statements, oversight of its
Internal Audit function, and communication with its external auditors. These
responsibilities are presented for Committee affirmation.

Attachment

A. Orange County Transportation Authority Audit Responsibilities of the
Finance and Administration Committee

Prepared by:

e

A J’; [ A :
Kathleen M. O'Connell
Executive Director, Internal Audit

(714) 560-5669




ATTACHMENT A

Orange County Transportation Authority
Audit Responsibilities of the Finance and Administration Committee

The Finance and Administration Committee (Committee) of the Board of Directors of the
Orange County Transportation Authority (OCTA) will assist the Board of Directors in
fulfilling its audit oversight responsibilities with regard to (1) the integrity of OCTA’s
financial statements, (2) OCTA's compliance with legal and regulatory requirements,
(3) the independent auditor’'s qualifications and independence, and (4) the performance
of OCTA’s internal audit function. In providing this assistance to the Board of Directors,
the Committee will assume audit responsibilities as provided herein and recommend
action on all audit matters to the full Board of Directors.

All Committee members will participate in fulfilling these responsibilities. At least one of
the Committee members will have financial experience sufficient to provide guidance
and assistance to other Committee members on matters related to accounting, auditing,
budgeting, and finance.

Audit responsibilities of the Committee will include, but not be limited to, the following:

Financial Statements

* Review with management and the external auditors:

o The annual financial audit reports and related footnotes, schedules, unadjusted
differences, and management letter, including OCTA accounting principles and
significant estimates or judgments impacting the financial statements.

o Any serious difficulties or disputes with management encountered during the audit.

o Matters required to be discussed by Statements on Auditing Standards issued by
the Auditing Standards Board of the American Institute of Certified Public
Accountants or other state of federal agencies.

¢ Inquire of the Chief Executive Officer and the Executive Director of Finance and
Administration regarding the fiscal health of OCTA as well as the financial status of
OCTA in relation to its adopted budget.

External Audit

e Review the external auditors’ proposed audit scope and approach, including
coordination of audit effort with the Internal Audit Department.

» Inquire of the external auditors, internal auditors, and management about significant
risks or exposures facing OCTA and assess the steps management has taken or
proposes to take to minimize such risks.

» Review the performance of the external auditors, including any issues arising during
their most recent quality-control or peer review, their independence as it relates to
OCTA and recommend to the Board of Directors the appointment or discharge of the
external auditors.



Orange County Transportation Authority
Audit Responsibilities of the Finance and Administration Committee

Internal Audit

o Review with management and the Executive Director of the Internal Audit
Department the Annual Audit Plan and quarterly reports of audit activity.

* Review the activities, staffing, budget, independence, and organizational structure of
the internal audit function, including the effectiveness of the function and its
compliance with the Government Accountability Office’'s Government Auditing
Standards (Yellow Book).

¢ Review all internal audit reports, including management responses thereto.

e Ensure there are no unjustified restrictions or limitations placed upon the Internal
Audit Department.

e Review and concur in the appointment, replacement, or dismissal of the Executive
Director of the Internal Audit Department.

Internal Control

e Understand the scope of internal and external auditors’ review of internal control
over financial reporting, and obtain reports on significant findings and
recommendations, together with management’s responses.

o Consider the effectiveness of the OCTA’s internal control system, including
information technology security and control.

Other

e Review the Audit Responsibilities of the Finance and Administration Committee
annually to reassess their adequacy and recommend any proposed changes.
» Review the Committee’s effectiveness in carrying out its responsibilities.

« Other matters deemed appropriate by the Committee Chairman or as directed by the
Chairman of the Board of Directors.
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February 17, 2010

To: Finance and Administration Committee

From: Will Kempton, CWM Catt

Subject: Evaluation of Independent Auditor and Consideration of Contract

Amendment to Extend Audit Services through the Fiscal Year
Ending June 30, 2010

Overview

The Internal Audit Department has prepared an evaluation of the Orange County
Transportation Authority’s independent auditor, Mayer Hoffman McCann P.C.
and, based on the evaluation, is recommending that the Board of Directors
authorize the execution of an amendment to Agreement No. C-6-0667 to
exercise the first option term to provide audit services for the fiscal year ending
June 30, 2010.

Recommendations

A.  Approve draft evaluation findings and comments prepared by the Internal
Audit Department for the Finance and Administration Committee.

B.  Authorize the Chief Executive Officer to execute Amendment No. 4 to
Agreement No. C-6-0667 between the Orange County Transportation
Authority and Mayer Hoffman McCann P.C., to exercise the first option
term, in an amount not to exceed $339,500, for the annual financial audit
for the fiscal year ending June 30, 2010, for a total contract amount of
$1,307,380.

Discussion

On January 24, 2007, the Finance and Administration Committee (Committee)
of the Orange County Transportation Authority’s (Authority) Board of
Directors (Board) conducted interviews of two short-listed accounting firms to
provide independent financial audits of the Authority and its related entities.
The Committee has responsibilities equivalent to that of an audit committee
and is, therefore, charged with recommending the selection of the independent
financial auditors.

Orange County Transportation Authority
550 South Main Sireet / P.O. Box 14184 / Orange / California 92863-1584 / (714) 560-OCTA (6282)
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Contract Amendment to Extend Audit Services through the
Fiscal Year Ending June 30, 2010

The Committee recommended that the Board select Mayer Hoffman
McCann P.C. (MHM) as the Authority’s independent auditors, succeeding
Macias Gini & O’Connell LLP. The Board selected MHM on February 12, 2007,
and a contract was executed for a three-year term with two one-year options.

MHM completed independent financial audits of the Authority for fiscal years
ended June 30, 2007, 2008, and 2009. The contract’s first option term will be
for independent audit services for the fiscal year ending June 302, 2010. A
decision as to whether or not to exercise the first option term should be made
through a recommendation by the Committee, in its audit committee capacity,
to the Board.

The American Institute of Certified Public Accountants (AICPA) provides
several tools to assist audit committees in fulfilling their responsibilities.
Attachment A, Evaluating the Independent Auditors: Questions to Consider, is
the AICPA’s recommended format for the evaluation of an organization’s
independent auditors.

The tool suggests that input be obtained from four sources including the audit
committee, the chief audit executive, the chief financial officer, and the
independent auditor. Internal Audit has drafted responses on behalf of the
Committee and will incorporate any changes the Committee provides. The
Internal Audit Department has provided comments relative to its relationship
and experience with MHM and collected responses from the Authority’s
Accounting & Financial Reporting Department in response to questions
typically posed to the chief financial officer. Finally, responses from MHM have
been incorporated in the evaluation, as well as MHM’s peer review report
(Attachment B).

The evaluation indicates that MHM’s performance over the contract period has
met expectations. Strengths identified include good communication and
coordination with Authority staff, responsiveness, good technical knowledge of
accounting and auditing matters, timely delivery of required reports, a high
degree of professionalism, and continuity of MHM management.

Two areas will require additional monitoring to ensure there are no impacts to
the quality of audit services provided the Authority. First, MHM has
experienced some turnover of its staff during the contract term. Staff turnover
can result in inefficiency and inconvenience to Authority staff. Secondly, MHM
performs work under several other audit contracts with the Authority. Internal
Audit will continue to monitor the quantity and type of other services provided
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Contract Amendment to Extend Audit Services through the
Fiscal Year Ending June 30, 2010

by MHM to ensure that the firm’s independence with regard to its financial
statement opinions is not impaired, in fact or appearance.

Procurement Approach

This procurement was originally handled in accordance with the Authority’s
procedures for professional and technical services. The original agreement
was awarded on a competitive basis. On February 12, 2007, the Board of
Directors approved a contract for a three-year initial term with two one-year
option terms with MHM, in the amount of $937,880. Internal Audit has
amended the scope of work several times since the contract was first executed
to include additional audit requirements totaling $30,000. Option year pricing
was negotiated in the original agreement as firm fixed price. As a result of price
renegotiation by the Contracts Administration and Materials Management
Department, MHM has agreed to keep the same firm fixed price for the first
option term as the final year of the initial term. This results in a 5 percent
reduction in price, which equates to $16,770 cost savings to the Authority. The
initial term will expire March 31, 2010, requiring the first option term to be
exercised and extend the term through March 31, 2011, in an amount not to
exceed $339,500, bringing the total contract to $1,307,380 (Attachment C).
Extending the term of the agreement will allow MHM to provide independent
audit services of the Authority’s financial statements for the fiscal year ending
June 30, 2010.

Fiscal Impact

Funds to exercise the option year were not included in the Authority’s
fiscal year 2009-10 budget. Funds, in the amount of $324,315, have been
identified and reallocated from Contracts Administration and Materials
Management, Account 1270-7519-A5150-6J7.

Summary

Based on the results of an evaluation of the Authority’s independent auditor,
MHM, the Internal Audit Department is recommending that the Board approve
Amendment No. 4 to Agreement No. C-6-0667 with MHM, to exercise the first
option term from April 1, 2010 to March 31, 2011, for audit services for the
fiscal year ending June 30, 2010, in an amount not to exceed $339,500.
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ATTACHMENT A

Evaluating the Independent Auditor:
Questions to Consider

Purpose of This Tool. The audit committee (or its equivalent) may have the responsibility to
hire, fire, and evaluate the independent auditor. If the audit committee (or its equivalent) has this
responsibility, the audit committee should answer a series of questions about its relationship with
the independent auditor and should ask key executives in the government organization for their
comments as well.

In considering information gathered through the process of evaluating the independent auditors,
it is important that the audit committee give consideration to the source of the information. For
example, if the chief financial officer (CFO) or controller comments that he or she believes the
auditor went too far in certain areas, that would probably carry less weight in your deliberations
than if the CFO or controller comments that certain areas were not tested adequately or that
auditor independence had been breached. As with all deliberative processes, the different
perspectives and motivations of those having input into the deliberations should be considered.

Copyright © 2005 AICPA, Inc. 1



AICPA Audit Committee Toolkit: Government

Instructions for Using This Tool. The sample questions included in this tool are only a starting
point in evaluating the performance and effectiveness of the independent auditors. Audit
committee members should ask follow-up questions as appropriate and required.

Evaluation of the Independent Auditors| Yes No | Not Comments
Questions for Audit Committee Members Sure
[DRAFT
1. Did the auditor meet with the audit X i o |MHM has met with the Finance
committee when requested? and Administration Committee
on numerous occasions to
discuss audit planning, timing,
scope and the results of the
audits.
X O o [DRAFT

. Did the auditor address issues of “tone at In their management letter for
the top,” and antifraud programs and the fiscal year ended 06/30/07,
controls in place in the government MHM recommended that
organization? OCTA develop a policy on

misconduct which led to
OCTA’s development and
adoption of a Code of Conduct.

. Did the auditor inform the audit committee| X ] o [DRAFT
of any risks of which the committee was Due to their involvement in
not previously aware? numerous committees and/of

the Board of Directors,
Committee members are well
aware of the risks facing the
organization. MHM has
provided management letters
which provide
recommendations to improve
controls to mitigate operational
or internal control risks.

. Did the auditor adequately discuss issues X ] o [DRAFT - MHM meets with
of the quality of financial reporting, the Committee annually to
including the applicability of new and diS.Cl.lSS their ﬁnanoial statement
significant accounting principles? Did the opinions, their management
auditor adequately discuss issues relating letter and other issues of
to the government’s conformance with accounting and auditing i
local laws, regulations, and oversight significance, including OCTA’s
requirements? comphance with FTA and TDA

requirements.




Evaluating the Independent Auditors

Evaluation of the Independent Auditors Yes No | Not Comments
Questions for Audit Committee Members Sure
(continued)
5. Did the auditor communicate issues freely X i DRAFT
with the audit committee, or did they seem MHM has been forthright in its
protective of management? comments to the Committee and
has shared all significant
findings in its annual
management letters to the Board
of Directors.
. Does it appear that management exercises | X DRAFT
undue influence on the independent It does not appear that
auditors? management exercises undue
influence on the independent
auditors. OCTA’s contract with
the independent auditors is
managed by the Internal Audit
Department to mitigate the risk
of management influence.
. Does it appear that the independent ] X [DRAFT
auditors are reluctant or hesitant to raise This would not appear to be the
issues that would reflect negatively on case, as comments provided by
management? the independent auditor in its
management letters have been
professionally critical of certain
policies and procedures.
. Is the audit committee satisfied with the X [DRAFT
plannipg and conduc_t of the audit, Yes, the audit committee is
mcludlng the financial statgments aqd satisfied with the planning,
1nterpal control over financial reporting (as conduct, and evaluations of
applicable)? internal controls over financial
reporting.
i
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auditor in the prior year. Are you
satisfied that the independent auditor
remains independent and objective
both in fact and appearance?

Evaluation of the Independent Auditors| Yes No | Not Comments
Questions for Audit Committee Members Sure
(continued)
9. Review all audit-related and nonaudit X i o [DRAFT
services conducted by the independent IMHM has not provided any

nonaudit services during fiscal
year 2008-2009. However, they
have provided audit services
under several contracts. MHM
performs OCTA’s annual TDA
audits. The annual fee for these
audits is approximately
$60,000. MHM also performs
on-call price reviews. During
FY 2008-2009, the firm
completed 2 price reviews in
the total amount of $36,656.
Finally, MHM competed under
the Internal Audit Department’s
general on-call auditing contract
and was awarded one contract
task order for audits of
Combined Transportation
Funding Program (CTFP)
projects in the amount of
$53,360. Total fees, therefore,
for additional audit related work
amounted to approximately
$150,000. While this is a
substantial sum, it is still far
less than the financial statement
opinion engagement for which
fees amount to approximately
$350,000. The Internal Audit
Department and Finance and
Administration Committee will
imonitor this situation to ensure
that MHM’s fees for work done
on projects other than the
financial statement audits do nof|
create an impairment or the
appearance thereof.




Evaluating the Independent Auditors

[Evaluation of the Independent Auditors Yes No | Not Comments
Questions for Audit Committee Members Sure
(continued)
10. Understand the size of the firm and its ] X o [DRAFT
total revenues firm-wide, for the office(s) MHM is a national CPA firm
providing a substantial amount of with approximately 250
services to the government, and the book- shareholders and over 35 offices
of-business of the partner-in-charge of throughout the United States.
the audit. Is the firm, the office, or the OCTA’s audit is managed by
partner dependent on the government shgreholder Marc Davis O.f the
engagement for a material percentage of ‘I‘rvme Of.ﬁce' Mr.”D avis is the
its fee income? If so, the audit committee partner-in-charge” of )
should consider whether this impairs the Eumerqus. government clients
. . oth within and outside of
appearance of independence with respect Orange County, including
to the government. cities, special districts and the
federal government. His
extensive book of business
helps ensure that he remains
independent, in both fact and
appearance.
DRAFT
11. Is the audit committee satisfied with its X i o [The Committee is satisfied with
relationship with the auditor? In making its relationship with MHM. The
this determination, the audit committee engagement shareholder
should consider (a) whether the partner- participates in Committee
in-charge of the audit participated in audit meetings, appears technically
committee meetings, (b) whether the knowledgeable about
auditor was frank and complete in the accounting and auditing i
required discussions with the audit matters, 1s hone_s t and forthright
committee, (¢) whether the auditor was with the Commlttee and appears
. . to work well with OCTA
frank and complete during executive management and staff.
sessions with the audit committee, (d) '
whether the auditor was on time in the
delivery of services to the government.
13. Was the audit fee fair and reasonable in X O o [DRAFT
relation to what the audit committee OCTA goes through a

knows about fees charged to other
government organizations, and in line
with fee benchmarking data the audit
committee might have available?

competitive procurement for
independent auditing services.
During a 2006 procurement,
MHM proposed $322,900 as
fees for fiscal year 2008-2009.
The second rated firm, Macias
Gini & O’Connell, proposed
fees of $411,495. The other
four proposing firms scored
well below the top two ranked
firms as to qualifications and
experience.
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constructive observations,
implications, and recommendations in
areas needing improvement,
particularly with respect to the
organization’s internal control system
over financial reporting? How
constructive are the key issues
communicated in the management
letter and other disclosures on audit
findings and recommendations?

