u'mnn AGENDA

Finance and Administration Committee Meeting

Committee Members Orange County Transportation Authority Headquarters
Bill Campbell, Chairman 600 South Main Street, First Floor - Room 154
Jerry Amante, Vice Chairman Orange, California
Patricia Bates Wednesday, August 12, 2009, at 10:30 a.m.
Arthur C. Brown

Peter Buffa

Cathy Green

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
Director Moorlach

Pledge of Allegiance
Committee Vice Chairman Amante

1. Public Comments
Special Calendar

There are no Special Calendar matters.
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Consent Calendar (ltems 2 through 5)

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.

Approval of Minutes

Of the July 22, 2009, Finance and Administration Committee meeting.

Fiscal Year 2008-09 Internal Audit Plan, Fourth Quarter Update
Kathleen M. O'Connell

Overview

The Orange County Transportation Authority Board of Directors adopted the
Orange County Transportation Authority Internal Audit Department Fiscal Year
2008-09 Internal Audit Plan on August 13, 2008. This update is for the fourth
quarter of the fiscal year.

Recommendation

Receive and file the fourth quarter update to the Orange County Transportation
Authority Internal Audit Department Fiscal Year 2008-09 Internal Audit Plan.

Draft Fiscal Year 2009-10 Internal Audit Plan
Kathleen M. O'Connell

Overview

At the direction of the Orange County Transportation Authority’'s Board of
Directors, the Internal Audit Department develops and implements an annual
risk-based Internal Audit Plan. Implementation of an annual Internal Audit Plan
assists management in the evaluation of the effectiveness and efficiency of
projects, programs and operations while ensuring that adequate controls and
safeguards are in place to protect Orange County Transportation Authority’s
assets and resources.

Recommendations
A. Approve the Draft Fiscal Year 2009-10 Internal Audit Plan.

B. Direct the Executive Director, Internal Audit to provide quarterly updates
on the Internai Audit Plan.
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Agreement for Oniqua Analytic Suite Maintenance Implementation
Annette L. Hess/Kenneth Phipps

Overview

As part of the Orange County Transportation Authority’s Fiscal Year 2010
Budget, implementation of the Oniqua Maintenance Analytics Software System
is planned. A proposal was solicited and received from Oniqua, Inc. in
accordance with the Orange County Transportation Authority’s sole source
procurement procedures.

Recommendation

Authorize the Chief Executive Officer to execute Agreement No. 9-0555 between
the Orange County Transportation Authority and Oniqua, Inc., in an amount of
$129,700, for implementation assistance and expertise with the maintenance
module of the Oniqua Analytic Suite. The scope of this effort will include project
management, design, configuration, programming, training, testing, and go-live
support.

Regular Calendar

6.

2008 Audit of Agreement C-1-2069 Between Orange County Transportation
Authority and Parsons Transportation Group, Inc. - Project Management
Services for Garden Grove Freeway (State Route 22) Design-Build Project
Kathleen M. O'Connell

Overview

At the direction of the Internal Audit Department of the Orange County
Transportation Authority, a close-out audit of Agreement No. C-1-2069 between
the Orange County Transportation Authority and Parsons Transportation
Group, Inc. for project management services for the Garden Grove Freeway
(State Route 22) Design-Build Project has been completed. Recommendations
have been offered to improve contract management and administration.
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6. (Continued)

Recommendations

A.

Direct Orange County Transportation Authority staff to implement
recommendations in the 2008 Audit of Agreement No. C-1-2069 Between
Orange County Transportation Authority and Parsons Transportation
Group, Inc. - Project Management Services for the Garden Grove
(State Route 22) Freeway Design-Build Project.

Direct staff to refer finding and recommendation number two related to
prevailing wage compliance to the California Department of
Industrial Relations, if satisfactory evidence of compliance has not been
provided by Parsons Transportation Group, Inc. to the Orange County
Transportation Authority Internal Audit Department by August 29, 2009.

Discussion Items

7. Audit Leverage Software Demonstration
Kathleen M. O'Connell

8. Chief Executive Officer's Report

9. Committee Members' Reports

10. Closed Session

There is no Ciosed Session scheduled.

11. Adjournment

The next regularly scheduled meeting of this Committee will be held at
10:30 a.m. on Wednesday, August 26, 2009, at the OCTA Headquarters.
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Finance and Administration Committee Meeting

Committee Members Present Staff Present

Bill Campbell, Chairman Patrick J. Gough, Acting Interim Chief Executive Officer
Jerry Amante, Vice Chairman Laurena Weinert, Assistant Clerk of the Board

Arthur C. Brown Tammy Doran, Deputy Clerk of the Board

Peter Buffa Kennard R. Smart, Jr., General Counsel

Cathy Green OCTA Staff and members of the General Public

John Moorlach

Committee Members Absent
Patricia Bates

Call to Order

The July 22, 2009, regular meeting of the Finance and Administration Committee was
called to order by Committee Chairman Campbell at 10:32 a.m.

Invocation

Committee Chairman Campbell gave the invocation.
Pledge of Allegiance

Director Brown led in the Pledge of Allegiance.

1. Public Comments

No public comments were received.

Consent Calendar (Items 2 through 13)
2, Approval of Minutes

A motion was made by Director Green, seconded by Director Brown, and
declared passed by those present, to approve minutes of the June 24, 2009,
meeting.

3. Review of Vanpool Program

Committee Chairman Campbell pulled this item and voiced his concern
regarding the lack of drug and alcohol testing of the vanpool drivers as it relates
to safety-sensitive employees and requested that staff return to the appropriate
Committee with discussion regarding the drug and alcohol testing requirements
for drivers participating in the Vanpool program.

July 22, 2009 Page 1 of 6



g MINUTES

Finance and Administration Committee Meeting

3. (Continued)

A motion was made by Committee Chairman Campbell, seconded by
Director Moorlach, and declared passed by those present, to direct staff to
implement recommendations made in the Review of Vanpool Program,
Internal Audit Report No. 08-023.

4. Grants Management and Accounting Review

A motion was made by Director Green, seconded by Director Brown, and
declared passed by those present, to direct staff to implement recommendations
in the Grants Management and Accounting Review, Internal Audit Report
No. 08-018.

5. Amendment to Agreements for Price Review Audit Services

A motion was made by Director Green, seconded by Director Brown, and
declared passed by those present, to authorize the Chief Executive Officer to
execute the first of two option terms for price review services through
amendments to the following agreements: Agreement No. C-8-0309 with
Thompson, Cobb, Bazilio & Associates, PC; Agreement No. C-8-0935 with
Mayer Hoffman McCann, PC; Agreement No. C-8-0936 with KNL Support
Services; and Agreement No. C-8-0937 with Mendoza Berger & Company, LLP
in an aggregate amount not to exceed a total of $80,000 for fiscal year 2009-10,
bringing the total of each contract to $200,000.

6. Orange County Treasurer's Management Report - May 2009

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

7. Orange County Treasurer's Management Report - June 2009

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

8. Local Agency Investment Fund - June 2009

A motion was made by Director Green, seconded by Director Brown, and
declared passed by those present, to receive and file as an information item.
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10.

11.

12.

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

Staff pulled this item to discuss financing options for the Measure M2 (MM2)
Freeway Mitigation Program.

Kirk Avila, Treasurer and 91 Express Lanes’ General Manager, provided a
handout and discussed six different financing scenarios. These scenarios were
put together in response to discussions held at both the Environmental Oversight
Committee and the Transportation 2020 Committee regarding how much of the
MM2 Freeway Mitigation Program could be financed up-front.

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

Second Quarter 2009 Debt and Investment Report

A motion was made by Director Green, seconded by Director Brown, and
declared passed by those present, to receive and file the Quarterly Investment
Report prepared by the Treasurer as an information item.