Evaluation of the Independent Auditors Yes No | Not Comments
Sure
12. Did the independent auditor provide X O o [DRAFT

IMHM provides meaningful and
useful recommendations in its
annual management letter, The
findings and recommendations
have had impact in the areas of
(1) financial reporting, (2)
internal controls, (3)
compliance with laws and
regulations and (4) program
efficiencies.




Evaluating the Independent Auditors

Following are some questions the audit committee (or its equivalent) should ask different
individuals in the government organization to assist in evaluating the performance of the
independent auditors.

knowledge, skills, and abilities of the
staff assigned to do the audit work?

Evaluation of the Independent Auditors| Yes | No | Not Comments
Sure
Chief Audit Executive

1. From your perspective in working X | o [MHM, internal auditors, and staff
with the independent auditors, are from the Accounting and Financial
you satisfied with the scope, nature, Reporting Department meet annually
extent, and timing of the testing for a more in-depth “kick-off” of the
performed by the independent annual aUdl'F- The scope, nature,
auditor? extent and timing of planned testwork]

is discussed. Auditors are informed
of current issues and events which
could impact the scope, nature, extent
and timing of audit procedures.

2. Did the independent auditor work X ] o [During the planning phase of the
with you to ensure the coordination audit, MHM reviews all of the work
of audit efforts to assure the performed by the Internal Audit
completeness of coverage, reduction Department to ensure there is no
of redundant efforts, and the effective duplication of effort and to
use of audit resources? understand the nature and results of

[Internal Audit work. Through its
contract with OCTA, MHM receives
some assistance (in the way of staff
time) from Internal Audit and plans
for the most effective and efficient
use of that time.

3. a. Are you satisfied with the X ] o [MHM'’s reputation as a strong

presence in the government arena is
evident to Internal Audit. MHM staff]
are well versed in current
Government Accountability Office
(GAO) and Government Accounting
Standards Board (GASB) standards
and pronouncements ,as well as other
technical guidance. This knowledge
is very helpful in interpreting the
effect of these rules and standards on
OCTA. MHM staff’s experience
with other government entities within
the region provides perspective that
results in useful advise and sound

recommendations.
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b. What changes would you make?

Evaluation of the Independent Auditors| Yes No | Not Comments
Sure
Chief Audit Executive (continued)
b. Are you satisfied with the X ] o [The engagement shareholder has a
engagement leadership assigned, consistent presence during the audit.
including the partner(s), manager(s), He attends all weekly status meetings
and fieldwork leaders? with his staff and that of OCTA. He
is responsive to phone calls and
emails and is timely in following up
on questions and requests.
a. Did the independent auditors work X o o [The coordination between MHM and
with the internal auditors according Internal Audit has been excellent
to the plan? throughout the contract period.
b. Was the cooperative work X ] o [Communication and cooperation
conducted in the spirit of between MHM, Internal Audit and
professionalism and mutual respect? OCTA staff is consistently
professional and respectful.
Are you satisfied that the independent| X O o [MHM, in addition to the financial
auditors remain independent of the audit, provides other audit related
government in spite of any audit- services under on-call price review
related or nonaudit services the and general audit contracts. While
auditor provides to the government? fees from the other activities are less
than 50% of the financial audit fee,
Internal Audit will remain alert to the
potential for the appearance of a lack
of independence.
a. Are you aware of any other O X o [No other information has come to
information that might impair the Internal Audit’s attention which
independence of the independent could indicate an impairment of
audit firm? MHM’s independence.
b. Are you aware of any individuals i X o |No information has come to Internal
on the audit team that might not be Audit’s attention which could
independent with respect to the indicate an impairment in the
government for whatever reason? independence of MHM'’s staff.
a. If the choice were yours, would X ] g [|Internal Audit has been pleased with
you hire the firm to conduct next the professionalism, responsiveness
year’s audit? and technical expertise of MHM.
m m X [None at this time.




Evaluating the Independent Auditors

Evaluation of the Independent Auditors

CFO and Controller

Yes

Not
Sure

Comments

1.

From your perspective in working
with the independent auditor, are you
satisfied with the scope, nature,
extent, and timing of the testing
performed by the independent
auditors?

Are you satistied with the
knowledge, skills, and abilities of the
staff assigned to the audit work? Did
the auditor appear to have sufficient
knowledge of the most recent
generally accepted government
auditing standards (GAGAS) as set
forth by the Government
Accountability Office (GAO), as well
as AICPA auditing standards?

Are you satisfied with the
engagement leadership assigned,
including the partner(s), manager(s),
and fieldwork leaders?

The engagement principal and team
leads were easily accessible and
responsive.

a. If the choice were yours, would
you hire the firm to conduct next
year’s audit?

b. What changes would you make?

The Accounting and Financial
Reporting Department has requested|
that the auditors provide tentative
materiality levels by fund to assist
staff in making accrual/adjustment
decisions.

Did the auditor comply with the
requirements as set forth in the
request for proposal and/or
subsequent contract for auditor
services?

Independent Auditor

L.

What were the results of the firm’s
peer review?

In our most recent peer review report
dated September 26, 2008, MHM
received an unqualified opinion on
the design of the firm’s system of
quality control so as to provide
reasonable assurance of complying
with applicable professional
standards.
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quality control system for monitoring
compliance with continuing
professional education requirements?

Evaluation of the Independent Auditors| Yes No | Not Comments
Sure
Independent Auditor (continued)

2. Does the audit organization have a X O o [MHM’s sytem of quality contrql
quality control system for monitoring includes procedures for evaluating
compliance with independence comphance with independence
requirements? requirements.

3. Does the audit organization have a X o o [MHM’s system of quality control

includes procedures for monitoring
compliance with continuing
professional education requirements.

10




ATTACHMENT B

I AICPA pexr REVIEW REPORT

First Financial Bank Building
400 Pine Street, Suite 600

Abilene, Texas 79601-5138
Office (325) 672-4000

FAX (325) 672-7049
Zi)av is, Kinard & Co., P.C. S 20) STt

sertifiesd Public Asoountants

September 26, 2008

To the Shareholders of
Mayer Hoffman McCann P.C.
and the Center for Public Company Audit Firms Peer Review Committee

We have reviewed the system of quality control for the accounting and auditing practice of Mayer
Hoffman McCann P.C. (the firm) applicable to non-SEC issuers in effect for the year ended April 30,
2008. The firm’s accounting and auditing practice applicable to SEC issuers was not reviewed by us
since the Public Company Accounting Oversight Board (PCAOB) is responsible for inspecting that por-
tion of the firm’s accounting and auditing practice in accordance with PCAOB requirements. A system
of quality control encompasses the firm’s organizational structure and the policies adopted and proce-
dures established to provide it with reasonable assurance of complying with professional standards. The
elements of quality control are described in the Statements on Quality Control Standards issued by the
American Institute of Certified Public Accountants (the AICPA). The design of the system, and compli-
ance with it, are the responsibilities of the firm. Our responsibility is to express an opinion on the design
of the system, and the firm’s compliance with that system based on our review.

Our review was conducted in accordance with standards established by the Peer Review Committee of
the Center for Public Company Audit Firms and included procedures to plan and perform the review that
are summarized in the attached description of the peer review process. Our review would not necessar-
ily disclose all weaknesses in the system of quality control or all instances of lack of compliance with it
since it was based on selective tests. Because there are inherent limitations in the effectiveness of any
system of quality control, departures from the system may occur and not be detected. Also, projection
of any evaluation of a system of quality control to future periods is subject to the risk that the system of
quality control may become inadequate because of changes in conditions, or that the degree of compli-
ance with the policies or procedures may deteriorate.

In our opinion, the system of quality control for the accounting and auditing practice applicable to the
non-SEC issuers of Mayer Hoffman McCann P.C. in effect for the year ended April 30, 2008, has been
designed to meet the requirements of the quality control standards for an accounting and auditing prac-
tice established by the AICPA, and was complied with during the year then ended to provide the firm
with reasonable assurance of complying with applicable professional standards.

As is customary in a system review, we have issued a letter under this date that sets forth comments relat-

ing to certain policies and procedures or compliance with them. The matters in the letter were not con-
sidered to be of sufficient significance to affect the opinion expressed in this report.

}cw—vs KMMLCO fc.

DAVIS, KINARD & CO., PC

FOR MORE INFORMATION CONTACT:
American Institute of Certified Public Accountants

220 Leigh Farm Road
Durham, North Carolina 27707-8110

The (C PA)“ Never Underestimate The Value®



Attachment to the Peer Review Report of Mayer Hoffman McCann P.C.

Description of the Peer Review Process

Overview

Firms enrolled in the AICPA Center for Public Company Audit Firms (the Center) Peer Review Program have their system of qual-
ity control periodically reviewed by independent peers. These reviews are system and compliance oriented with the objective of
evaluating whether:

The reviewed firm’s system of quality control for its accounting and auditing practice applicable to non-SEC issuers
has been designed to meet the requirements of the Quality Control Standards established by the AICPA.

The reviewed firm’s quality control policies and procedures applicable to non-SEC issuers were being complied with
to provide the firm with reasonable assurance of complying with professional standards.

A peer review is based on selective tests and directed at assessing whether the design of and compliance with the firm’s system
of quality control for its accounting and auditing practice applicable to non-SEC issuers provides the firm with reasonable, but not
absolute, assurance of complying with professional standards. Consequently a peer review on the firm’s system of quality control
is not intended to, and does not, provide assurance with respect to any individual engagement conducted by the firm or that none
of the financial statements audited by the firm should be restated.

The Center’s Peer Review Committee (PRC) establishes and maintains peer review standards. At regular meetings and through
report evaluation task forces, the PRC considers each peer review, evaluates the reviewer’s competence and performance, and
examines every report, letter of comments, and accompanying response from the reviewed firm that states its corrective action
plan before the peer review is finalized. The Center’s staff plays a key role in overseeing the performance of peer reviews work-
ing closely with the peer review teams and the PRC.

Once the PRC accepts the peer review reports, letters of comments, and reviewed firms’ responses, they are maintained in a file
available to the public. In some situations, the public file also includes a signed undertaking by the firm agreeing to specific fol-
low-up action requested by the PRC.

Firms that perform audits or play a substantial role in the audit of one or more SEC issuers, as defined by the Public Company
Accounting Oversight Board (PCAOB), are required to be registered with and have their accounting and auditing practice appli-
cable to SEC issuers inspected by the PCAOB. Therefore, we did not review the firm’s accounting and auditing practice applica-
ble to SEC issuers.

Planning the Review of the Firm’s Accounting and Auditing Practice Applicable to Non-SEC Issuers

To plan the review of Mayer Hoftman McCann P.C., we obtained an understanding of (1) the nature and extent of the firm’s
accounting and auditing practice, and (2) the design of the firm’s system of quality control sufficient to assess the inherent and
control risks implicit in its practice. Inherent risks were assessed by obtaining an understanding of the firm’s practice, such as the
industries of its clients and other factors of complexity in serving those clients, and the organization of the firm’s personnel into
practice units. Control risks were assessed by obtaining an understanding of the design of the firm’s system of quality control,
including its audit methodology, and monitoring procedures. Assessing control risk is the process of evaluating the effectiveness
of the reviewed firm’s system of quality control in preventing the performance of engagements that do not comply with profes-
sional standards.

Performing the Review of the Firm’s Accounting and Auditing Practice Applicable to Non-SEC Issuers

Based on our assessment of the combined level of inherent and control risks, we identified practice units and selected engage-
ments within those units to test for compliance with the firm’s system of quality control. The engagements selected for review
included engagements performed under Government Auditing Standards, audits of Employee Benefit Plans and audits of engage-
ments subject to the Federal Deposit Insurance Corporation Improvement Act. The engagements selected for review represented
a cross-section of the firm’s accounting and auditing practice with emphasis on higher-risk engagements. The engagement reviews
included examining working paper files and reports and interviewing engagement personnel.

The scope of the peer review also included examining selected administrative and personnel files to determine compliance with
the firm’s policies and procedures for the elements of quality control pertaining to independence, integrity, and objectivity; per-
sonnel management; and acceptance and continuance of clients and engagements. Prior to concluding the review, we reassessed
the adequacy of scope and conducted an exit conference with firm management to discuss our findings and recommendations.
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Certified Public Accountants -800-588-2525

September 26, 2008

To the Shareholders of
Mayer Hoffman McCann P.C.

We have reviewed the system of quality control for the accounting and auditing practice of Mayer
Hoffman McCann P.C. (the firm) applicable to non-SEC issuers in effect for the year ended April 30,
2008, and have issued our report thereon dated September 26, 2008. The matters described below
were not considered to be of sufficient significance to affect the opinion expressed in that report,
which should be read in conjunction with this letter.

Engagement Performance

Comment — The firm’s quality control policies and procedures require the engagement shareholder,
among others, to review the firm’s reports and engagement documentation for compliance with
professional standards prior to report issuance. We noted instances where it was evident that a
careful review was not performed. As a result, in several situations (1) the report issued did not
contain all of the language required by professional standards and/or the circumstances, and (2)
management representation letters were not appropriately tailored to the engagement. None of the
deficiencies noted were of such significance, however, to require additional action by the firm.

Recommendation — We recommend the firm reemphasize to all professionals, particularly
engagement shareholders, the importance of carefully reviewing the firm’s reports and engagement
documentation, as required by the firm’s quality control policies and procedures, to ensure that the
reports and documentation comply with professional standards. Further, we recommend this matter
be given additional emphasis as a part of the firm’s monitoring procedures.

M.M ‘i C"; r.C.

DAVIS, KINARD & CO., P.C.




ATTACHMENT C

Mayer Hoffman McCann P.C.
Agreement No. C-6-0667 Fact Sheet

1. February 12, 2007, Agreement No. C-6-0667, $937,880, approved by Board of
Directors.

e To provide annual financial audits of the Orange County Transportation
Authority and related agencies for the fiscal year ending June 30, 2007, 2008,
and 2009.

e The initial term is effective February 12, 2007 through March 31, 2010.

2. July 2, 2008, Amendment No. 1 to Agreement No. C-6-0667, $6,100, was
approved by Contracts Administration and Materials Management.

¢ Amendment to revise the scope of work.

3. February 2, 2009, Amendment No. 2 to Agreement No. C-6-0667, $17,300, was
approved by Contracts Administration and Materials Management.

e Amendment to revise the scope of work.

4. January 25, 2010, Amendment No. 3 to Agreement No. C-6-0667, $6,600, was
approved by Contracts Administration and Materials Management.