Transit Security Grant Award Authorization for 2008 and 2009

A motion was made by Director Green, seconded by Director Brown, and
declared passed by those present, to adopt Orange County Transportation
Authority Resolutions No. 2009-47 and No. 2009-48 authorizing the
Chief Executive Officer to accept grant funds and file grant-related agreements
with the United States Department of Homeland Security to update security and
preparedness plans, conduct staff training, exercises, and public awareness
campaign.

Approval of the Amended and Restated Orange County Council of
Governments Joint Powers Agreement

A motion was made by Director Green, seconded by Director Brown, and
declared passed by those present, to:

A. Approve the Amended and Restated Joint Powers Agreement
Establishing the Orange County Council of Governments.

B. Authorize the Chief Executive Officer to execute the Amended and
Restated Joint Powers Agreement Establishing the Orange County
Council of Governments.

Director Moorlach abstained from voting on this item.
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13.

Excess Liability Insurance Renewal

Director Moorlach pulled this item and asked how OCTA can be assured that
no commission or gifts are received by Marsh Risk and Insurance Services, Inc.,
from insurance carriers for the purchase of insurance coverage.

Craig Morris, Senior Vice President, Marsh Risk and Insurance Services, Inc.,
OCTA’s insurance broker of record, responded that all transactions are
completely transparent and approval from the proper authority is obtained prior
to making any transaction.

Al Gorski, Manager of Risk Management, stated that if a commission is applied,
it is accepted by Marsh on behalf of the client to reduce the total premium cost.
There is a transparency document that is provided to OCTA and is signed by
OCTA at every renewal.

A motion was made by Director Moorlach, seconded by Director Brown, and
declared passed by those present, to authorize the Chief Executive Officer to
issue Purchase Order No. A14151, in an amount not to exceed $550,000, to
Marsh Risk and Insurance Services, Inc., for the purchase of excess liability
insurance for the period November 1, 2009 to November 1, 2010.

Regular Calendar

14.

Excess Workers' Compensation Insurance Policy

Al Gorski, Manager of Risk Management, and Craig Morris, Senior Vice
President, Marsh Risk and Insurance Services Inc., OCTA'’s insurance broker of
record, provided information regarding the renewal of the Excess Workers’
Compensation insurance policy.

Committee Chairman Campbell commented that it had been reported that
Governor Schwarzenegger is proposing to sell a portion of the
State Compensation Insurance fund for $1 billion and asked if Mr. Morris could
offer any insight into who the buyer might be. Mr. Morris responded that at this
point, it was too early to tell what the transaction might look like.

Director Brown inquired whether the State of California still does the disability
rating on the number of jobs a person can or cannot hold or the actual medical
disability. Mr. Gorski responded that with State Bill 899, the disability rating is
medically-based.
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14.

15.

(Continued)

A motion was made by Director Green, seconded by Committee
Vice Chairman Amante, and declared passed by those present, to authorize the
Chief Executive Officer to execute Purchase Order No. A14027 for the renewal
of the Excess Workers’ Compensation Insurance Policy at the current
guaranteed rate of $0.4300 at statutory limits with a $500,000 self-insured
retention or less, for an annual premium not to exceed $500,000, for the policy
period of October 1, 2009 through October 1, 2010.

Fiscal Year 2008-2009 Procurement Status Report

Virginia Abadessa, Director of Contracts Administration and Materials
Management, provided background on the procurement status report and stated
this report covers the third and fourth quarters for fiscal year 2009.

Ms. Abadessa added that the report includes a look at the planned procurement
activities that are listed by each of the different Board Committees and dates.

Committee Chairman Campbell complimented staff on the updated format of the
report.

A motion was made by Committee Vice Chairman Amante, seconded by
Director Green, and declared passed by those present, to receive and file as an
information item.

Discussion ltems

16.

Interim Chief Executive Officer's Report

Acting Interim Chief Executive Officer, Patrick J. Gough, reported on upcoming
events and meetings.

Committee Vice Chairman Amante asked what the impact would be to the OCTA
budget if the gas tax revenue stream is lost. Ken Phipps, Acting Executive
Director of Finance and Administration, responded that the immediate effect
would be to the cooperative agreement with the City of Santa Ana for the
Bristol Street widening project and as a resulit of that, the City has been informed
that the revenue stream is in jeopardy, and the project should be placed on hold
pending the outcome.

Mr. Phipps added that it would not immediately affect bus operations.
OCTA had anticipated four more years of $23 million in gas tax revenues, the
next three years are earmarked for the Bristol Street widening project and the
fourth year the gas tax revenues return to bus operations.
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17. Committee Members’ Reports

There were no Committee Members' reports.
18. Closed Session

A Closed Session was not conducted at this meeting.
19. Adjournment

The meeting adjourned at 11:16 a.m.

The next regularly scheduled meeting of this Committee will be held at
10:30 a.m. on Wednesday, August 12, 2009, at the OCTA Headquarters.

ATTEST

Tammy Doran
Deputy Clerk of the Board

Bill Campbell
Committee Chairman
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OCTA

August 12, 2009

To: Finance and Administration Committee
From: Will Kempton, Chief Executive Officer %

Subject: Fiscal Year 2008-09 Internal Audit Plan, Fourth Quarter Update

Overview

The Orange County Transportation Authority Board of Directors adopted
the Orange County Transportation Authority Internal Audit Department
Fiscal Year 2008-09 Internal Audit Plan on August 13, 2008. This update
is for the fourth quarter of the fiscal year.

Recommendation

Receive and file the fourth quarter update to the Orange County Transportation
Authority Internal Audit Department Fiscal Year 2008-09 Internal Audit Plan.

Background

The Internal Audit Department (Internal Audit) is an independent appraisal
function, the purpose of which is to examine and evaluate the Orange County
Transportation Authority's (OCTA) operations and activities to assist
management in the discharge of its duties and responsibilities.

Internal Audit performs a wide range of auditing services that include overseeing
the annual financial and compliance audits, and conducting operational and
contract compliance reviews, internal control assessments, investigations,
pre-award price reviews, and Buy America reviews. All audits initiated by entities
outside of OCTA are coordinated through Internal Audit.

Discussion

The OCTA Internal Audit Department FY 2008-09 Internal Audit Plan (Plan)
(Attachment A) reflects the status of each project. As indicated in
Attachment A, numerous projects were completed or are still underway.

For the Plan year, Internal Audit completed 54 projects, including 32 pre-award
price reviews. Staff hours, as reflected in Attachment A, represent total hours
available annually for audit activities and are budgeted by project as a

Orange County Transportation Authority
550 South Main Street / P.O. Box 14184 / Orange / California 92863-1584 /(714) 560-OCTA (6282)
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preliminary estimate of the effort required to meet the audit objective. Actual
staff hours for the fiscal year 2008-09 Plan were under budget by
approximately 500 hours due to a vacancy in the department’s intern position
and numerous smaller projects undertaken in response to management,
Board of Directors (Board), or other public requests that are of an
administrative nature and were not charged to audit projects.

There are 22 audit projects open at June 30, 2009. Four of these are internal
audits which have been completed with draft reports under development or in
circulation. Nine are in various phases of completion, and six have not yet been
initiated. Internal Audit will carry forward all 19 of these projects to the OCTA
Fiscal Year 2009-10 Internal Audit Plan (FY 2009-10 Plan).

Internal Audit is proposing that three projects not be carried forward to the
FY 2009-10 Plan. The first is a planned audit of the Employment Section of the
Division of Human Resources and Organizational Development. The Employment
Section is responsible for the recruitment, selection, and hiring of OCTA
employees and the objective of the review was to ensure that adequate internal
controls govern these processes and that that the processes are efficient. With
significant reductions in employment activity during fiscal year 2008-09,
Internal Audit believes that such a review would be more appropriately scheduled
when activity resumes.