¢ Amendment to revise the scope of work.

5. February 22, 2010, Amendment No. 4 to Agreement No. C-6-0667, $339,500,
pending approval by Board of Directors.

¢ Amendment to exercise the first option term and extend the agreement through
March 31, 2011.

Total committed to Mayer Hoffman McCann P.C., Agreement No. C-6-0667:
$1,307,380.






OCTA

February 17, 2010
To: Finance and Administration Committee
From: Will Kempton, Chief Executive Officer

Subject: Orange County Transportation Authority Internal Audit Department
Peer Review

Overview

An external quality assurance, or peer, review has been completed of the Internal
Audit Department of the Orange County Transportation Authority. The peer review
found that the Internal Audit Department’s quality control system was suitably
designed and operating effectively to provide reasonable assurance of compliance
with Government Auditing Standards for the year ended December 31, 2009. The
peer review team also provided a management letter with recommendations to
further strengthen the internal quality control system.

Recommendation

Direct the Internal Audit Department to implement recommendations provided by
the Association of Local Government Auditors in a letter dated February 5, 2010.

Background

Government Auditing Standards (Standards), issued by the United States
Government Accountability Office (GAO), set professional standards for the
performance of government audits. One of the Standards is that audit
departments undergo an external quality assurance, or peer, review once
every three years. Internal audit departments may either engage an
independent audit firm to have the peer review performed, or participate in a
peer review program of a recognized professional association.

The Internal Audit Department (Internal Audit) of the Orange County
Transportation Authority (OCTA) sought the assistance of the Association of
Local Government Auditors (ALGA) to perform the peer review. ALGA’s peer
review program is well developed and is rotational in nature. In volunteering

Orange County Transportation Authority
550 South Main Sireet / P.O. Box 14184 / Orange / California 92863-1584 / (714) 560-OCTA (6282)
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80 hours of service on peer review teams during 2009, Internal Audit received
this reciprocal peer review at minimal cost to OCTA.

The peer review was performed during the week of February 1, 2009. The
peer review team consisted of two auditors from other government agencies.
The review period was January 1, 2009 through December 31, 2009, and
represents Internal Audit’s first such review. Henceforth, peer reviews will be
conducted triennially.

Discussion

The peer review process began approximately six months prior to the site visit.
Internal Audit worked with an ALGA peer review coordinator to schedule the
review. The coordinator solicited volunteers nationally and evaluated those
volunteers’ independence with regard to OCTA and Internal Audit personnel.
The peer review team assembled for OCTA’s peer review included an auditor
from the City of Palo Alto and another from the Central New Mexico
Community College system.

Prior to the site visit, the peer review team was provided with Internal Audit’s
policies and procedures manual, organizational chart and staff information,
OCTA background information, an inventory of all audits completed during the
year, and a description of Internal Audit’s quality control system. The quality
control system consists of processes in place to ensure Internal Audit’s
consistent compliance with the Standards.

Once on site, the peer review team conducted interviews of staff, reviewed
workpapers, audit reports, price review reports, and other documents produced
by Internal Audit. The peer review team evaluated Internal Audit’'s independence
and the impact that non-audit services provided by Internal Audit may have on
its independence, tested training records, and reviewed procedures for Internal
Audit’s follow-up of outstanding audit recommendations.

Peer reviews under GAO Standards result in one of three opinions. Full
compliance means that the system of quality control of the reviewed audit
organization was adequately designed and complied with during the period
reviewed to provide reasonable assurance of conforming with the Standards.
A modified opinion is one in which the peer review team concludes that, except
for the effects of deficiencies described in the report, the system of quality
control was adequately designed and complied with during the period. An
adverse opinion is a conclusion that the system of quality control was not
adequately designed and complied with to provide reasonable assurance of
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compliance with the Standards. OCTA’s peer review team concluded that
Internal Audit was in full compliance during the 12 months ended
December 31, 2009 (Attachment A).

In addition to issuing its report on compliance with the Standards, ALGA’s peer
review team provided Internal Audit with a management letter (Attachment B).
The peer review team recognized Internal Audit for providing value through
quick turn-around of requests for price reviews and Buy America reviews,
developing professional expertise in certain technical areas, and for
productivity. The peer review team also recognized the Finance and
Administration Committee (Committee) for its role in promoting Internal Audit’s
independence and the Committee’s support and engagement in the internal
audit function.

The review team also included three observations and suggestions. The peer
review team questioned Internal Audit's classification of price reviews and
Buy America reviews as audit services and recommended that Internal Audit
investigate whether these types of projects might actually be non-audit
services. The distinction is important in the peer review process because non-
audit, or consulting-type, services are subject to minimal review. The
Standards focus almost exclusively on whether or not an auditor's
independence and objectivity is impaired by providing non-audit services.

In contrast, the Standards for audits are extensive and are the foundation of a
quality work product. Internal Audit has classified price reviews as audits
because of both the technical nature of the work and the desire to have these
subjected to the same quality control as performance audits. It is clear,
however, that some of the Standards do not apply or would be inefficient to
implement for these routine projects. The peer review team suggested that
reclassification of these projects to non-audit services might be appropriate.
Internal Audit agreed to investigate the classification and seek guidance from
the GAO.

The peer review team also noted that Internal Audit did not implement a quality
control checklist until mid-year and indicated that it should be better tailored to
address price review engagements. Internal Audit agreed with the recommendation
and will develop improved checklists by June 30, 2010.

Finally, the peer review team found that Internal Audit did not clearly identify
elements of an audit finding within the audit workpapers. These elements
include the condition (the situation that exists), criteria (benchmarks or
requirements against which performance is compared), cause (factors or
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reasons for the condition), effect (outcomes or consequences of the condition),
and recommendations (suggestions to eliminate the condition). While Internal
Audit explores and discusses these elements in the workpapers, the elements
were not clearly visible to the peer review team. As such, the peer review team
recommended a worksheet to centrally document these elements. Internal
Audit agreed with the recommendation and will implement a solution within the
department’s audit workpaper software.

Internal Audit’s response to the external quality assurance review can be found
in Attachment C.

Summary

A peer review has been completed of the Internal Audit Department. The peer
review found that Internal Audit’s quality control system was suitably designed
and operating effectively to provide reasonable assurance of compliance with
Government Auditing Standards for the year ended December 31, 2009. The
peer review team also provided recommendations to further strengthen the
internal quality control system.

Attachments

A. External Quality Control Review of the Orange County Transportation
Authority Internal Audit Department

B. Association of Local Government Auditors February 5, 2010, Management
Letter to Kathleen M. O’'Connell

C. Letter of Response to Management Letter from Kathleen M. O’Connell to

Allen Leatherwood, CPA and Edwin S. W. Young, dated February 5, 2010

Prepared by:

Kathleen M. O'Connell
Executive Director, Internal Audit
(714) 560-5669
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Association of Local Government Auditors

February 5, 2010

Ms. Kathleen M. O’Connell, Executive Director
Orange County Transportation Authority
internal Audit Department

600 S. Main Street — 12" Floor

Orange, California 92863

Dear Ms. O'Connell

We have completed a peer review of the Orange County Transportation Authority
Internal Audit Department for the period January through December 2008. In
conducting our review, we followed the standards and guidelines contained in the Peer
Review Guide published by the Association of Local Government Auditors (ALGA).

We reviewed the internal quality control system of your audit organization and
conducted tests in order to determine if your internal quality control system operated to
provide reasonable assurance of compliance with Government Auditing Standards
issued by the Comptroller General of the United States. Due to variances in individual
performance and judgment, compliance does not imply adherence to standards in every
case, but does imply adherence in most situations.

Based on the results of our review, it is our opinion that the Orange County
Transportation Authority Internal Audit Department internal quality control system was
suitably designed and operating effectively to provide reasonable assurance of
compliance with Government Auditing Standards for audits and attestation
engagements during the period January through December 2009.

We have prepared a separate letter offering suggestions to further strengthen your
internal quality control system.

ML oy

Allen Leatherwood, CPA, CIA Edwin Young, CIA, CEE, CG
Team Leader Team Member ‘
Central New Mexico Community College City of Palo Alto, CA




ATTACHMENT B

Association of Local Government Auditors

February 5, 2010

Ms. Kathleen M. O’Connell, Executive Director
Orange County Transportation Authority
Internal Audit Department

600 S. Main Street — 12" Floor

Orange, California 92863

Dear Ms. O’'Connell

We have completed a peer review of the Orange County Transportation Authority
(OCTA) Internal Audit Department for the period January through December 2009 and
issued our report thereon dated February 5, 2010. We are issuing this companion letter
to offer certain observations and suggestions stemming from our peer review.

We would like to mention some of the areas in which we believe your Audit function
excels:

e The Internal Audit Depariment adds value to the organization by providing rapid
turn-around to organizational requests for Price Reviews and Buy America
Reviews.

» Internal audit staff has professional expertise in sophisticated technical areas and
is very productive.

e The roie of the Finance and Administration Committee promotes independence
of the Audit function and the Committee is both supportive and engaged.

We offer the following observations and suggestions to enhance your organization’s
demonstrated adherence to Government Auditing Standards:

Classification of Audit Services. GAS 3.20 through 3.30 address issues related to
performing professional (non-audit) services to an organization. These types of services
augment the value an internal audit function can bring to an organization.

During our review we noted that certain services provided at the request of OCTA’s
Contracts and Materials Management Department (CAMM) could be considered non-
audit services. GAS Standards were followed for OCTA’s Internal Audit Price Reviews
however, classification of these services as GAS attestation audits creates additional
work due to strict requirements of Governmental Auditing Standards.



Suggestion: OCTA’s Internal Audit Department should investigate whether services
provided to OCTA’s Contracts and Materials Management Department could be
classified as non-audit services.

Use of Checklists: The Department did not implement Quality Control Checklists until
July 2009, representing half of the period under review. In addition, the Checklist is not
adequately tailored to address price review engagements.

Suggestion: OCTA'’s Internal Audit Department should continue to utilize the Quality
Control Checklist for audit work: however, in order to enhance controls, should consider
developing a Quality Control Checklist specific to price review work.

Development Worksheets: Government Auditing Standards require the development
of certain elements in an audit finding. These elements are: condition, criteria, cause,
effect, and recommendation. Our review of a performance audit required reading the
entire report and the supporting workpapers to clearly identify these elements.

Suggestion: OCTA Internal Audit should prepare formal development finding
worksheets that clearly identify each of the elements of a finding as prescribed in
Government Auditing Standards which would facilitate supervisory review, quality
control, and report writing.

We extend our thanks to you, your staff and the other Orange County Transportation
Authority officials we met for the hospitality and cooperation extended to us during our
review.

Sincerely,
Alien Underwood, CPA, CIA Edwin Young, CIA, CFE, CG
Team Leader Team Member

Central New Mexico Community College City of Palo Alto, CA
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February 5, 2010

Allen Leatherwood, CPA
Central New Mexico Community College
Albuquerque, New Mexico

Edwin S. W. Young
Office of the City Auditor, City of Palo Alto
Palo Alto, California

Dear Mssrs. Leatherwood and Young:

| have reviewed your report dated February 4, 2010, containing the results of your
External Peer Review of the Internal Audit Department (Department) of the Orange
County Transportation Authority (OCTA), performed using guidelines established
by the Association of Local Government Auditors (ALGA). As this was the first
such review of the Department, it was reassuring to learn that you have concluded
that the Department conducts its audit work in accordance with Government
Auditing Standard (GAS). In addition, | appreciate your recognition of some of the
positive accomplishments you found during your review.

While an opinion on the Department’s compliance is important, it is also important
to identify ways in which to improve operations. In your management letter, you
have offered recommendations intended to help the Department enhance
compliance with the Standards. Following are my responses to your suggestions.

Suggestion 1. Investigate Classification of Price Reviews and Buy America
Reviews

m

The Department agrees with the recommendation and will investigate the
appropriate classification of the Department’'s work with respect to pre-award
price reviews and Buy America reviews. In conducting the investigation, we will
contact the Government Accountability Office (GAO) for guidance.

CIHIER EXEQUTIG (TICE

Crangs Coundy Transportation Authority

550 8o 184 7 Orange / California 82863-1584 7 (714) 560-OCTA (6282}
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Page 2

This classification matter has been the subject of many healthy debates in our
Department over the year as we attempted to comply with GAs while
recognizing the unique features of this work that make strict GAO compliance
inefficient. For example, GAS require audit planning, yet such a procedure is
not applicable to price reviews because they are performed using routine
procedures suggested by Federal Acquisition Regulations. To plan a price
review would be an inefficient exercise. Despite the inapplicability of some
standards, we have leaned towards the classification of price reviews and Buy
America reviews as “audit services” because we believe that this work is of
such vital importance in the government contracting process that it should be
subjected to the same sort of rigorous peer review scrutiny as other financial
and performance audits.

Suggestion 2: Develop a Quality Control Checklist

The Department agrees with this recommendation and will implement new
quality control checklists by June 30, 2010. Since June 2008, the Department
has been using ALGA’s quality control checklist as the method by which we
ensure consistent compliance with the Standards. We recognize, however, that
this checklist is neither tailored to the unique policies or procedures of the
Department, nor comprehensive in its consideration of all GAS. As such, we will
develop a more detailed and thorough checkiist of all required workpaper
elements to ensure consistent compliance.

SUGGESTION 3: Develop a Worksheet to Identify Condition, Criteria, Cause,
Effect and Recommendation for Each Audit Finding

The Department agrees with this recommendation. While we believe the
required elements of audit findings are identified in our workpapers and audit
reports, we recognize that they are not clearly iabeled. Labeling the elements
would both enable peer reviewers to identify them easily, as well as serve as a
training tool for less experienced auditors as they gain experience drafting audit
reports that include these elements. Rather than develop a checklist, however,
we will use the Department's recently implemented software package and
create tabs in the “Findings” module for each of the elements. We will amend
our policies and procedures accordingly. We expect to complete these
modifications by June 30, 2010.
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Staff in the Internal Audit Department found the ALGA External Peer Review to
be a very valuable and constructive process. We very much appreciate the
time you took away from your own departments to review our operation. Thank
you for the professional and thorough manner in which you conducted this
work, and for the opportunity to share ideas that we can apply in our respective
audit organizations.

Smcerely, —

Mz/rfa w) L/ u,(

Kathieen M. O'Connell, CPA
Executive Director, Internal Audit






OCTA

February 17, 2010

To: Finance and Administration Committe S

From: Will Kempton, CW*

Subject: Investments: Compliance, Controls, and Accounting, January 1

through June 30, 2009

Overview

The Internal Audit Department has completed a review of investments for the
period January 1, 2009 through June 30, 2009. Based on the review, it appears
that the Orange County Transportation Authority is in compliance with its debt,
investment, and accounting policies and procedures. There were no audit
findings or recommendations resulting from this review.

Recommendation

Receive and file Investments: Compliance, Controls, and Accounting,
January 1 through June 30, 2009, Internal Audit Report No. 10-505.

Background

The Treasury/Public Finance Department is responsible for management of the
Orange County Transportation Authority’s (OCTA) investment portfolio. On
June 30, 2009, the investment portfolio’s book value was approximately
$906.4 million. The portfolio consists of two managed portfolios: liquid assets
for OCTA’s daily operations and the short-term portfolio for future budgeted
expenditures. External investment managers administer the short-term
portfolio, and OCTA’s treasurer manages the liquid assets portfolio. OCTA also
has funds invested in debt service reserve funds for various outstanding debt
obligations. OCTA’s Accounting Department is responsible for recording all
debt and investment transactions and reconciling all bank and custodial
accounts monthly.

Discussion

OCTA’s investment activities are reviewed on a periodic basis by Internal
Audit. The objective of this review was to determine if OCTA is in compliance

Orange County Transportation Authority
550 South Main Street / P.O. Box 14184 / Orange / California 92863-1584 /(714) 560-OCTA (6282)



Investments: Compliance, Controls, and Accounting, January 1 Page 2
through June 30, 2009

with OCTA'’s debt, investment, and accounting policies and procedures for the
review period of January 1, 2009 through June 30, 2009.

Summary

Based on the review, investments were in compliance with OCTA’s debt,
investment, and accounting policies and procedures.

Attachment

A. Investments: Compliance, Controls, and Accounting, January 1 through
June 30, 2009

Prepared by:

* g [
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P

Kathleen M. O'Connell
Executive Director, Internal Audit
(714) 560-5669



ATTACHMENT A

ORANGE COUNTY TRANSPORTATION AUTHORITY
INTERNAL AUDIT DEPARTMENT

OCTA

Investments: Compliance, Controls, and Accounting
January 1 through June 30, 2009

INTERNAL AUDIT REPORT NO. 10-505

January 25, 2010

risk analysis

advisory / consulting
objective
financial / compliance / controls

independent
operational / functional / performance

Internal Audit

Internal Audit Team: Kathleen M. O’Connell, CPA, Executive Director

Janet Sutter, CIA, Internal Audit, Section Manager
Serena Ng, CPA, Senior Internal Auditor
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INTERNAL AUDIT DEPARTMENT

Investments: Compliance, Controls, and Accounting
January 1 through June 30, 2009
January 25, 2010
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ORANGE COUNTY TRANSPORTATION AUTHORITY
INTERNAL AUDIT DEPARTMENT

Investments: Compliance, Controls, and Accounting
January 1 through June 30, 2009
January 25, 2010

Conclusion

The Internal Audit Department has completed a review of investments for the period
January 1, 2009 through June 30, 2009. Based on the review, it appears that the
Orange County Transportation Authority (OCTA) is in compliance with its debt,
investment, and accounting policies and procedures.

Background

The Treasury/Public Finance Department is responsible for management of OCTA’s
investment portfolio. On June 30, 2009, the investment portfolio’'s book value was
approximately $906.4 million. The portfolio consists of two managed portfolios: liquid
assets for OCTA’s daily operations, and the short term portfolio for future budgeted
expenditures. External investment managers administer the short-term portfolio, and
OCTA'’s Treasurer manages the liquid assets portfolio. OCTA also has funds invested in
debt service reserve funds for various outstanding debt obligations. OCTA’s Accounting
Department is responsible for recording all debt and investment transactions and
reconciling all bank and custodial accounts monthly.

Objectives, Scope and Methodology

The primary objective of the review was to determine if OCTA was in compliance with
its debt, investment, and accounting policies and procedures.

Additional audit objectives included determining if:

Internal controls over OCTA’s investment activities were adequately designed,;
OCTA was in compliance with California Government Code;

Investment transactions were adequately supported; and

OCTA was in compliance with investment requirements of debt issuances.

OCTA’s independent auditors, Mayer Hoffman McCann P.C. (MHM), performed
agreed-upon procedures with respect to the Treasury Department for the year ended
June 30, 2009, and issued their report dated November 11, 2009. Internal Audit limited
the scope of this review to procedures not performed by MHM during the course of their
agreed-upon procedures.

The methodology consisted of reviewing a judgmental sample of daily cash worksheets
prepared by the Accounting Department and the Treasury/Public Finance Department,
reviewing a judgmental sample of wire transfers, and reviewing two quarterly debt and
investment reports provided to OCTA’s Board of Directors. The review period was
January 1, 2009 through June 30, 2009.



ORANGE COUNTY TRANSPORTATION AUTHORITY
INTERNAL AUDIT DEPARTMENT

Investments: Compliance, Controls, and Accounting
January 1 through June 30, 2009
January 25, 2010

This review was conducted in accordance with Generally Accepted Government
Auditing Standards, except for the triennial peer review requirement which has not yet
been fulfilled. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe the evidence obtained provides a
reasonable basis for our findings and conclusions based on our audit objectives.






OCTA

February 17, 2010

To: Finance and Administration Committee
From: Will Kempton, CWutW
Subject: Second Quarter Fiscal Year 2009-10 Procurement Status Report

Overview

The second quarter procurement status report summarizes the procurement
activities for information purposes to the Orange County Transportation
Authority Board of Directors. This report focuses on procurement activity from
October 1, 2009 through December 31, 2009, with a dollar value greater than
$250,000. The second quarter procurement status report also projects future
procurement activity for the third quarter as identified in the fiscal year 2009-10
annual budget.

Recommendation
Receive and file as an information item.
Background

The Board of Directors (Board) approved the Orange County Transportation
Authority (OCTA) Fiscal Year (FY) 2009-10 Budget, which identifies the goods
and services that will be purchased during the fiscal year. A quarterly
procurement report has been prepared detailing the procurement activity
greater than $250,000 that occurred during the second quarter of FY 2009-10.
The report also provides a “look-ahead” of upcoming procurement activity by
Board committee. The quarterly procurement report identifies contractual
activity, not dollars spent.

Discussion

During the second quarter of FY 2009-10, the Contracts Administration and
Materials Management Department handled 314 different contractual
documents. Of the total, 189 procurements, valued at $28,510,477, were
completed; the remaining 125 procurements will be executed during the third
quarter.

Orange County Transportation Authority
550 South Main Street / P.O. Box 14184 / Orange / California 92863-1584 / (714) 560-OCTA (6282)
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Report

In the second quarter, the Board took action on 51 procurements. The
51 procurements included 26 new agreements valued at $14,779,716,
15 cooperative agreements valued at $82,946,807, one purchase order valued
at $500,000, and eight amendments valued at $8,923,000. One option term
was exercised during this period for a total value of $80,000. Many of these
items require either negotiations or cost and price reviews not all Board
approved procurements are completed within the same quarter. Many will be
carried over and completed in the third quarter. Attachment A shows a list of
Board-approved procurements during the second quarter that have a value
greater than $250,000.

Looking forward to the third quarter of FY 2009-10 (January through March),
the Board committees will be asked to take action on several consultant
selections for bond counsel, on-call architectural and engineering services and
freeway service patrol services; cooperative agreements with several cities, for
the freeway access studies and parking structure design, as well as a
cooperative  agreement  with  Southern  California  Regional Rail
Authority (Metrolink) for design for safety enhancements; and a sole source for
project management services for the fixed route radio upgrade. Estimated
value of these upcoming procurements is $134,141,450. Attachments B
through E identify procurement activity anticipated in the third quarter of
FY 2009-10 by the committee that will review the items.

Summary

This report provides an update of the procurement activity for the second
quarter of FY 2009-10, October through December 2009, as well as a look
ahead at anticipated procurement activity for the third quarter of FY 2009-10.
Staff recommends that this report be received and filed as an information item.
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Attachments

A.

Board-approved Contracts Over $250,000 During Second Quarter Fiscal
Year 2009-10

B. Highways Committee — Third Quarter Outlook (January 1, 2010 -
March 31, 2010)
C. Transit Committee — Third Quarter Outlook (January 1, 2010 -
March 31, 2010)
D. Finance and Administration Committee — Third Quarter Outlook
(January 1, 2010 — March 31, 2010)
E. Transportation 2020 Committee — Third Quarter Outlook
(January 1, 2010 — March 31, 2010)
Prepared by: Approved by:
s £ jwjmm} .
/ Pttt s, %W“M/ff{wﬂ PP e R pr- A
v S / P
Virginia Abadessa Kenneth Phipps
Director, Contracts Administration and Executive Director,
Materials Management Finance and Administration

714-560-5623 714-560-5637



ATTACHMENT A

Board-approved Contracts Over $250,000 During Second Quarter Fiscal Year 2009-10

AGREEMENTS
Erfective  [Expiration
Prime Vendor Contract # |Contract Description Date Date Amount
Public outreach services for
right-of-way final design and
consfruction phases of five grade
Arellano Associates 80250 separation projects 12/8/2009) 6/30/2013; 3 610,000
Implementation of farebox :
GFI Genfare C90515 computing infrastructure upgrade | 12/28/2009} 12/31/2009 349,218
Implementation of disaster
recovery solution for critical
Authority information technology
FusionStorm, Inc. Co0552 systems 11/1/2009( 10/31/2010 358,287
Microsoft Enterprise software,
licenses and maintenance to
suppoert computing infrastructure
Dell Marketing 90607 for the Authority 11/2/2009{ 10/31/2012 802,765
David Evans and On-calt right-of-way engineering 750,000
Associates, Inc. 90612 and surveying services 11/9/2009] 11/30/2612] (Aggregate total)
On-call right-of-way engineering 750,000
Guida Surveying, Inc. 90780 and surveying services 11/6/20098| 11/30/2012| (Aggregate total)
On-call right-of-way engineering 750,000
Huitt-Zollars, inc. CS0781 and surveying services 11/9/2009| 11/30/2012; (Aggregate total)
Hunsaker and Associates On-call right-of-way engineering 750,000
Irving, [nc. €o0782 and surveying services 11/9/2009| 11/30/2012| (Aggregate tctal)
On-cali right-of-way engineering 750,000,
Psomas 80783 and surveying services 11/9/2009] 11/30/2012] (Aggregate total)
On-call right-of-way engineering 750,000
RBF Consulting Co0784 and surveying services 11/9/2009] 11/30/2012} (Aggregate total)
ShelisrCLEAN C80728 Bus stop maintenance 11/30/2008} 11/30/2012 1,739,236
Joshua Grading and Maintenance services for OCTA
Excavating, Inc. C90698 railroad right-of-way 12/1/2009) 1/31/2009 360,000
California Property On-call right-of-way services for 1,000,000
Specialists, Inc. Ce0822 transit and highway projects 11/23/2009| 11/30/2013] (Aggregate total)
On-call right-of-way services for 1,000,000
Epic Land Soluticns, Inc. 90452 transit and highway projects 11/23/2009| 11/30/2013| (Aggregate total)
On-call right-of-way services for 1,000,000
HDR Engineering, Inc. Co0747 transit and highway projects 11/23/2008] 11/30/2013| (Aggregate total)
Overland, Pacific and Cutler, On-caif right-of-way services for 1,000,000
Inc. Co0748 transit and highway projects 11/23/2009) 11/30/2013| (Aggregate fotal)
On-call right-of-way services for 1,000,000
Paragon Partners, Lid. 90749 transit and highway projects 11/23/2009] 11/30/2013| (Aggregate total)
On-call utility coordination and 900,000
Stantec Consulting, Inc. C90453 support services 11/23/2009] 11/30/2013| {Aggregate total)
On-call utility coordination and 800,000
Spec Services 80751 support services 11/23/2009] 11/30/2013] (Aggregate total)
Utitity Specialists California, On-call utility coordination and 900,000
Inc. C80751 support services 11/23/2009] 11/30/2013} (Aggregate total)
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Board-approved Contracts Over $250,000 During Second Quarter Fiscal Year 2009-10

cffective  [Exptration
Prime Vendor Contract # |Contract Description Date Date Amount
On-call utitity coordination and $ 900.000
APA Engineering, Inc. C90752 support services 11/23/2008] 11/30/2013| (Aggregate total)
On-call utility coordination and 900,000
Berg & Associates C90753 support services 11/23/2008] 11/30/2013] (Aggregate total)
Greater Southern California,
Inc. 90719 Freeway service patrol (Beat 1) 1/1/2010] 11/30/2013 1,414,500
Top Towing 80840 Freeway service patro! (Beat 2} 1/1/2010f 11/30/2013 1,157,184
Freeway service patroi (Beats 3
A & B Towing C90841 and 10) 1/1/2010] 11/30/2013 2,394,005
Caiifernia Coach Orange, Freeway service patrol (Beats 4
Inc. Ca0B42 and 5) 1/1/2010] 11/30/2013 2,936,520
TOTAL NUMBER OF CONTRACTS 26
TOTAL DOLLAR VALUE $ 14,779,716
COOPERATIVE AGREEMENTS
Effective  |Expiration
Prime Vendor Contract # |Contract Description Date Date Amount
United States Fish and
Wildlife Service; California
Department of Fish and
Game; California
Department of Memorandum of agreement for
Transportation €90278 conservation planning efforts 11/23/2009] 11/23/2013| § -
United States Fish and
Wildlife Service; California
Department of Fish and
Game,; California
Department of Planning agreement for
Transportation Co0279 conservation planning efforts 11/23/20089| 11/23/2013 -
City of Fullerton C80576 Railroad grade separation projects | 12/31/2008]  8/1/2016 50,982,000
Service planning of bus/shuttle
City of La Habra C90729 proposal 11/13/2008] 5/13/2011 300,000
Right-of-way certification services
for the northbound Orange
Freeway (State Route 57)
California Department of widening between Katella Avenue
Transportation (Caltrans) C80816 and Lincoln Avenue 11/9/2009 71172015 2,743,000
Repayment of funds to the
California Department of
City of Placentia 0884 Transportation 714720111 8/30/1930 4,100,000
Assignment of all rights and
responsibilities of Agreement No.
C80230 with ICF International
(formerly Jones and Stokes
Associates, Inc.) for support in
completing environmental
clearance ¢f phase one of
Anaheim Regional Transportation
City of Anaheim 90802 Intermodal Center (ARTIC) 11/23/2009 N/A -
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Board-approved Contracts Over $250,000 During Second Quarter Fiscal Year 2009-10

titective [kExpiration
Prime Vendor Contract # |Contract Description Date Date Amount
Completion of environmental
City of Anaheim 90821 clearance of phase one of ARTIC | 11/23/2009] 12/31/2014] $ 3,645,307
Service planning of bus/shuttle
City of trvine C90830 proposals 11/23/2009] 5/23/2011 500,000
Service planning of bus/shuttle
City of Laguna Woods C90831 proposais 11/23/2009] 5/23/2011 100,000
Construction of west segment of
Caltrans 90829 West County Connectors Project | 11/23/2009| 12/31/2015 13,812,500
City of Long Beach C90815 Traffic mitigation measures 11/23/2008| 12/31/2014 1,510,000
Preliminary planning and
environmental work on _
City of Fullerton 90839 transportation center expansions | 11/23/2009] 6/30/2012 875,000
Preliminary planning and
environmental work on
City of Santa Ana £90823 transportation center expansions | 11/23/2009t 6/30/2012 3,000,000
Landscape construction of the
Interstate 5 gateway proiect from
California Department of State Route 91 to north of
Transportation {Caltrans) Ca0778 Orangeftos Angeles County line 1/8/2G10]  3/1/2016 1,279,000
TOTAL NUMBER OF CONTRACTS 15
TOTAL DOLLAR VALUE $ 82,946,807
PURCHASE ORDERS
Effective [Expiration
Prime Vendor Contract # |Contract Description Date Date Amount
91 Express Lanes property
Marsh Risk Insurance, Inc.  |A15270 insurance renewal 3/1/2010 312011} § 500,000
TOTAL NUMBER OF CONTRACTS 1
TOTAL DOLLAR VALUE $ 500,000
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Board-approved Contracts Over $250,000 During Second Quarter Fiscal Year 2009-10