Secondly, Internal Audit is proposing that the Business Resumption Planning
review be cancelled. The Information Systems Department received approval
from OCTA’s Chief Executive Officer to proceed with a project to develop a
comprehensive business resumption plan. The project, including consultant
services, has been included in OCTA’s Fiscal Year 2009-10 Budget. A scope
of work has been developed and a request for proposal is expected to be
issued in the next few months.

Finally, Internal Audit is proposing that the call box maintenance review be
cancelled as a result of OCTA’s continuing efforts to reduce the number of call
boxes in Orange County.

Internal Audit continues to conduct a vast majority of price reviews in-house
which contributes to delays in completing other scheduled work. While
Internal Audit has a bench of four on-call firms available to conduct these
reviews, staff has found that using the firms can add to the time it takes to
complete the reviews. OCTA’s Contracts Administration and Materials
Management (CAMM) Department generally requests quick turnaround of
these reviews so that CAMM may begin negotiations with contractors. Internal
Audit appreciates this urgency and therefore, commits or redirects resources
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quickly to meet these requests. Internal Audit will incorporate more hours for
these reviews in the FY 2009-10 Plan and continue to work with the CAMM
Department to improve the timeliness of the price review process.

internal Audit Initiatives
Fraud Hotline

In March 2009, the Board authorized the outsourcing of a fraud hotline. The
hotline will provide an anonymous reporting mechanism for employees,
contractors, and the public to report suspected waste, abuse, or fraud.
Internal Audit has contracted with a vendor to provide this service 24 hours a
day, seven days a week. Internal Audit staff is working with the vendor to
develop and implement the hotline.

Quality Assurance and Self-Assessment

As required by Government Auditing Standards (Standards), Internal Audit
must have both policies and procedures guiding all of its work as well as a
process to periodically evaluate compliance with those policies and
procedures. Staff has made a considerable effort in the last six months in
conducting this self assessment and refining policies and procedures.

Peer Review Participation

In preparation for its first peer review in early 2010, Internal Audit has
volunteered to participate on peer reviews of the City of Los Angeles’
Auditor/Controller office and the City of Stockton’s Internal Audit Department.
This participation will serve as both opportunities to gain a better understanding
of the peer review process as well as opportunities to glean some best
practices from other audit departments. Because the Association of Local
Government Auditor's Peer Review Program is entirely voluntary, Internal
Audit’s participation will earn reciprocal credit for its first peer review.

Service Efforts and Accomplishments

In an effort to communicate the value or effectiveness of the internal audit
function, Internal Audit is reviewing various methodologies used by other
departments in the industry to collect, value, summarize, and communicate
internal audit efforts and results. These summations, generally called Service
Efforts and Accomplishments Reports, communicate the mission, goals, and
major accomplishments of an internal audit function.
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Audit Software Implementation

Internal Audit continues to work towards full implementation of Audit Leverage,
the department's audit software. Internal Audit has fully implemented the
workpaper and timekeeping modules of the software and has prepared the
FY 2009-10 Plan using the software’s risk assessment module. Internal Audit
will continue to populate the database and fine tune reports and other available
software features.

Findings and Recommendations Tracking

At the request of the Finance and Administration Committee, unresolved audit
recommendations are included with the quarterly updates to the Plan as
Attachment B. Internal Audit includes both findings and recommendations
generated internally, as well as those provided by regulatory auditors and
OCTA'’s independent financial statement auditors, Mayer Hoffman McCann P.C.

Summary

The Orange County Transportation Authority Fiscal Year 2008-09 Internal
Audit Plan is being closed-out. Three projects will be cancelled and other
incomplete projects will be carried forward to the Orange County
Transportation Authority Fiscal Year 2009-10 Internal Audit Plan.

Attachments

A. Orange County Transportation Authority Internal Audit Department
FY 2008-09 Internal Audit Plan Fourth Quarter Update

B.  Unresolved Audit Findings and Recommendations (Audit Reports Through
June 2009)

Prepared by:

Ll Lo/

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

August 12, 2009

To: Finance and Administration Cammitt

From: Will KemptoWg\ ‘

Subject: Draft Fiscal Year 2009-10 Internal Audit Plan

ive Officer

Overview

At the direction of the Orange County Transportation Authority’'s Board of
Directors, the Internal Audit Department develops and implements an annual
risk-based Internal Audit Plan. Implementation of an annual internal Audit Plan
assists management in the evaluation of the effectiveness and efficiency of
projects, programs and operations while ensuring that adequate controls and
safeguards are in place to protect Orange County Transportation Authority’s
assets and resources.

Recommendations
A. Approve the Draft Fiscal Year 2009-10 Internal Audit Plan.

B. Direct the Executive Director, Internal Audit to provide quarterly updates
on the Internal Audit Plan.

Background

The Internal Audit Department is an independent appraisal function whose
purpose is to examine and evaluate the Orange County Transportation
Authority’s (OCTA) operations and activities to assist management and the
Board of Directors in the discharge of their duties and responsibilities.

Discussion

The Internal Audit Department is presenting the Draft Fiscal Year 2009-10
Internal Audit Plan (Audit Plan) for the Board of Directors' approval. The Audit
Plan was developed using an enterprise-wide risk assessment. The Audit Plan
will be implemented using Internal Audit Department staff, on-call consultants,
the independent auditors for the annual financial audit of OCTA, and other
firms as needed.

Orange County Transportation Authority
550 South Main Street/ P.O. Box 14184 / Orange / California 92863-1584 /(714) 560-OCTA (6282)
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During the fiscal year, priorities and circumstances may change, requiring that
changes be incorporated into the Audit Plan. Internal Audit reports quarterly to
the Board of Directors on the status of the Audit Plan and will revise the Audit
Plan as needed to address these changes in priorities and circumstances.
Fiscal Impact

The Audit Plan has been developed within the resources available in the
adopted budget for fiscal year 2009-10.

Summary

The Audit Plan has been developed to support the Board of Directors and
OCTA management in the discharge of their duties and responsibilities to
safeguard the assets of OCTA while ensuring those assets are used in an
efficient and effective manner.

Attachment

A. Draft Fiscal Year 2009-10 Internal Audit Plan

Prepared by:

Kathleen M. O’Connell
Executive Director, Internal Audit
(714) 560-5669
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Mission of the Internal Audit Department

The mission of the Internal Audit Department (Internal Audit or Department) of the Orange
County Transportation Authority (Authority or OCTA) is to assist management and the Board
of Directors (Board) in the effective discharge of their duties and responsibilities to safeguard
the assets of the Authority while ensuring those assets are used in an efficient and effective
manner. To this end, Internal Audit serves as an independent appraisal function to examine
and evaluate the Authority’s operations, activities, internal controls, compliance,
opportunities, and risks.

Internal Audit Department Activities

Internal Audit is responsible for examining and evaluating financial, administrative and
operational activities of the Authority, and supplying management with information to assist
in its control of the assets and operations for which it is responsible.

Internal Audit provides a wide range of auditing services including annual financial audit
oversight, operational reviews, contract compliance reviews, internal control assessments,
investigations, pre-award and post-delivery Buy America reviews, and pre-award price
reviews. All audits initiated by entities outside of the Authority are coordinated through
Internal Audit.

In July 2007, the Government Accountability Office (GAO) broadly defined audits as
financial, attestation or performance audits. Financial audits, including financial statement
audits, are assessments of, and assurances about, an entity’s reported financial condition,
operating results, or other defined financial criteria. Attestation engagements are both
financial and non-financial and result in varying degrees of assurances about specific subject
matter. Price reviews conducted by the Internal Audit Department are an example of
attestation engagements whereby Internal Audit opines on specific elements of contractor
price proposals.

Internal Audit’'s efforts, however, are focused primarily on the third category of audits,
performance audits, as defined by the GAO. Performance audit objectives vary widely and
include assessments of program effectiveness, economy and efficiency, internal control,
compliance, and prospective analysis. To more accurately define the objectives of these
performance audits, Internal Audit categorizes audit projects in a more descriptive manner
as indicated below. It is important to note, however, that most audit projects include
objectives consistent with one or more of these audit types.

Compliance — Compliance audits are performed to ensure that the terms and conditions of
contracts, grants, memorandums of understanding or other agreements are being followed
and that there is compliance with Board adopted policies and procedures, management
policies and procedures, contract provisions, or regulatory requirements.

Price Review — Price reviews are conducted to determine if proposed pricing or costs are fair,

reasonable, and/or necessary. Cenrtain price reviews are mandated by federal or state
statutes, and others by Authority procurement policy.
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Financial - Financial audits focus on verification of financial transactions and balances.
Financial audits include the financial statement audits of the Authority and related legal
entities, as well as other attestation audits performed by external auditors to ensure
compliance with debt covenants and restrictions, or other legally mandated requirements.

Internal Control — Internal control audits are performed to ensure that there are adequate
controls in place to protect assets or resources. Internal controls include processes for
safeguarding assets as well as segregating incompatible duties.

Operational - An operational audit is performed to evaluate current operating procedures and
to determine if there are more efficient or effective ways to accomplish the goals of the
project, program, or activity. Operational audits generally include elements of an internal
control audit or a compliance audit.

Information Systems — Information systems (IS) audits are designed to evaluate controls
over the accuracy and reliability of electronic data. These audits focus on the IS system life-
cycles of planning and organization, acquisition and implementation, delivery and support,
and monitoring and evaluation.

Monitoring - Monitoring activities are carried out to gain insight into newly developed or
developing programs, or projects to allow auditors to continuously identify associated risk.

Follow-Up Activities — Activities and procedures undertaken to ensure that audit
recommendations are implemented or otherwise satisfactorily addressed.

Investigations — Activities undertaken in response to a complaint or allegation.

Fiscal Year 2008-09 Accomplishments

e Coordinated and assisted external auditors with the annual financial audit, including full
staff support for the National Transit Database Agreed-Upon-Procedures.

e Completed 52 audit projects and provided over 50 recommendations for improvements in
operations, policies and procedures, internal controls, and compliance.

o |ssued OCTA'’s first audit report in compliance with Government Auditing Standards
issued by the GAO.

o Worked with the audit subcommittee of the Orange County Local Transportation Authority
Taxpayers Oversight Committee to ensure the audit requirements of the subcommittee
were achieved during the annual financial audit and assisted the subcommittee in
addressing clarifications to the Measure M Ordinance or guidelines.

e Implemented the workpaper, time reporting, and risk assessment modules of the
Department’s audit software (Audit Leverage) and completed a full year's audit work
using the system, drastically reducing the Department’s paper usage and creating
efficiency in the review and approval of audit work.

e Conducted follow-up reviews of the implementation of audit recommendations and
reported progress quarterly to the Finance and Administration Committee.
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e Participated on numerous internal and external committees and task forces, including the
Professional Issues Committee of the Association of Local Government Auditors. This
committee provides feedback to standards-setting bodies on exposure drafts and other
proposed professional pronouncements.

e Collaborated with the Contracts Administration and Materials Management (CAMM)
Department to create greater efficiency in OCTA’s review of prices proposed by
architectural and engineering (A&E) firms.

e Conducted a training course for the CAMM Department to assist procurement
administrators in their review of smaller A&E price proposals.

e Completed the procurement of a vendor to provide 24/7 fraud hotline service.

Fiscal Year 2009-10 Goals

o Complete the implementation of OCTA’s fraud hotline, including the development of a
website, policies and procedures for investigation and reporting of activities, and a public
outreach plan.

e Assist the Human Resources and CAMM departments in the development of a training

program for OCTA’s newly adopted Code of Conduct.

Customize Audit Leverage reports to further improve the efficiency of the Department.

Complete an in-house self assessment of Internal Audit’s compliance with Government

Auditing Standards and modify or update policies and procedures accordingly.

Participate on two quality assurance (Peer) review teams to accrue reciprocal credit.

Undergo Internal Audit’s first Peer review.

Develop a formal training assessment for each internal auditor in the Department.

Complete the Fiscal Year 2009-10 Internal Audit Plan.

Internal Audit Organization

Government Auditing Standards require that auditors be independent in both fact and
appearance with respect to the entities for which they perform audit or attestation services.
Impairments to independence arise from three general classes — personal, external, and
organizational. Personal impairments result from relationships or beliefs that cause auditors
to limit the extent of inquiry, disclosure, or weaken or slant audit findings in any way.
External impairments to independence arise from external interferences that deter auditors
from acting objectively and exercising professional skepticism by pressures, actual or
perceived, from management and employees of the audited entity or oversight organizations.
Organizational impairments to independence result when the audit function s
organizationally located within the reporting line of the areas under audit or when the auditor
is assigned or takes on responsibilities that affect operations of the area under audit.

The Internal Audit Department has established mechanisms to identify and remedy personal
and external impairments to independence and OCTA has established an internal audit
function that is organizationally independent. The Internal Audit Department reports
functionally to the Board of Directors, and administratively to the Chief Executive Officer.
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Among all the organizational alternatives for government entity internal audit departments,
the GAO finds a presumption of independence where the audit organization is “elected or
appointed by a legislative body, subject to removal by a legislative body, and reports the
results of audits to, and is accountable to, a legislative body.”

Internal Audit Departmental Organization Chart

OCTA BOARD OF
DIRECTORS

Internal Audit Director Chief Executive Officer
Kathleen O’Connell, CPA Will Kempton

Senior Internal Audit
Section Manager
Janet Sutter, CIA

Senior Internal Auditors:

Ricco Bonelli

Gerald Dunning, CIA,
CISA, CFE

Serena Ng, CPA, CIA

Administrative Specialist Intern
Teri Lepe Charles Patterson

Risk Assessment Process

It is the responsibility of management of the Authority to identify, assess, and manage risk. It
is Internal Audit's responsibility to facilitate the identification and assessment of risk, and to
monitor and report on how well risks are being managed by the Authority. All organizations
face risks, which are defined as those events, actions, or inactions that could cause key
business objectives not to be achieved. To mitigate and manage these risks, an
organization typically implements internal controls, anticipates and plans for disruptions,
develops risk management programs, and engages in other risk mitigation activities.

The key business objective of the Authority is defined in its mission statement “Enhancing
the quality of life in Orange County by delivering safer, faster, and more efficient
transportation solutions.” Those solutions are imbedded in the core business units of the
Authority which include transit operations, regional transportation planning, development and
rail programs. These business units are supported by administrative functions. All of these
services are delivered through a variety of projects, programs, and activities.
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In planning for fiscal year 2009-2010 audit activities, Internal Audit began populating the
department’s new audit software, Audit Leverage, with risk assessment criteria by program,
project or contract, along with risk weightings and ratings. This process has allowed a much
more dynamic and flexible approach to risk assessment than has been used in years past.