AMENDMENTS
ctrective  |Expiration
Prime Vendor Contract # |Contract Description Date Date Amount
ATET Mobile (formerly Digital wireless service for freeway
Cingular Wireless) 52027 emergencies call box system 3/27/2006} 12/31/2010 75,000
Kaiser Foundation Health
Plan, Inc, 50455 Prepaid medical services 1/1/2010} 12/31/2010 1,500,000
Aetna C81054 Prepaid medical services 1/1/2010] 12/31/2010 753,000
Open access managed choice
Aetna 81055 medical services 1/1/2010] 12/31/2010 410,000
Preferred provider organization
MetLife Insurance Company |C52862 dental services 1/1/20107 12/31/2010 1,756,000
Vision Service Plan C60657 Vision services 1/1/2010§ 12/31/2010 3,400,000
California Department of Increase funding commitment for
Transportation (Caltrans) 90628 Waest County Connectors project 11/8/2009]  2/1/2015 924,000
Reimburse City of Buena Park for
Catifornia Department of maintenance of Orange County
Transportation (Caltrans) 52358 monument sign 12/14/2008] 12/31/2015 105,000
TOTAL NUMBER OF CONTRACTS 8
TOTAL DOLLAR VALUE 8,923,000
OPTION YEARS _
Effective |Expiration
Prime Vendor Contract # |Contract Description Date Date Amount
Exercise second option term for
health insurance brokerage
Mercer C41271 services 12/9/2009] 11/30/2010 80,000
TOTAL NUMBER OF CONTRACTS 1
TOTAL DOLLAR VALUE 80,000

4of4



ATTACHMENT B

Z 10 | ebey

‘1osloid Buiuapim

{iG oy aris) Aemasi 4 abuel() punogyuou

10} uopenodsuel] jo Juswineda(] soes

juswidojanag G/ v'vo6 el Uim Juswsa.be aaleledood 0) luswpusily

Apnis sseooe Aemaald BSOp EBISOD 8U] o)
juswdolsaag 000008 Bsapy B1S07 JO AUD yum JusluaaiBe aaneladoo) 0107 'L Aenigad

wsweslbe Jesues
SO0 SANDBXT oLo'2z2'e pund weiboid |04ed aolaleg Aemas.

109foid Juewsaoiduw (g sieisio)) Aemos.y
ofiaig ueg sy} 40J siISAjRUR BNUBASI pue
wswdojenag 000'000°L oijen uo Jodal Joj Juswssiby 0] juswpusiuy

(yoslosd ebueyaisiut 0oi4 EptUBAY
juawido|aas(] 000‘0se (G spsielul) Aemaai4 obieiy ueg sy Jo
uonesBajuf eyl Joj JusueslBy 0} Jusuwipuauly

Aemaai4 abueip sy pue

juswdosena 000689 $ (G eyeysisiu) Aemanid BUY BJUBS USDMIS(Q LOIIPPE
BuB| punogisem (16 snoy alelg) Aemesl

apISIaAly 10 JUsWaalBy 0] Juswipuslly 0107 ‘gl Adenuep

UOISIAI(] 1ebpng pajelul}s3 UOd1I0SS(] Wal] 8je saljitlilio]

(0102 ‘L€ yose - 0L0Z ‘) A1enuer) HooRnQ J8eND PUYL - IFLLININOD SAVAMHODIH



80O BAINDOXT

Z 40 2 dbey

108f0id UCHINIISUOY
S10J08UUCD AILUNOT) ISSAA SU) 10} S30IAISS
000'0SS" L |olled 201AISS ABM33I 10} UOIIOS|8S JUBHNSUDYD 0L0Z 'L yoien

wswidosasg

UOISIAIG

{G a1Eis18lU]) Aemasl4 ofial(] ues U} Uo
SSABUIBLE |eudilippe oM o) Buiesuibus
Areujwaid wiopad 0} dnoigy uonepodsuel |
0o00'00s ‘Y ¢ SUOSIEY Yim Juslusalbe 0) Juswipusuly 0102 ‘| Aenigad

jebpng pajewnsy uondiivseq Wsi 31BQ eenillituo)

(0102 “L€ yddei - 6102 ‘L Aenuer) joopnQ Jepend Pyl - IFLLININOD SAVMHOIH



ATTACHMENT C

ey

Hey

Z Jo | abed

(NYSSO) Jopuiod ey

ofialq ueg/soebuy so7 syl Buoje sBuissous Aemybiy-iiel

000°0SS

000'00L'C

apeib-1e ayy Joy podal Apnys josfoud ay) Jo) SB0IAIRS
ugynsuod wswebeuew josfcid Jo uoosleg

layaen uoneuodsuel | abuei(y 8y 1B aInjons
Bupiied e jo ubisap ayy 10 abueln
10 A0 sy yum uswisaibe aajeladoon

0L0Z 11 Aeniged

ey

ey

nsuely

jsuel ]

UOISIAIC

) AR

UoNE)S suljofa ulsny auy 1e Buiouay pue ssaooe
ueLsSopad & JO U0[onAsu0D J0) Juswisalby

S8SE( SNG LUOAUBY) pURS SUIAI] DUE

‘2|04 UOIONIISUCY BLIAL] '9ARID) USPIES) ‘WISYBLY 1B

veL'LL

Gos'ley

99¢'88l $

yebpng pojewsy

(0102 ‘1€ yosey -

sapesBdn Ajunoes Joj Juswasibe 0] Juspusluy

wslsAg juswabeueyy yisues |

uabyysiul 8y} jo ucnejuawedwr pue Juswainosold
sy} Jo) poddns pue BulNsuoD |B2oIUYLYY
‘uswabeuew paford 10) JUswsaibe 80.n0g 8j0g

Bunosyd ajnpsyos
wieisAs snq Joy juawsalbe o) JusWipuslly

tonduoss(q way)

010z 'vL Aenuer

dle( SSilwoy

010Z ‘L Aenuer) oopnQ Jeprend pAUL - IILLINNOD 1ISNVYL



e

HeyY

ysued |

ey

ey

UOISIAIG]

Z jo ¢ obed

(NVSSOT) Jopuiod |y obaiq uegysejebuy so ay)

Buope uononusuos pue ubisap Juswesuryus

Aejes Buissolio apeib Aemybiy-|ie) epeibae

Jo) Auoyiny |ley |euoibay BluIOMED UIBYINCS

000'00%'£8 au) yim juswzsibe enjeiadood o] JUsWpUSLLY

aseq wisyeuy
00S°1L9 2y} e sliedal 21210U0D 10} JOBIIUOD JO pIEMY

wiayshs juswebeuew uopepodsuel) polesbajul
000°00¥'0T au) 0} walsAs olpes 8y 100 Jo spesbdn

suonesyipow Ayjioe) oj saonies Buuesuibus pue
000'000'2 [B4N1O8HYDIE [ED-UO 10} UOIIOB|aS JUBYNSUCH

uonels Muioad ofaia uoissipienbiN eunbet
8} 18 ucisuedxe Bupjied o} |snbiN Bunbe
000°000°9 $ 10 AiD 8y yim Juswissifie saeiadoo) 0102 ‘L1 yolepw

1obpng pajglnsy uondioseq W) 37eq eepiwilion

{010Z ‘L€ uaiely - 0LOZ ‘| Atenuer) yoopngo Jalend pJiul - 331 LININOD LISNYNL



ATTACHMENT D

| j0 | ebed

epusbe U0 sway Juswainsold oN

0L0Z ‘0t yosepy

epusbe uo swey Juswainooid oN

010z 'vz Aenige4

epuabe uo sway Juswainooid oN

0L0zZ '01 Aeniged

UOHBHSIUILDY S@0IADS

pue soueUl 000'002 $ [BSUNCT puog 10} LOIOSIES TUBYNSUOYD

pofisourd Bugssyy 9spiuwosn

GOISIAIg 1obpng paBlliinsg Uoidiiosaq way)|

oLog ‘Lz Menuep

01L0Z ‘¢l Aenuep

31e( denIuion

(0L0Z ‘LS Yo - 0102 ‘L AMenuer) yoopnQ Jepend pAyl - IFLLIANNGD NOILYHLSININGY ANV IONVNIL



ATTACHMENT E

L jo | obed

jusisalbe uonesye
peguieass isisew/ueid UoneAISSUOD 1BlIgeY
fded LUOBAIBSUOS AJUNULLOY [BINjBU &
uswdojenag 000°0S1L'L § Jjo ucheledsid ay) 10] UOHDSIBS JURHNSLOD 010z 'L Aieniga4

UOISING  19Pbpng pejellingg Gondnosaq way] 31e(] eonWony

(0L0Z ‘L€ ydJeN - 0102 ‘L Atenuer) 3oopng JeMend paIyL - IFLLININOD 0Z0Z NOLLY.LNOdSNYYHL






OCTA

February 17, 2010

To: Finance and Administration Comwv//
From: Will Kempton, Chief Exé‘g&k&e&) icer
Subject: Customer Information Center Financial Challenges

Overview

The Orange County Transportation Authority provides telephone call center
operations 365 days a year using a contractor, Alta Resources. Given the
substantial scale of bus service changes, the proliferation of cell phones, the
reduction of on-street and printed public information, and the delay of 511
integrated voice response, call volumes have grown to record levels. This has
impacted the call center budget and, as reported in December 2009, requires
the reallocation of funds from savings in other communication program areas to
fund call center operations. However, these funds are not sufficient. Staff is
requesting Board of Directors’ approval to revisit the operating model,
renegotiate the terms of the Alta Resources contract, and/or re-bid the
contract.

Recommendations

A. Maintain hours of operation through March 2010 to provide sufficient
customer information through the March service change time period
when significant reductions are planned.

B. Effective April 1, 2010, reduce call center hours of operation but
maintain service seven days per week operating from 8:00 a.m. to
5:00 p.m. and close the call center on six holidays.

C. Direct staff to revisit the terms of Alta Resources’ Agreement
No. C-6-0461 to provide for a lower average cost per call rate and a
mechanism to meter call volume. Return to the Board of Directors
before the end of March 2010 with results of these negotiations and/or a
scope of work for a rebid of customer information center services.

Orange County Transportation Authority
550 South Main Street / P.O. Box 14184 / Orange / California 92863-1584 / (714) 560-OCTA (6282)
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Background

The Orange County Transportation Authority (OCTA) telephone Customer
Information Center (CIC) assists customers with trip planning by providing
travel itineraries and general information to bus riders seven days a week, 365
days a year. CIC operations are provided by Alta Resources, located in Brea
California. Call center hours of operation are:

Monday — Friday 7:00 a.m. to 8:00 p.m.
Saturday — Sunday 7:00 a.m. to 7:00 p.m.
Holidays 8:00 a.m. to 5:00 p.m.

Over the past year, call volumes have continued to surpass expectations with
an increase of 26 percent in the first half of this fiscal year as compared with
the same period the previous year.

For fiscal year (FY) 2009-10 the average budgeted call volume was 61,000
calls per month. When budget assumptions were developed in January 2009,
this was the call volume at the time and it was assumed reduced levels of
ridership would result in reductions in calls. In addition, it was assumed the
511 integrated voice response (IVR) system would be operational in the first
half of the fiscal year and a minimum of 10 percent of calls would be diverted to
the IVR system. The 511 transit IVR, being developed by the Los Angeles
County Metropolitan Transportation Authority, is currently not deployed. It is
scheduled for deployment by May 2010; however, this date is not certain.

Actual CIC call volume in FY 2009-10 has fluctuated between 74,000 and
84,000 calls per month. Given the magnitude of the service change in March
2010, call volume could spike even further. This increasing call volume has
had a negative budget impact. As reported on December 14, 2009, the original
CIC budget estimate was $1.45 million — about 730,000 annual calls. Given
the current rate of increase, annual call volumes could reach 1,000,000 calls
and, given the existing service delivery model, costs would be $2.0 million.

A portion of savings from other communications programs have been
redirected to the CIC to cover some of these additional costs. This includes:

o Bus books are being printed twice annually versus four times per year
o Timetables are being produced and printed in-house
o On-street signage has been reduced

With these changes, staff was able to redirect $200,000 to the call center
operation; however, other actions are needed as there is no additional funding
in the communications budget. This could include reducing the hours of
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operation, eliminating call center service on holidays, and/or continuing to work
through the CIC pilot program to adjust staffing, thereby adjusting the average
speed of answer as required to remain within available revenues.

Volatility of call volume has been an ongoing issue at OCTA. On
June 22,2009, the OCTA Board of Directors (Board) directed staff to
implement a pilot program designed to increase the average speed of
answering calls from less than 30 seconds to 60 seconds (or more). The goal
was to assess the impact of wait times on the call abandonment rate. While
average monthly wait times have increased to 85 seconds, call volume has not
decreased. In addition, there have been no complaints about increases in wait
times.

On December 14, 2009, an update on call volume was presented to the Board.
That report noted the total number of calls handled continued to increase in
double digit percentages and reported the budget issues. Staff has further
assessed the impacts and is seeking Board approval to change the operating
model to better manage call center volume and reduce operating costs.

Discussion

Alta Resources has provided OCTA with CIC services for the past eight years.
Contract terms have remained fairly constant for this duration with an emphasis
on serving customers, maintaining low abandonment rates, and processing
calls. The current contract terms include a $2.00 per call cost with no ceiling
on the number of calls processed.

Based in Brea, California, Alta provides CIC management staff and operators,
CIC training, the telephone system, and computer hardware. OCTA provides
HASTUS software and a T-1 line telephone connection.

The table below reflects the contractual terms with Alta Resources for the initial
four and one-half year term with three one-year option terms.

Alta Resources Contract No. C-6-0461
Initial Contract Term 4.5 Years 1/1/2007 - 6/30/2011
3 One-Year Option Terms 7/1/2011 - 6/30/2014
Maximum Cumulative Obligation $6,917,366.00
Total Contract Cost to Date $5,398,376.87
Contract Balance $1,518,989.13

December 2009 marked the third complete year of the four and one-half year
initial contract term for the CIC contract. At that time, 67 percent of the initial
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contract term had expired and 78 percent of contract funding had been
expended. Staff reported that at the current rate of expenditure, the maximum
cumulative obligation will be attained in the first quarter of FY 2010-11,
approximately September 2010 — about nine months earlier than anticipated.

Options to Manage Costs

Staff has explored several options to manage call center costs through the pilot
program. As of the end of December 2009, the CIC experienced no greater
than a 10 percent abandonment rate. This means that if a customer calls the
CIC, nine times out of 10, the call will be processed. One time out of ten, the
caller will hang up (for a variety of reasons) before he/she reaches an operator.
Staff is exploring the tolerance for increasing wait times and, while people are
on hold, promoting the new Text4Next short message system (SMS), and other
less expensive means for customers to obtain information.

The second issue relates to hours of operation. Call center demand would
likely be reduced if the CIC reduced its hours of operation. For example,
reducing hours of operation to 8:00 a.m. to 5:00 p.m. seven days per week,
could result in fewer calls. The chart below identifies the impact if 50 percent
of existing calls outside the 8:00 a.m. to 5:00 p.m. window were reduced.