Risk Assessment Methodology

First, Internal Audit created a comprehensive listing of projects, programs, or contracts
(auditable entities). Each was then classified by type:

Transportation Project
Transportation Program
Highway Project

Rail Program
Administrative Program
Information System
Account or Fund Balance
Contract

Next, Internal Audit defined a universe of risks that could be applicable to one, some, or all of
these project or program types:

Compliance Risk — The degree of regulatory oversight and the volume of regulations with
substantial fines, penalties, or other sanctions for noncompliance

Financial Risk — Financial exposure to the Authority
Complexity of Operations — The number of individuals, departments, contractors, information
systems, and manual processes involved in the delivery of this project or program. The

degree to which transactions require professional judgment or technical expertise

Operational Risk — The severity of impact of a disruption in the operation of this Authority
project or program on travelers in Orange County

Strategic Risk — The significance of this project or program to the Authority’s long term
success

Image and Reputation Risk — The intensity of public interest and awareness, and the visibility
of the project or program to the media

Internal Controls Risk — The extent to which internal controls have been designed,
implemented, and/or are operating effectively

Audit Committee Interest — Level of interest shown in this project or program by the Finance
and Administration Committee or the Board of Directors
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Security Risks — The impact of a security breach to Authority customers, contractors,
employees, or the public

Safety Risks — The degree of severity resulting from incidents or accidents

Control Environment — The degree to which management has fostered a culture that
includes appropriate internal control conscientiousness

Time Since Last Audit — The length of time since the last audit or review was conducted

The creation of a universe of project types and a compilation of all types of risk allowed Audit
Leverage to create, in a “batch” manner, a risk assessment unique to each type of project or
program.

Next, Internal Audit defined a five-point rating scale:

Rating Description

High Risk

Moderate to High Risk
Moderate Risk

Low to Moderate Risk
Low Risk

- NDNWhrbO

Finally, for each project type and risk, Internal Audit assigned ratings and weighted the
appropriate risks. The following tables demonstrate this process.

Example of an Administrative Program Risk Assessment:

Auditable Entity

Purchasing Cards Risk 2 4 3 - 2 4| 2 - 4 5 1 3.2
Weight 20%| 10%| 10%] - | 5% | 5% | 15%]} - | 10%] 20%| 5% | | 100%
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Example of a Highway Project Risk Assessment:

Auditable Entity

Highway Project Risks
-5 Gateway Risk 5 5 4 3 5 4.6
Weight | 40%| 25% | 10% | 15%] 10% | | 100%

As can be seen in the first example, several of the risk factors that were pre-populated by
Audit Leverage for this administrative program were not used, as they were not considered
appropriate risk factors for this particular auditable entity. Neither safety nor strategic risks
were considered applicable to a purchasing card program. For the |-5 Gateway highway
project, all risk factors were considered relevant. However, as can be seen, fewer risks were
applied to this project type. For example, operational risk, defined as the impacts of service
disruptions, would generally relate to an ongoing program rather than a construction project.
Thus, this risk would generally not apply to highway projects.

Like projects and programs, Internal Audit risk assessed all contracts with a term beginning
June 30, 2009 and greater than $1.5 million.

Following the risk assessment of each of approximately 200 auditable entities within OCTA,
Internal Audit summarized the results on the heat chart in Appendix A. The heat chart
translates the numerical risk ratings of each auditable entity into a more visually appealing
format.

The Risk Assessment also includes the results of an Information Systems Risk Assessment
that was conducted during fiscal year 2008-2009 by the professional services firm, Control
Solutions, Inc. That risk assessment identified five major control areas within the information
systems environment which should be reviewed on a periodic basis. These included system
continuity, information security, systems development, change management, and information
systems operations. Each has been included in the comprehensive OCTA Risk Assessment
at Appendix A, along with the risk ratings as determined by Control Solutions, Inc.

The Information Systems Risk Assessment did not include an assessment of risks relevant
to specific system applications. Therefore, Internal Audit bundled OCTA’s approximately
100 applications by function and assessed the risk of each bundle using specifically defined
information system risk assessment criteria. The results of these risk assessments are also
included in Appendix A.
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Internal Audit Plan Development

The Internal Audit Plan for fiscal year 2009-2010 at Appendix B calls for approximately 7,300
Internal Audit hours. Of these hours, approximately 725 relate to mandatory audit activities
and 645 relate to Internal Audit Department initiatives. The budget also includes 800 hours
for price review services. While the Department has external audit contractors that perform
these on an on-call basis, OCTA’s CAMM Department generally requests quick turnaround
of these reviews so as to assist them in contract negotiations with architectural and
engineering firms and in an effort to accommodate these requests, Internal Audit has been
conducting more price reviews in-house. This leaves approximately 5,900 hours for
traditional internal audits.

The Internal Audit Plan seeks to align limited audit resources with risk throughout the
organization while considering prior audit effort as identified in the Appendix B Risk
Assessment. The Internal Audit Plan also includes some subjective evaluation of other
factors that were not risk rated during the risk assessment process. For example, some high
risk entities in the Risk Assessment are not included in the Internal Audit Plan because they
are projects in their infancy. Several highway projects, while considered high risk due to
financial exposure, would be more suitably audited when more expenditures are incurred.
Other high risk entities were not included in the Internal Audit Plan because of current
situational factors. Such is the case with employment services. This audit project which was
included in the 2008-2009 Internal Audit Plan has been cancelled due to OCTA’s hiring
freeze and the redeployment of employment staff to other human resources activities.

OCTA also has several on-going initiatives that are proactively addressing risks related to
security and business resumption planning, therefore, these high risk auditable entities have
not been included in the Internal Audit Plan. For example, the Information Systems
Department is currently developing a scope of work for the preparation and implementation
of a disaster recovery plan. In addition, OCTA has embarked on a multi-year security
program which will address gaps found between newly developed security policies and the
current OCTA environment, as well as address compliance with regulations such as the
Homeland Security Act, the U.S. Patriot Act, the Health Insurance Portability Accountability
Act, and payment card security requirements.

Internal Audit will continue to refine the risk assessment module of Audit Leverage to include
emerging OCTA projects, programs, and contracts. Internal Audit will also continue to
assess the risk ratings and weightings included in Audit Leverage to most accurately reflect
risk to the organization and to allow the greatest coverage of that risk in the annual audit
planning process.
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Orange County Transportation Authority
Internal Audit Department
Risk Assessment by Program/Project/Contract
Fiscal Year 2009-10

Division

Functional Area

Project/Program
Contract
5 Year
RISK Audit

Executive ASSESSMENT History

Clerk of the Board

Public Records Requests
Form 700 Disclosures
Public Meeting Notice
Board of Directors Compensation and Ethics Compliance
Legal Services
Contracts > $1.5 million:
Woodruff, Spradiin and Smart P.C. ($2.8 million)
Motorist Services
Freeway Service Patrol Program and contracts ($1.6 to $5.1 million) Moderate to Higﬂl 2007
Call Box Program and Contracts > $1.5 million:
Comarco Wireless Technologies ($3 million)
Republic ITX ($1.6 million)

2009

511 Motorist Aid Program Moderate
Taxicab Administration Program Moderate to High|
Service Authority for Abandoned Vehicles Moderate

Planning and Development

American Recovery and Reinvestment Act (ARRA) |Moderate to High] 2010
Highway Project Delivery
Contracts > $1.5 million:
I-5 Gateway
URS ($12 million)
Caltrans Cooperative Agreement ($28.3 million)
Inspection, Survey & Public Awareness - Caltrop ($18 million)
Caltrans Cooperative Agreement ($124 million)
Cooperative Agreement with City of Buena Park ($2.3 million) Moderate
I-5 Pico to PCH Improvements (M2 - Project C) - P/A E/D
RMC, Inc. ($4.7 million) | Moderate |
I-5 from 1-405 to SR-55 and |-5 at Baranca
Caltrans Cooperative Agreement for PS&E ($2.5 milion)
I-5 Oso Parkway
Plans, Specifications and Estimates - CH2MHill ($1.5 million)
I-5 / SR-55 Transitway Connector
Caltrans Cooperative Agreement for Alternative Designs C12-054 ($2.0 million) ] Moderate I
1-405 Jamboree to SR-73 and SR-55 from 1-405 to MacArthur

Caltrans Cooperative Agreement ($19.5 million) m

i-405 from SR-55 to 1-605

2010
2010

2010

RFP Preparation for Improvements - PTG ($9.6 million) l Moderate I
1-405/SR-55 Inspection Support Services for MOS-1
Jacobs Civil Inc. ($2.3 million) [ Moderate |
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Orange County Transportation Authority
Internal Audit Department