Call Volume Outside Number Potential Savings $2.00

8 a.m. to 5 p.m. Window (Oct- Annual Per Call
Dec 2009) Calls Assume 50% diversion
Weekday Calls 141,080 $ 141,080
Saturday 6,280 $ 6,280
Sunday 4,352 $ 4352
Total 151,712 $ 151,712

Holidays

The current hours of operation on all holidays are 8 a.m. to 5 p.m. Eliminating
call center service on the following six holidays — New Year's Day, Memorial
Day, Independence Day, Labor Day, Thanksgiving, and Christmas, provides an
estimated cost savings as shown below.

Average Daily Total Holiday Annualized
Calls Handled Call Volume Cost Savings

1,670 10,020 $ 20,040
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Staffing to Budget

Another option is to renegotiate the Alta Resources agreement that provides
for fixed staffing levels. This could result in longer wait times. On-hold
messages could promote other alternatives to obtain schedule information,
including on-line resources, such as the e-bus book, “Just Click” trip planner,
OCTA Connections (email notices), SMS text messaging, bus book, and
individual route maps. The pros and cons of staffing to budget are identified
below.

Pros:

o Financial/budget certainty

o Reduced long-term contractual costs

o Promotes use of less expensive communications

Cons:

. Longer wait times

. Higher abandonment rates

o Limited ability to increase staffing to meet increased call demand

511 IVR System

In the previous update to the Board, staff reported on the Regional 511 IVR
system. The launch date tentatively scheduled for January 2010 has been
revised to Spring 2010. It is expected that diverting CIC calls to the 511 IVR
will be a gradual process and full utilization of the trip planning system may not
be realized until the end of 2010.

Summary

The call volume for the CIC continues to exceed expected service levels and
fiscal year and contractual budgets are being consumed at a higher than
planned rate. Staff is seeking policy direction from the Board to address these
issues. Staff is proposing modifying hours of operation and closing the call
center on six holidays. Staff is also recommending to renegotiate the existing
terms of the current agreement and report back to the Board in March 2010.
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Attachment

A. Customer Information Center Financial Challenges

Prepared by:

e B Gty

Marlon Perry
Manager, Customer Relations
(714) 560-5566

Approved by:
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Ellen S. Burton
Executive Director, External Affairs
(714) 560-5923
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OCTA

February 17, 2010

To: Finance and Administration Committe S

From: Will Kempton, CW*

Subject: Review of Metrolink Audit Activities

Overview

The Internal Audit Department of the Orange County Transportation Authority
has completed a review of the audit activities of the Southern California
Regional Rail Authority. The review was conducted in response to a
recommendation made during the Orange County Transportation Authority’s
fiscal year 2004-06 state triennial audit. Recommendations have been made
to enhance the internal audit function at the Southern California Regional Rail
Authority and management has indicated that they will be implemented.

Recommendation

Receive and file Review of Metrolink Audit Activities, Internal Audit
Report No. 08-010.

Background

In September 2006, the Orange County Transportation Authority (OCTA)
engaged an independent consultant to perform a state-mandated triennial
performance review of OCTA, the Orange County Transit District, and the
Laguna Beach Municipal Transit Lines. In April 2007, the consultant issued its
review reports which included 38 recommendations for improvements to OCTA
operations.

Among the recommendations was one that suggested that, as a member
agency of the Southern California Regional Rail Authority (Metrolink), OCTA
conduct periodic audits of Metrolink operations. In response, OCTA’s Internal
Audit Department (OCTA Internal Audit) proposed an initial evaluation of the
audit activities of Metrolink.

Orange County Transportation Authority
550 South Main Street / P.O. Box 14184 / Orange / California 92863-1584 /(714) 560-OCTA (6282)
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Discussion

The purpose of conducting a review of the audit activities of Metrolink was to
assess the level of audit activity, review the internal audit function’s compliance
with applicable professional standards, and evaluate the need for the inclusion
of Metrolink operations in future OCTA annual internal audit plans.

In conducting this review, OCTA Internal Audit relied on publicly available audit
reports, audit status reports, Board of Directors (Board) and Board committee
agendas and minutes, and inquiries and discussions with Metrolink staff.

OCTA Internal Audit noted that the independence of Metrolink’s internal audit
function could be improved. Through inquiry with Metrolink staff and review of
the results of audits performed by Metrolink’s contract audit firm, OCTA Internal
Audit observed that Metrolink staff have input into the scope and procedures
performed by the contract audit firm. An outsourced audit function creates
greater reliance by auditors on the expertise and knowledge of the staff who
oversee the programs under audit. As such, OCTA Internal Audit
recommended that the Safety and Operational Oversight Committee
(Committee) of Metrolink’s Board, acting as Metrolink’s audit committee, create
a stronger firewall between staff and auditors through revisions to Metrolink’s
audit charter. Metrolink agreed with the recommendation and will modify its
audit charter and procedures accordingly.

OCTA Internal Audit also observed that audits performed by Metrolink’s on-call
audit firms are not provided to the Committee or Board. These audits generally
consist of contract audits or price and cost reviews. Through review of these
reports, OCTA Internal Audit noted that the reports include financial claims and
recommendations for improvements to Metrolink operations. OCTA Internal
Audit recommended that all audit reports, regardless of audit contractor, be
provided to the Committee and Board. Metrolink agreed and will provide all
audits, with the exception of price reviews, to the Committee and Board.

Through review of a 2003 Metrolink audit risk assessment, OCTA Internal Audit
determined that the Metrolink’s internal audit function was obtaining only
limited coverage of business processes identified as high risk. Furthermore,
professional audit standards require that the risk assessment be updated
annually, which has not been the case. OCTA Internal Audit recommended that
a comprehensive risk assessment be conducted annually and that limited
internal audit resources be directed toward those operations considered high
risk. Management agreed, indicating that a risk assessment and audit plan is
under development and is expected to be completed by April 2010.
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Metrolink staff is charged with monitoring the status of internal audit findings
and recommendations and closing them out when implemented. Professional
standards require that follow-up procedures be independently performed and
include testing and documentation. OCTA Internal Audit recommended that
follow-up procedures be performed by Metrolink’s contract auditors and that
they be performed according to professional standards. Management indicated
that policies will be developed to establish the protocols for follow-up of audit
recommendations.

The final three recommendations are related to improvements in Metrolink’s
audit charter, its internal audit quality assurance program, and its internal audit
policies and procedures. OCTA Internal Audit recommended that the
Committee periodically review and update its audit charter, that staff and the
Committee evaluate their contract audit firm for compliance with professional
audit standards, and that core policies and procedures related to Metrolink’s
internal audit function be developed. Metrolink management agreed with all the
recommendations and will revise its audit charter and policies and procedures.

OCTA Internal Audit recognized that this review was conducted during a period
of organizational changes and while Metrolink is launching numerous safety
initiatives and programs that stretch staff resources and availability. As such,
OCTA Internal Audit is appreciative of the cooperation of Metrolink
management and staff, and their resolve to make improvements to Metrolink’s
internal audit function.

Summary

OCTA Internal Audit has completed a review of the audit activities of Metrolink.
Based on the review, OCTA Internal Audit has offered recommendations for
improving the internal audit function of Metrolink and ensuring its compliance
with  Government Auditing Standards. Metrolink management provided
responses, indicating that all would be implemented.
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Attachment

A. Review of Metrolink Audit Activities, Internal Audit Report No. 08-010
dated February 5, 2010.

Approved by:
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Kathleen M. O’Connell
Executive Director, Internal Audit
(714) 560-5669
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Orange County Transportation Authority
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Conclusion

The Internal Audit Department of the Orange County Transportation Authority (OCTA
Internal Audit) has completed a review of audit activities of the Southern California
Regional Rail Authority (Metrolink or SCRRA). The review was conducted in response
to an OCTA state triennial audit recommendation that OCTA, as a member agency in a
six county Joint Powers Agreement (JPA), audit Metrolink activities. Rather than
conducting audits of Metrolink, OCTA Internal Audit proposed an initial evaluation of the
audit function of Metrolink.

Based on this review, OCTA Internal Audit determined that Metrolink established an
internal audit function in 1998. The Metrolink Board of Directors (Board) has adopted
an internal audit charter, established an audit committee, contracted with an external
firm to perform independent audits, and implemented procedures over reporting and
communication of audit results.

Despite a formally established audit function, Metrolink’s audit activities have been
limited. OCTA Internal Audit noted only four audit engagements were completed by
Metrolink’s internal audit contractor between April 2004 and November 2009.
Numerous other audits, primarily contract close out audits, have been performed by
other on-call contract auditors at the direction of Metrolink staff; however, these audit
reports have not been provided to the Board or audit committee.

In addition to the limited number of internal audits performed, it does not appear that
Metrolink’s audit function is obtaining adequate coverage of high-risk operations or
business functions, as defined in a risk assessment conducted in November 2003.
Furthermore, Metrolink’s audit function requires improvement to be fully compliant with
the International Standards for the Professional Practice of Internal Auditing (Standards)
as required by its Internal Audit Charter (Charter).

During this review, OCTA Internal Audit observed areas where the audit function could
be enhanced:

Auditor Independence

Audit Report Distribution

Annual Risk Assessment and Audit Plan

Audit Activity Monitoring and Follow-up Reviews
Quality Assurance and Improvement Program
Internal Audit Charter

Policies and Procedures

As a party to the JPA establishing Metrolink, OCTA has no direct control over this
separate and distinct legal entity. In addition, the JPA only requires that Metrolink
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provide for an annual independent audit." However, as a result of this review, OCTA'’s
Internal Audit Department has concluded that OCTA is exposed to financial risks that
are not addressed by Metrolink’s internal audit function. Consequently, during the
development of OCTA’s annual audit plan, OCTA Internal Audit will consider several
audits as they relate to Metrolink. In particular, OCTA Internal Audit will include all
OCTA cooperative agreements with Metrolink in the annual risk assessment, as well as
a financial review of the revenue and expense allocations to OCTA by Metrolink.

OCTA Internal Audit has offered recommendations for Metrolink’s consideration and
Metrolink management has provided responses which are included herein. OCTA
Internal Audit appreciates the assistance of Metrolink staff in conducting this review.

Background

Review Purpose

As a recipient of State Transportation Development Act funds, OCTA is required to have
a performance audit conducted every three years. In the Fiscal Year 2004 through
2006 Triennial Performance Audit of OCTA, dated May 31, 2007, the consultant
recommended “OCTA conduct periodic audits and reviews of Metrolink activities on a
regular basis to assure integrity in the use of funds spent for rail services affecting
Orange County.” OCTA’s management response indicated that OCTA Internal Audit
would include a review of Metrolink’s audit activities in its fiscal year 2007-08 Internal
Audit Plan. The review would include an inventory of the audit activities of Metrolink
and evaluate the reasonableness and comprehensiveness of those audit efforts.

Metrolink

In 1991, Metrolink, a Joint Powers Authority, consisting of five county transportation
planning agencies, was formed to develop a regional transit service to reduce
congestion on highways and improve mobility throughout the Southern California
region. Metrolink's five-agency membership includes the Los Angeles County
Metropolitan Transportation Authority, OCTA, the Riverside County Transportation
Commission, the San Bernardino Associated Governments, and the Ventura County
Transportation Commission. Metrolink operates an average of 149 weekday trains,
serving 55 stations, and carries approximately 45,000 riders per day. OCTA’s total
operating contribution to Metrolink for fiscal year 2007-08 was $14,176,000.

! Section 14.0 of the JPA states “The AUTHORITY shall provide for the accountability of all funds and
shall provide for an annual independent audit.”
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Metrolink Audits

Metrolink did not establish an internal audit function upon formation in 1991. On
June 10, 1998, a Metrolink Peer Review Audit Group (Peer Group), consisting of
financial officers and staff support from the five member agencies was established to
perform a general review of Metrolink policies, practices, and procedures to ascertain
whether the internal control environment and structure was appropriate for the evolving
role of Metrolink. The Peer Group reviewed the following areas:

Policies, Procedures and Internal Controls

Personnel Management

Finance/Treasury Functions

Contracting Functions

Risk Management Functions

Performance Audit, Classification Study, and Management Study

~0o0op

In its report to Metrolink’s Board, the Peer Group recommended the establishment of an
internal audit function. In response to this recommendation, on June 11, 1999, the
Metrolink Board awarded an internal audit contract to the public accounting firm of
Ernst & Young, LLP. In December 1999, the Metrolink Board formally adopted
Metrolink’s Internal Audit Charter. The Charter defined the purpose, independence,
authority, scope, and reporting of Metrolink’s Internal Audit function. The Charter’s
purpose states “reviews performed by Internal Audit will comply with the Code of Ethics
and the [International] Standards for the Professional Practice of Internal Audit.” See
Metrolink’s Charter at Appendix A.

Since June 11, 1999, Metrolink’s internal audit function has been out-sourced to an
external firm (Internal Audit Firm). The Internal Audit Firm reports to the Safety and
Operational Oversight Committee that serves as Metrolink’'s audit committee.
Metrolink’s Controller is designated as the day-to-day staff coordinator for internal audit
matters. Metrolink’s Internal Audit Firm submits audit reports to the Safety and
Operational Oversight Committee and the Metrolink Board.

The Safety and Operational Oversight Committee is responsible for overseeing
Metrolink's operational and financial performance. This includes review of internal and
external audit reports and oversight of management’s corrective action. Metrolink staff
provides updates of the results of audits to members of the Safety and Operational
Oversight Committee and Metrolink’s Board using Audit Activity Status Reports (Status
Reports).

In addition to the Internal Audit Firm, Metrolink has on-call contracts with audit firms for
use on an ad-hoc basis. Staff has the ability to solicit assistance from these auditors to
address emerging issues or problems staff has identified, to conduct audits of contracts
or inventory, and to perform other routine audit activities like price and cost reviews.
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Metrolink Audit Status Reports

Status Reports are presented to the Safety and Operational Oversight Committee and
the Board of Directors about once every three months and list unresolved findings of
recent audits, including all externally mandated audits. In addition to the findings, the
Status Reports document the Internal Audit Firm’s recommendations, responses
provided by Metrolink’s management, and the implementation status of management’s
corrective actions. As findings are satisfactorily resolved and implemented, they are
removed from the Status Report. The Status Report also provides notification of
upcoming audits as well as the status of audits in progress.

Management Audit Committee

In addition to the audit committee responsibilities of the Safety and Operational
Oversight Committee, Metrolink staff has established an Engineering & Construction
Audit Committee to deal with contract audit issues. The committee meets quarterly and
is comprised of the assistant executive officers, as well as staff from the capital
programs, engineering, and procurement and accounting departments.