Risk Assessment by Program/Project/Contract

Fiscal Year 2009-10

SR-57 Improvements

Caltrans Cooperative Agreement for ROW Support Services - Jacobs Civil ($6.5 million)

RISK

5 Year
Audit

ASSESSMENT History

Design - CH2MHill C71247 (M2 - Project G) ($6.0 million)

Moderate

Design - RFB C70887 (M2 - Project G) ($6.7 million)

Moderate

SR-22 Projects

SR-22 Design Build Management Contract - PTG

Moderate to Hig

Design/Construct Thunderbird Sewer Station Improvements - GG Santitation Dist. (1.9 million)

Cooperative Agreement with OCFCD ($1.5 million)

SR-91 Improvements

Caltrans Cooperative Agreement for Design Services ($1.7 million)

West County Connectors

Design Services — Parsons Transportation Group ($9.6 million)

On-call Environmental Services - Kleinfelder ($2.5 million)

On-call Design Services - Carter & Burgess, Miralles Associates, STV Inc. ($1.9 million)

Project Management Consultant Services - Hatch Mott McDonald ($1.7 million)

Moderate

Grade Separation Projects
Contracts > $1.5 million:
Kraemer Boulevard

Design - HTNB ($4.7 million)

| Moderate to Highl

Lakeview Avenue

Design - CH2MHill ($3.5 million) IModerate to Higﬁ]
Orangethorpe Avenue

Design - DMJM Harris AECOM _($6.2 million) IModerate to Higﬁl
Tustin Avenue

Design - Biggs Cardosa Associates $4.4 million |Moderate to Higp_J
Placentia Boulevard

Design - MTK Engineering ($1.8 million) Moderate to High|
Raymond Avenue Moderate to High|
State College Boulevard Moderate to High
Plan Check Services for 5 Grade Separation Projects - Althalye Consulting ($2.0 million) Moderate to High|

Highway Project Management

Project Controls

Moderate to High

Change Order Controls

Highway Project Mitigation Program

Moderate to High

Local Projects

Combined Transportation Funding Program — Measure M Competitive

Measure M Turnback

Measure M Go-Local Projects
Contracts > $1.5 million:

City of Anaheim Fixed Guideway Alternatives Analysis & Env. Clearance ($5.9 million) Moderate to High|
City of Santa Ana Fixed Guideway ($5.9 million) Moderate to High|
City of Irvine Fixed Guideway Cooperative Agreement ($5.2 million) Moderate to Highj
Measure M2 Environmental Mitigation Program Moderate to High)
Measure M2 Water Quality Program Moderate to High
Measure M1/Prop 1B Signal Sychronization Program - 10 corridors Moderate to High
Measure M2 Regional Transportation Signal Synchronization Program Moderate to High|
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Orange County Transportation Authority
Internal Audit Department
Risk Assessment by Program/Project/Contract
Fiscal Year 2009-10

o vear
RISK Audit
ASSESSMENT History
Facility Projects

Facility Project Management | Moderate |
Contracts > $1.5 million:
Sand Canyon CNG Fueling Facility - Clean Energy ($3.7 million) Moderate to High
Fullerton Parking Expansion - City of Fullerfon ROW Acquisition ($3.2 million) Moderate to High
Irvine Transportation Center Parking Structure Moderate to High| 2010
Sand Canyon Base Building Modifications - Dalke & Sons Construction ($2.6 million) Moderate
Revenue and Revenue Sharing Contracts 2010
Right of Way and Real Estate Administration 2010

Rail Programs

Metrolink
Contracts > $1.5 million:
Metrolink Cooperative Agreement for 30 Minute Service ($87.9 million)
Metrolink Cooperative Agreement for Grade Crossing/Quiet Zones ($60 miflion)
Atchinson, Topeka & Santa Fe Track Construction along SB Subdivision ($26.5 million)
Parsons Brinkerhoff Project Management for Metrolink Expansion ($5 million)
Soundwall Esparanza/Orangethorpe at Imperial - City of Anaheim ($2.3 million)
Metrolink Audit Activities
Metrolink Ridership and Revenue & Expense Allocations
High Speed Rail
Contracts > $1.5 million:
CHSRA Cooperative Agreement for E.I.R. for Anaheim to Los Angeles Segment ($7.0 million)
Anaheim Regional Transportation and Intermodal Center (ARTIC)
Contracts > $1.5 million:

City of Anaheim Cooperative Agreement ($6.0 million) Moderate
_ Environmental & Advanced Design - Jones & Stokes ($2.9 million) Moderate
Rail Right of Way Maintenance Services Moderate

Transit Operations

Community Transportation Services

ACCESS Eligibility BT oo

ACCESS Service
Contracts > $1.5 million:
Veolia Transportation ACCESS, Fixed Route, etc through June 2009 ($95.6 million) 2007
MV Transportation Contracted Fixed Route, etc. through 2013 ($33.7 million) 2010

Senior Mobility Programs
Contracts > $1.5 million:
Funding agreements with Orange County Cities for Senior Mobility Programs ($6.0 million) lModerate to Hig_tll
Maintenance

Base Facilities Moderate
Vehicles Moderate to High| 2010
Stops & Zones Moderate
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Orange County Transportation Authority
Internal Audit Department

Risk Assessment by Program/Project/Contract

Fiscal Year 2009-10

Fixed Route Operations

5 Year
RISK Audit
ASSESSMENT History

Operations Training Moderate to High| 2007
Company Equipment Assigned Vehicles Moderate 2006
Operations Field Supervision Moderate
Fare Evasion Moderate

Lost and Found Operations

Central Communications

Radios and Dispatch

Transit System Security
Contracts > $1.5 million:

Orange County Sherrifs Department ($9.9 million) [Moderate to High|
Bus Rapid Transit
Contracts > $1.5 million:
Design Services Bus Stop Enhancements - IBl Group ($2.5 million) Moderate to High|
Bus Service Reduction Program Moderate
Vehicle Dispositions Moderate
Measure M Transit Programs Moderate
Project S - Shuttle Services Moderate
Project V - Community Circulators Mderate

Janitorial Service Contracts

P

Security

Security — Infrastructure Moderate to High|
Security — Documents and Critical Information Moderate to High

Security — Rolling Stock

Disaster Preparedness and Business Resumption

Moderate to Hiih

Finance and Administration

Financial Planning & Analysis

Budget Development & Monitoring Moderate
Performance Measures Moderate
Comprehensive Business Plan Moderate

Treasury / Public Finance Management

Investments

| nion QRN

Contracts > $1.5 million:

Investment Advisory & Management Fees - Saloman Smith Barney ($3.4 million)

Moderate to High| 2010

Investment Advisory & Management Fees - Bear Stearns ($3.5 million

Moderate to High| 2010

investment Advisory & Management Fees - Payden & Rygel ($2.3 million)

Moderate to High| 2010

Investment Advisory & Management Fees - State Street Giobal Advisors ($2.1 million)

Moderate to High} 2010

Arbitrage Rebates

Moderate

Toll Roads

Toll Road Revenue Collection

| high  JERD

Toll Road Contracts > $1.5 million

Toll Road Operations - Cofiroute USA LLC ($30.1 million) Moderate to High| 2006
Toll Road Transponders - SIRIT Corp. ($2.2 million) Moderate
Toll Road Buiiding Lease - LBA Realty Fund ($1.5 million) Moderate

Investor Relations Moderate
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Orange County Transportation Authority
Internal Audit Department
Risk Assessment by Program/Project/Contract
Fiscal Year 2009-10

5 Year
RISK Audit
ASSESSMENT History
Accounting and Financial Reporting

General Accounting Moderate

Financial Reporting Moderate Annual
Cost Allocation Plan Moderate to High; 2010
National Transit Data Reporting Moderate to High{ Annual
Measure M Accounting & Reporting Moderate Annual