Risk Assessment

In November 2003, then Internal Audit Firm Thompson, Cobb, Bazilio and Associates,
PC (TCBA) submitted a risk assessment of Metrolink’s business processes/functions by
major functional area to the Safety and Operational Oversight Committee. This risk
assessment listed 17 business processes that were determined by TCBA to warrant
high-level risk status. The following functions/processes were identified:

Railroad Services

Program Control

Contract Administration & Procurement
Materials Management

Information Systems

Signal & Communication Contract Management
Maintenance of Way

Public Projects

Grants Development & Administration
Accounts Payable/Invoice Processing

Payroll & Timekeeping

Fixed Asset & Inventory Control Management
Grant Accounting

Recollectables

Financial Reporting

Employee Relations

Project Management
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This list, which was presented to Metrolink in no specific priority order, was utilized in
the selection of audits to be performed by the Internal Audit Firm. According to Metrolink
staff, the internal audits selected were based on this initial risk assessment along with
input from Metrolink management and Board members. See Appendix B for the Risk
Assessment of Significant Key Business Processes, prepared by TCBA.

Internal Audits

OCTA Internal Audit has identified the following audit reports submitted by Metrolink’s
Internal Audit Firm since April 2004

Title of Audit Report Report Issued Findings
Fare Collection Services July 2006 6
Grants Management & Administration October 2005 2
Project and Program Controls August 2005 6
Cash Receipts and Accounts Receivable  April 2004 4

Detailed information concerning each audit performed by Metrolink’s Internal Audit Firm
can be found at Appendix C. An inventory of Metrolink’s on-call audits can be found at
Appendix D: Summary of On-Call Audit Results.

Review Objectives, Scope and Methodology

The objective of this review was to evaluate Metrolink’s internal audit activities including
its annual audit planning process, the nature, frequency, and results of audits
performed, and the reporting and follow-up of audit findings and recommendations.

The review scope considers Metrolink audit activities from April 2004 to November 2009.

The review methodology included obtaining an understanding of Metrolink’s internal
audit function and activities. Through interviews with Metrolink and OCTA staff and
review of documents and reports, we gained an understanding of Metrolink’s audit
process, the selection and performance of internal audits, and the communication of
audit results. OCTA Internal Audit also reviewed all Status Reports and Audit Reports
submitted to Metrolink’s Board and its Safety and Operational Oversight Committee
since April of 2004.

This review was conducted in accordance with generally accepted government auditing
standards, except for the triennial peer review requirement, which has not yet been
fulfilled. Those standards require that OCTA Internal Audit plan and perform the audit
to obtain sufficient, appropriate evidence to provide a reasonable basis for findings and
conclusions based on audit objectives. OCTA Internal Audit believes that the evidence
obtained provides a reasonable basis for these findings and conclusions based on the
audit objectives.
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Compliance with these standards relates to the work performed by OCTA Internal Audit
in assessing the internal audit activities of Metrolink and does not intend to, and does
not, constitute an audit of Metrolink’s financial condition, results of operations, or system
of internal controls. Furthermore, because OCTA has no governance responsibilities for
Metrolink, management responses to recommendations provided herein will not be
assessed for accuracy, adequacy, or implementation.

In performing this review, OCTA Internal Audit relied on Metrolink documents, reports,
and Board and Committee minutes. As these records were unaudited, their accuracy or
completeness could have a material effect on the findings and conclusions contained
herein.
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Review Observations and Recommendations

Acknowledgements

OCTA Internal Audit recognizes that this review was conducted during a period of
organizational change at Metrolink and while the organization was launching numerous
safety initiatives and programs that stretched staff resources and availability. Some of
the initiatives and programs cited by management include the installation of
inward-facing cameras, grade crossing safety enhancements, and the implementation
of a public safety program, including the establishment of an independent Commuter
Rail Safety Review Panel. Metrolink is also moving forward with the installation of
automatic train stop technology at speed sensitive locations and is operating under a
strategy to accelerate the implementation of Positive Train Control three years ahead of
a federal mandate.

Management also expressed their commitment to improved internal controls, with plans
to augment contractor oversight, safety and compliance staff. Management also
indicated that it is conducting workshops with staff to train them on proper controls over
contract management.

Despite competing priorities, Metrolink management committed valuable time and
assistance to OCTA Internal Audit during this review. Furthermore, as demonstrated in
management’s responses to the recommendations below, Metrolink has committed to
implementing all proposed recommendations for its internal audit function in a timely
manner and concurrently with on-going safety enhancement initiatives.

Auditor Independence

As discussed in the Background section, Metrolink outsources its internal audit function
to a contractor (Internal Audit Firm). According to Metrolink’s Audit Charter, internal
audit reports functionally to the Safety and Operational Oversight Committee
(Committee) and the Board of Directors (Board). Presumably, this means that only
administrative functions related to the contract with the Internal Audit Firm will be
handled by Metrolink staff.

However, Metrolink staff is involved in directing the work of the Internal Audit Firm. This
has resulted, in part, from staff's disappointment in the performance of the Internal Audit
Firm. Staff indicated that the Internal Audit Firm required advice on program risks, audit
scope, audit procedures, and findings and recommendations.
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While it appears that this direction from staff is well intentioned and resulted in
increased scrutiny of the performance of the Internal Audit Firm, staff direction or
involvement in audit scope and procedures jeopardizes the independence of the internal
audit function.

Recommendation 1:

OCTA’s Internal Audit Department recommends that the Metrolink Internal Audit Charter
be revised to specifically address the administrative support that Metrolink staff may
provide the Internal Audit Firm. Furthermore, the Audit Charter should incorporate a
periodic evaluation of audit contractors by the Committee and Board. Such a
mechanism would allow Metrolink staff, the Committee, and the Board to provide input
into the performance of audit contractors, thus preserving auditor independence. A
formalized performance evaluation process for the Internal Audit Firm would also
ensure that performance issues with an audit contractor are elevated and addressed in
a timely manner. The American Institute of Certified Public Accountants (AICPA) and
the Government Finance Officers Association (GFOA) are two professional
organizations that provide “best practice” tools and templates for a thorough evaluation
of audit firms.

Some of the problems staff encountered with the Internal Audit Firm related to the audit
firm’s lack of familiarity with the industry, the Metrolink organization and its projects and
programs. This leaves a contract audit firm heavily reliant on the very staff whose
functions it audits. While it is strictly a matter of Board policy, OCTA’s Internal Audit
Department recommends that Metrolink consider an in-house internal auditor to improve
the quality of internal audit work.

Management Response to Recommendation 1:

Metrolink management concurs with this recommendation. The involvement of Metrolink
staff in the internal audit process, at times, has been required when staff has the
knowledge necessary to assist and impart information to the auditors that they might
find beneficial during their audit process; information they may not have been able to
gain otherwise. While it was never staff’'s intent to hinder auditor independence, internal
audit policies will incorporate proper follow up procedures when the results of an audit
contradict what is known to staff or other parties regarding Agency’s business
processes or practices. As part of best practice recommendations, management will
incorporate into internal audit policies and the auditor charter procedures for the receipt,
retention or treatment of concerns regarding accounting, internal controls, or auditing
matters. Such procedures will specifically provide for the confidential, anonymous
submission by employees regarding questionable business practices and accounting or
auditing matters. The audit committee also should monitor controls performed directly
by senior management, as well as controls designed to prevent or detect senior
management override of other controls. Metrolink’s audit charter, to be revised no later
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than June 30, 2010, will help govern the internal audit process effectively and efficiently
whether it's done in-house or by an external third party.

Audit Report Distribution

In addition to the Internal Audit Firm, Metrolink engages on-call audit firms for use on an
ad-hoc basis. Management may solicit assistance from these auditors to address
emerging issues or problems staff have identified, to conduct audits of contracts or
inventory, or to perform other routine audit activities like pre-award price and cost
reviews. A summary of audit reports reviewed by OCTA Internal Audit may be found at
Appendix D.

OCTA Internal Audit noted that many of these audit reports include findings that result in
financial claims against contractors. In fact, on-call auditors questioned costs of over
$2.6 million in the reports reviewed by OCTA Internal Audit. They also include findings
related to contractors’ compliance with other contract terms. For example, there were
several instances where contractors had billed for unapproved subcontractors. OCTA
Internal Audit also noted an instance where a contractor had not carried the appropriate
amount of insurance, as required by the contract.

OCTA Internal Audit also noted findings and recommendations related to Metrolink’s
system of internal control. For example, an audit performed of Contract C3078-05
included recommendations related to Metrolink’s approval of contract payment vouchers
and compliance checklists. The same audit report suggested that Metrolink needs to
improve controls over progress payment verifications.

Audit reports and communications from these on-call audit firms are not currently
provided to the Committee or Board.

Recommendation 2:

OCTA’s Internal Audit Department recommends that Metrolink’s Audit Charter be
revised to require that all audit or review reports or communications, regardless of
auditor or audit contract, be provided to the Committee and Board, with the exception,
perhaps, of reviews of price and cost proposals. This distribution will ensure that all
audit recommendations are evaluated as to significance by the Committee and Board,
that they are tracked, that corrective action is taken and that the implementation of
recommendations is validated. Furthermore, OCTA Internal Audit recommends that
Metrolink staff advise the Committee and Board of the status of each of the
recommendations identified in Appendix D, and any other audits reports prepared
during that period or since.
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Management Response to Recommendation 2:

Metrolink management concurs with this recommendation. All audits, with the exception
of price reviews, will be presented to the Safety and Operational Oversight Committee
for review and approval. Additionally, staff will advise the Committee and the Board of
the status of each of the recommendations identified in Appendix D. In an effort to
mitigate risk to the Agency and properly address any operational deficiencies, several
years ago Metrolink staff formed an ad-hoc audit committee that is comprised of
Directors, Managers and other staff of the Agency. The primary goal was to address
audit issues as they arose from various on-call audit activities. On-call audit activities
consist of contract close out audits, interim audits, and operational audits and other
audits or reviews as deemed necessary or required. During the start-up phase of the
audit committee, meetings were conducted monthly to assess the status of completed
and pending audits and provide guidance and resolution to management and staff.
Staff-conducted audit committee meetings continue to be held on a quarterly basis in
order to address audit issues, mitigate risk to the Agency, and ensure compliance of
staff with proper business practices.

Annual Risk Assessment, Audit Plan, and Audit Activities

Metrolink’s Internal Audit Charter requires that all reviews be conducted in compliance
with the [International] Standards for the Professional Practice of Internal Audits
(Standards). These Standards, commonly referred to as the “Red Book,” are issued by
the Institute of Internal Auditors and are one of two sets of standards with which
government auditors generally comply. The Standards require that the organization
establish risk-based plans to determine the priorities of the internal audit function,
consistent with the organization’s goals. The internal audit function’s plan of
engagements must be based on a documented risk assessment, undertaken at least
annually.

Metrolink does not develop an annual risk based audit plan. In November 2003,
Metrolink’s Internal Audit Firm submitted a “Risk Assessment of Significant Key
Business Processes” (Risk Assessment) to Metrolink’s Safety and Operational
Oversight Committee. The Risk Assessment identified 17 business processes/functions
assessed as high-risk. OCTA Internal Audit noted that the Risk Assessment did not
adequately define or describe Metrolink’'s 48 business processes/functions or the 13
risk factors utilized and that it has not been updated since its development in 2003.

OCTA Internal Audit identified four audit reports issued by Metrolink’s Internal Audit
Firm between 2003 and 2009. Two of the audits performed relate to business
processes/functions identified as high-risk in the Risk Assessment; however, the other
two relate to business processes/functions identified as medium risk in the Risk
Assessment. Furthermore, both the Fare Collection Services audit and the Grants

10



ORANGE COUNTY TRANSPORTATION AUTHORITY
INTERNAL AUDIT DEPARTMENT
Review of Metrolink Audit Activities
February 5, 2010

Management & Administration audit appear to be repeats of prior audits performed
three to six years earlier.

Based on OCTA Internal Audit's review of the Risk Assessment and the four audit
reports issued since 2004, it appears that Metrolink’s audit function is obtaining limited
coverage of its operations or those business functions considered high-risk. It also
appears that there is little correlation between the risk assessment and audits
performed.

Recommendation 3:

Because Metrolink’s Internal Audit Charter requires compliance with the Standards for
the Professional Practice of Internal Audit, OCTA’s Internal Audit Department
recommends that Metrolink require an annual risk assessment and internal audit plan.
The methodology used to conduct the risk assessment should be explained and the
business processes or functions sufficiently detailed. Risk factors should also be
defined.

Risk-based audit plans establish the priorities of an entity’s internal audit function. To
help ensure adequate audit coverage, the timing and results of prior audits should be
considered when assessing risk. Additionally, priority of audits should be directed
toward business functions/processes evaluated as high-risk to ensure efficient use of
limited internal audit resources.

Management Response to Recommendation 3:

Metrolink management concurs with this recommendation. Metrolink’s current internal
auditors from Macias Consulting Group are in the process of developing a
comprehensive risk assessment and internal audit plan. They anticipate completing this
process and presenting their assessment to the Safety and Operational Oversight
Committee April 2010. Upon review and approval by the Safety and Operational
Oversight Committee the internal auditors will begin the internal audit process on
Metrolink’s highest risk areas. On an annual basis the internal auditors, in accordance
with Standards for the Professional Practice of Internal Audit and the Metrolink Audit
Charter, will update the risk assessment and audit plan to ensure that areas of high risk
are constantly being reviewed and audited. This will enable Metrolink Board of Directors
and management to mitigate areas of high risk through the development of new
practices or enhanced policies and procedures.

Audit Activity Monitoring and Follow-up Reviews

Metrolink monitors the disposition of audit report findings and recommendations. On a
quarterly basis, the Metrolink Board of Directors (Board) and its Safety and Operational
Oversight Committee (Committee) members receive a Status Report, which includes

11
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unresolved findings of recent audits and the status of Metrolink management’'s
corrective action. The report includes an estimated month of completion for each open
item and notifies the Board and Committee of ongoing and upcoming audits, including
external audits and state/federal mandated audits.

It does not appear, however, that specific follow-up procedures are performed to
evaluate whether management’s corrective action has been effectively implemented.
Follow-up is a process by which internal auditors evaluate the adequacy, effectiveness,
and timeliness of actions taken by management on reported observations and
recommendations, including those made by external auditors. Follow-up procedures
must be evidenced by documentation demonstrating the procedures performed, results
of procedures, and conclusions reached.

Metrolink management provides the status updates for the corrective action plans noted
in the Status Reports, but there does not appear to be independent evaluation
performed by Metrolink’s Internal Audit Firm to corroborate management’s status
update. OCTA Internal Audit observed that both the Fare Collection Services (2006)
audit report and the Grants Management & Administration (2005) audit report,
performed by Thompson, Cobb, Bazillo & Associates, included follow-up testing on
previously reported audit findings; however, the time elapsed between the original
audits and subsequent audits was approximately six years and three years,
respectively.

Recommendation 4:

OCTA Internal Audit recommends that Metrolink conduct follow-up reviews in a timely
manner and that these follow-ups be conducted in accordance with the same
professional standards as other audit work. Specifically, follow-up procedures should
be independently performed. Metrolink’s Internal Audit Firm should conduct the follow
up, rather than staff. Policies and procedures establishing when a follow-up must be
initiated and the protocols, documentation, and close-out process should also be
developed.

Management Response to Recommendation 4:

Metrolink management concurs with this recommendation. It is staff's goal to continue
to update the audit status activity report given to the Committee on a monthly basis and
the Board quarterly. Follow up audits, to be conducted six months after the issuance of
an audit report, and every six months thereafter until all recommendations have been
satisfactorily addressed, will include an update memo and periodic close out
memorandums to management and the Safety and Operational Oversight Committee.
An internal audit policy will be developed no later than June 30, 2010, that will establish
protocols for audit procedures and appropriate follow up.

12
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Internal Audit Charter

In December 1999, the Metrolink Board of Directors formally adopted Metrolink’s
Charter. Metrolink’s Charter defines the purpose, independence, authority, scope, and
reporting requirements of Metrolink’s internal audit function. During OCTA Internal
Audit’'s review of Metrolink Board and Safety and Operational Oversight Committee
agenda meetings, we noted that the Charter has not been reaffirmed. According to the
Standards, the Charter should be periodically reviewed and presented to senior
management and the Board for affirmation.

The Charter's purpose states, “All reviews comply with the Code of Ethics and the
[International] Standards for the Professional Practice of Internal Audit;” however, none
of the audit reports submitted by the Internal Audit Firm indicate compliance with either
the Code of Ethics or the Standards. Compliance with the Standards should be
disclosed in the audit report, if applicable. For non-compliant engagements, the audit
report should disclose which Standard(s) was/were not met as well as the reason and
impact of non-compliance on the engagement.

Recommendation 5:

OCTA Internal Audit recommends that Metrolink update its Audit Charter and provide it
to the Committee and Board for approval. The Audit Charter itself should establish the
requirement that it be periodically reviewed, updated and approved.

Metrolink’s Internal Audit Firm should also be advised of the requirement that it conduct
its audits or reviews in compliance with the Code of Ethics and Red Book Standards,
and that it cite compliance therewith in its reports.

Management Response to Recommendation 5:

Metrolink management concurs with this recommendation. The audit charter, to be
updated no later than June 30, 2010, will incorporate the requirement that Metrolink’s
internal audit firm conduct its audits or reviews in compliance with the applicable
Government Auditing Standards and professional Code of Ethics, and that it cite
compliance therewith in its reports. Metrolink will present the updated internal audit
policies and charter to the Safety and Operational Oversight Committee and the Board
of Directors and seek approval no later than June 30, 2010.

Quality Assurance and Improvement Program

Metrolink does not have a Quality Assurance and Improvement (QA) Program as
required by the Standards. A QA Program is designed to evaluate the internal audit
function’s compliance with the Standards and the Code of Ethics. A QA Program also

13
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assesses the efficiency and effectiveness of internal audit activity and identifies
opportunities for improvement.

Using an independent audit firm as the internal auditor for an organization relieves the
organization of some, but not all, of the requirements of a QA Program. For example,
the organization need not conduct an evaluation of the internal auditors’ compliance
with the Standards as long as the organization verifies that the audit firm has a QA
Program in place and it is operating effectively. This is accomplished by obtaining and
reviewing the results of the firm’s periodic “peer review”.

An organization that outsources its internal audit function must evaluate and document
an assessment of the audit firm’s independence periodically. Audit firms that become
too reliant on fees from certain clients may compromise their independence and
objectivity, in either fact or appearance.

Recommendation 6:

OCTA Internal Audit recommends that Metrolink establish policies and procedures for
its Quality Assurance Program. Among other things, the policies and procedures should
include a periodic review of the Internal Audit Firm’s “peer review” report. The policies
and procedures should include action Metrolink should take when peer review findings
indicate a lack of compliance by the Internal Audit Firm to the Standards. Metrolink’s
policies and procedures for a Quality Assurance Program should also include a periodic
evaluation of the Internal Audit Firm’s independence.

Management Response to Recommendation 6:

Metrolink management concurs with this recommendation. Management will develop
and maintain a quality assurance and improvement program that covers all aspects of
the internal audit activity. A quality assurance and improvement program is designed to
enable an evaluation of the internal audit activity’s conformance with the definition of
Internal Auditing and the Standards and an evaluation of whether internal auditors apply
the Code of Ethics. The program will also assesses the efficiency and effectiveness of
the internal audit activity and identify opportunities for improvement. The quality
assurance and improvement program will include both internal and external
assessments. The quality assurance and improvement will be developed in conjunction
with the internal audit policies and audit charter.

Policies and Procedures

The Standards require that organizations develop policies and procedures to guide the
internal audit function. The form and content of written policies and procedures should
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be appropriate to the size and structure of the internal audit activity and the complexity
of its work.

In situations where the internal audit function is out-sourced, detailed policies and
procedures for the performance of audits and reviews are obviously unnecessary.
However, several other considerations are relevant:

Internal Audit Firm Selection, Evaluation, Retention and Dismissal

Reporting and Communication Requirements

Protocols and Requirements for Adjustments to the Annual Internal Audit Plan

Audit Records - Access and Retention

Evaluation of Impairments, Including Those Caused by Non-Audit Services
Confidentiality Requirements

Responsibilities with Regard to Fraud, lllegal Acts, and Violations of Provisions of
Contracts, Grant Agreements, and Waste or Abuse Investigations

Recommendation 7:

OCTA Internal Audit recommends that Metrolink develop core policies and procedures
to govern the Internal Audit function, including some of the considerations identified
above.

Management Response to Recommendation 7:

Metrolink management concurs with this recommendation. Since Metrolink outsources
its internal audit function, management will incorporate the relevant considerations listed
as they relate to the outsourced internal audit function. A complete set of internal audit
policies and procedures, updated audit charter, and quality assurance program will be
available no later than June 30, 2010.
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Appendix A: Metrolink’s Internal Audit Charter
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Appendix A

SOUTHERN CALIFORNIA REGIONAL RAIL AUTHORITY

ITEM 6
DECEMBER 3, 1999
TO: MEMBERS AND ALTERNATES - 12/10 MEETING
FROM: CHIEF EXECUTIVE OFFICER

SUBIECT: INTERNAL AUDIT CHARTER

ISSUE

Member Agencles:

Los Angeles County
Metropolitan Transportation
Authority,

Omange County
‘Transportation Authority.
Riverside County
Transpartation Commission.
San Bemardine

Associated Governments.
Ventura County
Transportation Commission.
Ex Officio Members:
Southem California
Association of Governments.
San Diego Association

of Governments.

State of Califorda.

The Audit Committee (Committee), at its September 24, 1999 meeting, formally adopted an

Internal Audit Charter, which must be approved by the SCRRA. Board.

RECOMMENDATION

The Committee recommends the SCRRA Board approve the adoption of the Internal Audit

Charter.

BACKGROUND

As aresult of the Audit Peer Group report issued in September 1998, the Committee

recommended (to the Board) the establishment of an internal audit function within SCRRA. On
June 11, 1999, the Board awarded the Internal Audit contract to Emst &Young LLP, which

signified the official start of the internal audit function within SCRRA.

To assist both the Audit Committee and the Internal Auditor in discharging their respective
duties, at its September 24, 1999 meeting the Committee adopted an Internal Audit Charter. At
its November 19, 1999 meeting, the Committee revised the original Intetnal Audit Charter to

include recommendations of legal counsel (See Attachment A).

Highlights of the Internal Audit Charter are:

1. Purpose - The Charter defines the purpose of Internal Audit to review the Authority’s

operations as a service to management and the Board of Directors.

2. Independence - The Charter specifies that Internal Audit is an independent appraisal
function that examines and evaluates activities within the Authority. Internal Audit
must maintain an independent and objective mental attitude and therefore, cannot

have direct authority over any operation or activity it may review.

700 S. Flower Street 26th Floor Los Angeles CA 90017 Tel [213] 452.0200 Pax{213] 452.0425

www.metrolinktrains.com
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3. Authority — Except for confidential files or files that are attorney/client work produgg
, brivileged, the Charter gives Internal Audit unlimited access to all authority activitiey
records, property and employees.

4. Scope - The Charter defines the scope of Internal Audit as examining and evaluating
the adequacy and effectiveness of the Authority’s system of internal control and the
quality of performance in carrying out assigned responsibilities.

5.. Reporting - The Charter specifies that the Internal Auditor reports functionally to the
- Committee and to the Board. The Charter requires reporting of significant findings to
Senior Management and the Audit Committee, Management is responsible for taking

action on audit recommendations, and internal audit will report quarterly to the Audit-
Comumittee on the status of these actions,

In summary, the Internal Audit Charter gives the Internal Audit function the authority necessary
to carryout its responsibilities to the Committee and to the Board.

BUDGET IMPACT

There is no budget impact.

Prepared by: Paul Sakamoto .
~. .  Difédtor, Finance
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SOUTHERN CALIFORNIA REGIONAL RAIL AUTHORITY
INTERNAL AUDIT CHARTER

This Charter defines the purpose, authority, scope and reporting requirements of Internal Audit.

E urpose

Internal Audit independently reviews the SCRRA’s operations as a service to Management and
the Audit Committee on behalf of the Board of Directors. All reviews comply with the Code of
Ethics and the Standards for the Professional Practice ofInternaI Audit.

AUTHORITY and SCOPE

The Internal Audit is an independent appraisal function established by the SCRRA Board of
Directors to examine and evaluate the activities within the organization. It reports functionally to
the Audit Committee and to the SCRRA Board of Directors. This reporting relationship ensures
independence, promotes comprehensive audits and assures audit recommendations get proper
consideration. The Internal Auditor has a duty to the Board of Directors to notify the Audit
Committee regarding any irregularity or suspicion of irregularity.

Except for confidential personnel files or files that are attorney/client work product privileged,
Internal Auditors will have unlimited access to all authority activities, records, property, and.

' employees Access may be considered and approved upon written Jusuﬁcatlon or be determmed
by recommendation of the Committee and directions from the Board with advice of counsel.

Limitations of scope must be reported immediately to the Audit Committee and the Chief
Executive Officer.

The scope of internal auditing will encompass the examination and evaluation of the adequacy
and effectiveness of the authority’s system of internal control and the quality of performance in
carrying out assigned responsibilities. Internal Audit will:

e Review the reliability and integrity of financial and operation information and the means
used to identify, measure, classify and report such information,

s Review the established systems to ensure compliance with policies, plans, procedures,
laws, regulations, and contracts.

¢ Review the means of safeguarding assets and verify existence of such assets, as
appropriate.

. Appraxse the economy and efficiency thh which resources are employed.

» Review operauons or programs to ascertain whether results are ‘consistent with

established objectives and goals and whether the operations or programs are being carried
as planned.
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Internal Audit Charter
December 3, 1999
Page 2

Internal Audit must maintain an independent and objective mental attitude. Therefore, it cannot
have direct authority over any operation or activity it may review. Designing, installing, or
operating systems, policies, procedures, and standards are not audit functions. Performing such
activities impairs objectivity and independence. However, reviewing procedures and controls as
they are designed into manual or automated systems is appropriate.

Reviews by Internal Audit do not relieve Management of their responsibilities. It is the
responsibility of management to ensure that proper controls are in place and policies and
procedures are being followed.

REPORTING

Internal auditors will meet with Audit Committee at least quarterly. Management will respond,
in writing, to Internal Audit’s finding and recommendations within 10 working days of being
presented with them. Such responses must include the actions Management will take to comply
with the findings and a timetable for completing them. When Management disagrees with a
recommendation, an explanation must be given regarding the disagreement by Management, and
a description of the compensating controls must be provided. An alternative recommendation
‘may be proposed by management. Internal Audit will issue a draft report, including
Management’s responses to the Management of the area reviewed. If Internal Audit does not"
receive a response from Management within the 10 working day period, the draft teport will be

. issued indicating Management did not respond. A final report will be issued after appropriate
Management review. ' o

Internal Audit will report significant outstanding findings to Senior Management and to the
Audit Committee. Management must update Internal Audit, in writing, on the status of any
outstanding findings. Management is responsible for taking action on audit recommendations.
Internal Audit will report quarterly to the audit committee on the status of these actions.

All findings are issued to Senior Management and the Audit Committee,
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Appendix B

THOMPSON, COBB, BAZILIO & ASSOCIATES, PC
Certified Public Accountants and Management, Systems and Financial Consultants

“ Main Office: O Regional Office; B Regional Office:
1101 15th Street, N.W, 100 Pearl Street 21250 Hawthorne Boulevard
Suite 400 14th Floor 5th Floor
Washilngton, DC 20005 Hartford, CT 06103 Torrance, CA 90503
202) 731-3300 (860) 249-7246 (310) 7927001
{202) 737-2684 Fax (860) 275-6504 Fax {310} 792-7004 Fax
November 4, 2003

Mr. Ron Roberts, Chairman, Operational Oversight Committee
Southern California Regional Railroad Authority

700 South Flower Street, Suite 2600

Los Angeles, CA 90017-4101

Re: Risk Assessment of SCRRA B'usiness Processes/Functions
Dear Mr. Roberts:

Thompson, Cobb, Bazilio & Associates, PC (TCBA) is pleased to present the attached
risk assessment of SCRRA’s business processes/functions by major functional area.
Please note that a high-level risk designation should not be construed as an
indication that specific problems or internal control weaknesses have been’
identified, but rather that a potential for high-level risk exists. A high-level risk
assessment means that the potential of a significant loss in terms of dollars,
productivity and/or efficiency are high if the business process is not adequately
controlled or designed.

The major functional areas and applicable managerial responsibility are as follows:

Division Director/Manager
Equipment Bill Lydon

Support Services Steve Wylie
Engineering & Construction Mike McGinley
Communications & Development Steve Lantz
Finance Mark Dubeau
Operations John Kerins
Human Resources Irene Shapiro

This risk assessment is based in part upon interviews with the seven SCRRA
Directors/Managers listed above. We also interviewed the following six SCRRA
Directors/Managers to obtain their input and views on SCRRA's business
processes/functions that they believe are of high risk:

1983 - 2003
Celebrating Our 20® Anniversary
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Page 2
Division - Director/Manager
Grants Administration Joanna Capelle
Railroad Services Bruce Ferguson
Safety Fred Jackson
Contracts Admin. & Procurement Cheryl Johns
Public Projects Ron Mathieu
Engineering & Construction Harold Watson

Coupled with the input we received from the interviews with the 13 SCRRA
Directors/Managers above, we also assessed each business process/function using the 13
risk factors listed in the attached risk assessment analysis. Each of the 13 risk factors was
rated as low, medium, or high for each business process/function. An overall risk
assessment of low, medium or high was then assigned to each business process/function
based on the majority of the ratings assigned to the 13 risk factors assessed.

Based on TCBA’s risk assessment approach discussed above, we have identified the
following 17 SCRRA business processes/functions that we believe warrant a high-level
risk assessment at this time. The listing below is in no specific priority order.

Railroad Services

Program Control

Contract Administration & Procurement
Materials Management

Information Systems

Signal & Communication Contract Management
Maintenance of Way

Public Projects

Grants Development & Administration

10 Accounts Payable/Invoice Processing

11. Payroll & Timekeeping

12. Fixed Asset & Inventory Control Management
13. Grant Accounting

14, Recollectables

15. Financial Reporting

16. Employee Relations

17. Project Management

WRHNALNRLN =

The matrices by functional area detailing the 17 high-level risk processes and the factors
or reasons contributing to this high-risk assessment are attached.
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After SCRRA management’s review and concurrence of this risk assessment, TCBA will
then prepare an internal audit work plan that will identify the internal audits to be
performed over the next 18 months. '

If you have any questions, please feel free to contact me at 310-792-7001.

Respectfully,

v

ichael J. déCastro
Principal

Cc: M. Bill Alexander, Chairman, Board of Directors
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