Sales Tax Revenue 2010
Farebox Revenue Collection and Armored Car Services 2008
Contracts > $1.5 million:
Sectran Security Armored Car and Revenue Counting ($3 million) 2008

Grants Management & Accounting 2009
Accounts Payable
Purchasing Cards 2009
Corporate Credit Cards
Accounts Receivable
Capital Assets 2009

General Services
Printing and Reprographics
Records Management Moderate 2007
Building Operations / Lease Administration
Contracts > $1.5 million

P M Realty (Administration Building Lease) Moderate
Access & Identification Cards Moderate 2007
Risk Management
Insurance Program Administration Moderate
Liability Claims Management Moderate to High| 2007
Workers Compensation Moderate to Highj 2006

Human Resources and Organizational Development

Employment _
Preemployment Testing and Background High
Performance Management and Discipline Moderate to High

Transfers and Terminations

Merit and Promotion

Restricted Duty Moderate

Personnel Records

Extra Help and Contract Staffing
Compensation, Payroll and Benefits

Payroll 2009
Payroll — Overtime Moderate to High| 2009

Payroll — Special (Termination Pay, Lump Sum Pay, etc.) Moderate to High| 2009
Payroll — Garnishments ;
Heathcare Plans

Contracts > $1.5 million:

AETNA Healthcare ($2.9 million) Moderate to High] 2006
Family Medical Leave Act Moderate
Flexible Benefits
Orange County Employees Retirement Sysiem Moderate 2008
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Orange County Transportation Authority
Internal Audit Department
Risk Assessment by Program/Project/Contract
Fiscal Year 2009-10

5 Year
RISK Audit
ASSESSMENT  History
Heaith insurance Portability and Accountability Act Moderate 2007
Teamsters Pension Trust Fund
Employee Assistance Program
Employee and Labor Relations
Contract Negotiations Moderate
Unemployment Claims
Grievances
Employee Relations Training OV
Equal Employment Opportunity Moderate
Training & Development
Mandated Training Moderate
Training and Development Programs Moderate
Safety & Environmental Compliance o
Safety Programs High .= 2010
Drug and Alcohol Program High g 2009
Medical Examinations High 2009
Loss Control and Accident Analysis
Department of Motor Vehicles Pull Notice Program High
Wellness Program
Environmental Compliance Program Moderate to High] 2007
Contracts & Materials
Procurement
Procurement Activities - Contract Modifications & Terminations Moderate
Procurement Activities - Cost Estimates Moderate to High
Procurement Activities - Cost Proposal Evaluation “ 2010
Procurement Activities - IFB & RFP Development Moderate
Procurement Activities - Protests Moderate
Procurement Activities - Retainage Moderate
Procurement Activities - Small Purchases Moderate
Rolling Stock and Inventory Contracts
Contracts > $1.5 million:
New Flyer 40 foot low floor CNG buses ($130.2 million)
Creative Bus Sales 31 CNG Buses ($12.4 million) Moderate to High
Creative Bus Sales 33 Paratransit Cutaways ($3.4 million) Moderate to Hig
Southern Counties Oil - Deisel fuel purchases through 2013 ($15.2 million) ' High' IS
IPC USA - Unleaded fuel purchases through 2013 ($15.1 million) High
Bridgestone/Firestone Tires ($10.2 million) 2010
Applied Liquid Natural Gas Technologies High B 2007
Buy America Compliance Annual
Maintenance Inventory
Maintenance [nventory Management Moderate to High| 2010
Warranty Administration 2010
Fuel Dispensing Controls 2010
Disadvantaged Business Enterprise Program Moderate 2007

Appendix A - Page 6



Orange County Transportation Authority
Internal Audit Department

Risk Assessment by Program/Project/Contract
Fiscal Year 2009-10

Information Systems

Information Systems Continuity

5 Year
RISK Audit
ASSESSMENT History

Information Systems Security Moderate to High)
Information Systems Development Moderate
Information Systems Change Management Moderate to High| 2010
Information Systems Operations Moderate
Critical Information Systems Applications ‘
Fixed Route Radio Systems (software supporting all radio communicatinos) m Monitor
2010
Fixed Route Planning Information Systems ( dispatch, scheduling, routing, runcutting) g
Fixed Route Data Information Systems (farebox data, passenger counts and reporting, etc.) g
Procurement and Inventory Information Systems (Ellipse, CAMMNet) Moderate
Time Reporting and Payroil information Systems g 2009
Customer Service Information Systems (Call center, Rideshare, FSP, etc.) Moderate to High|
Safety and Security Systems (Video cameras, Hazmat tracking, etc.) Moderate
Financial Transactions and Records Systems (fund accounting, budgeting, data warehousing) Moderate to High|
Interagency Communications (voice response for operations scheduling, voicemail, phone) Moderate
Information Systems Hardware Moderate to High|
Telecommunications Equipment Moderate to High| 2010

External Affairs

Communications, Customer Relations, Marketing

Bus Advertising Moderate 2007
Marketing Programs and Contracts Moderate
Media Relations Moderate

VanPool Program

2009

Web Development

Pass Sales Programs

Pass Sales — Special Programs (Reduced Fare)

Moderate to High

Customer Service

Moderate

Contracts > $1.5 million:

Customer Information Center Alta Resources ($6.9 million)

[Moderate to High| 2010

Government Relations

Federal Relations Moderate
State Relations Moderate
Local Outreach Moderate

Appendix A - Page 7



APPENDIX B: Fiscal Year 2009-10 Internal Audit Plan

Draft Fiscal Year 2009-10 Internal Audit Plan
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OCTA

August 12, 2009

To: Finance and Administration Co W
From: Will Kempton, Chief EXM cer
Subject: Agreement for Oniqua Analytic Suite Maintenance Implementation

Overview

As part of the Orange County Transportation Authority’s Fiscal Year 2010
Budget, implementation of the Oniqua Maintenance Analytics Software System
is planned. A proposal was solicited and received from Oniqua, Inc. in
accordance with the Orange County Transportation Authority’s sole source
procurement procedures.

Recommendation

Authorize the Chief Executive Officer to execute Agreement No. 9-0555 between
the Orange County Transportation Authority and Oniqua, Inc., in an amount of
$129,700, for implementation assistance and expertise with the maintenance
module of the Oniqua Analytic Suite. The scope of this effort will include project
management, design, configuration, programming, training, testing, and go-live
support.

Discussion

The Orange County Transportation Authority (Authority) purchased the software
license for Oniqua’s Inventory Optimizer, Procurement Strategizer, and
Maintenance Analyzer in 2004 as complementary products to Ellipse, Mincom’s
integrated maintenance and materials system.

Ellipse, implemented in June 2007, is the Authority’s system that encompasses
the activities of plant and equipment maintenance, warehousing, inventory,
procurement of all goods and services, and costs associated with the
aforementioned.  Additionally, it interfaces with CAMM NET for vendor
solicitations, Integrated Financial and Administrative Solution for both vendor
invoicing and financial transactions, and several maintenance-based systems
dealing with fuel, labor, and bus scheduling.

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

During the implementation of Ellipse version 5.2.3.7, the three Oniqua products
were installed, some configuration was performed on the software, and data
conversion work from the legacy system was completed. Due to project
constraints related to the Ellipse implementation, it was decided to defer the
implementation of Oniqua at that time.

Onigua Maintenance Analytics is software that runs apart from Ellipse but is
integrated with Ellipse via data interfaces. Once the maintenance data is in
Oniqua Maintenance Analytics, the maintenance staff can apply advanced
statistical forecasting methods to determine the most cost-efficient means of
maintaining our equipment. Variables can be changed, and “what if” scenarios
run instantly to provide results for review and comparison to
previous scenarios. For example, we may be performing a preventive
maintenance operation every 15,000 miles, but Oniqua will evaluate the
situation and may suggest to perform the operation more or less frequently
given the failure history and ultimate cost or risk of failure. Once satisfied, the
maintenance staff can instruct Oniqua to send its results to Ellipse for
automatic updating of the Ellipse data, a method which saves the time spent on
manual data entry.

The goal of Oniqua Maintenance Analytics software is to maximize a firm's
equipment investment via the ‘right’ level of preventive and predictive
maintenance. Authority staff will be able to balance the confiicting costs of
performing maintenance activities against the penalties associated with
unexpected equipment failure. To achieve this under current conditions would
take hundreds of hours of time spent by maintenance personnel.

Research and client comments in regard to the benefits of the Oniqua
maintenance software generally fall into four categories contributing to a return
on investment; decreasing the cost of preventive maintenance (10-15 percent),
instituting continuous improvement initiatives (15-20 percent), reducing the
total cost of equipment ownership (5-10 percent), and reduced spending on
non-critical equipment. An effective implementation is anticipated to yield a
considerable return on investment, with a pay back period of less than one
year.

It is the Authority’s intention to implement the Oniqua Analytics Suite (OAS) and
integrate it fully with Ellipse in three separate phases: inventory, maintenance,
and procurement. This expenditure addresses the implementation of
maintenance.

The Oniqua inventory implementation project is currently in process with
completion scheduled for August 2009. Though not yet “live’, the Contracts
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Administration and Materials Management staff assigned to the project are
already realizing benefits of using Oniqua’s software in terms of applying
principles of cost modeling to deduce more appropriate economic order quantities
and applying them to the production Ellipse system. Additionally, several
processes have been highlighted as being inefficient and are under review for
potential revision.

Procurement Approach

This procurement was handled in accordance with the Authority’s sole source
procurement procedures which provides for professional and technical
services. The Authority purchased the OAS software as part of the Ellipse
project. There are three separate phases for the implementation of OAS, the
sequence being inventory, maintenance, and procurement. Award is
recommended to Oniqua for this procurement to implement the OAS
maintenance module. Oniqua has technical expertise relating to the analytic
software solution and is currently performing the implementation of the
inventory module.

Onigua is uniquely qualified to perform the services for the following reasons:

Onigua Analytic Suite is Oniqua’s proprietary software only available and
licensed through Oniqua. Oniqua was part of the original Ellipse
implementation, and as such has specific knowledge about the Authority’s data
and business practices. Oniqua is currently in the process of assisting the
Authority with the implementation of the inventory module that was procured in
March 2009 and is scheduled to “go live” in August.

The contract is a firm-fixed price in the amount of $129,700.

Due to the fact that this is a sole source request over $50,000, the Authority’s
Internal Audit Department has conducted a price review and has found the
price quoted by Oniqua to be fair and reasonable.

Based on the above and given the proprietary nature of Oniqua’s product, this
award is recommended to Oniqua.

Fiscal Impact

The project was approved in the Orange County Transportation Authority’s
Fiscal Year 2010 Budget, Information Systems, Finance and Administration,
Account 1281-7519-IX074-SY3, and is funded through Federal Transit
Administration Section 5307 funding.
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Summary

Based on the information provided, staff recommends award of
Agreement 9-0555 to Oniqua, Inc., in the amount of $129,700, for
implementation services related to Oniqua’s Maintenance Analytics software
and its integration with Ellipse.

Attachment

A. Price Review of Oniqua, Inc., Internal Audit Report No. PR10-001

B. Assessment of Level of Effort of Oniqua, Inc.
Prepared by: Approved by:

' %M % %x,},m
Annette Hess enneth Phipgs 7
IS Business Strategist Acting Executive Director,
Information Systems Finance and Administration
(714) 560-5536 (714) 560-5637
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July 22, 2009

To:

From:

Subject:

ATTACHMENT A

INTEROFFICE MEMO

Virginia Abadessa, Director
Contract Administration and Materials Management

Janet Sutter, Senior Section Manager =5

/IM

Internal Audit "

¥

Price Review of Oniqua, Inc., Internal Audit Report No. PR10-001

Attached hereto is the Price Review of Oniqua, Inc., Internal Audit
Report No. PR10-001.

c. Kathleen O'Connell
Carolina Coppolo
Sue Ding



ORANGE COUNTY TRANSPORTATION AUTHORITY
INTERNAL AUDIT DEPARTMENT

OCTA

Price Review of
Oniqua, Incorporated

Implementation of Oniqua Analytic Suite —
Maintenance Analyzer

INTERNAL AUDIT REPORT NO. PR10-001

July 22, 2009

risk analysis

advisory / consulting
objective

financial / compliance / controls
independent

Internal Audit

operational / functional / performance

Internal Audit Team: Kathleen M. O’Connell, CPA, Internal Audit, Executive Director
Janet Sutter, CIA, Section Manager




ORANGE COUNTY TRANSPORTATION AUTHORITY
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Price Review of Oniqua, Inc.
July 22, 2009
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ORANGE COUNTY TRANSPORTATION AUTHORITY
INTERNAL AUDIT DEPARTMENT
Price Review of Oniqua, Inc.
July 22, 2009

CONCLUSION

The Internal Audit Department (Internal Audit) of the Orange County Transportation
Authority (OCTA) has completed a pre-award price review of a fixed price proposal submitted
by Oniqua, Inc. for implementation of the Maintenance Analytic Suite (Suite), a proprietary
product of Oniqua. The fixed price consisted of standard daily rates for labor and travel costs.
In Internal Audit's opinion, the rates proposed by Oniqua for the Suite appear fair and
reasonable; however, Internal Audit's review did not include assessment of the level of effort
required for this project. As such, Internal Audit is unable to opine on the proposed labor
hours. Internal Audit has recommended that the Contract Administration and Material
Management (CAMM) Department obtain an independent assessment of the required level of
effort from the Project Manager and review this in conjunction with the vendor rates to ensure
that the overall project price is fair and reasonable.

BACKGROUND

CAMM issued Request for Proposal (RFP) No. 9-0555 on June 25, 2009, for services in
relation to implementation of maintenance analytic software. Because the software is
proprietary and there are no authorized resellers of the software product or support services,
this RFP was issued as a sole source request to Oniqua.

OBJECTIVES, SCOPE, AND METHODOLOGY

At the request of the CAMM Department, Internal Audit conducts price reviews of sole source
procurements that exceed $50,000. The objective of this price review was to ensure that
proposed rates appear fair and reasonable.

The scope included review of daily labor rates and travel costs.

The methodology included comparison of the proposed daily labor rates and travel costs to
the rates included in Price Review No. 09-315 for another Oniqua proposal, and to estimate
travel rates obtained from the internet for air, hotel, and per diem expenses.

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.

This review was also conducted in accordance with relevant standards applicable to
attestation engagements issued by the American Institute of Certified Public Accountants.
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Compliance with these standards relates to the work performed by Internal Audit in
performing procedures related to this price review and does not intend to, and does not,
constitute an audit of the contractor, its financial condition, results of operations, indirect rate,
or system of internal control.

This report is intended solely for the information and use of the CAMM Department of OCTA
and is not intended to be, and should not be, used by anyone other than this specified party.

AUDIT RECOMMENDATION

Internal Audit recommends that CAMM obtain an independent assessment of the required
level of effort to ensure the overall proposed cost is fair and reasonable. The independent
cost estimate provided to CAMM was derived in consultation with the vendor. The project
manager should provide CAMM with an independent estimate of the required level of effort.
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August 4, 2009

To: Virginia Abadessa, Director

Contracts Administration and Materials Management
From: Annette Hess, Information Systems Business Strategist w\/
Subject: Assessment of Level of Effort of Oniqua, Inc.

As requested by the Internal Audit report PR10-001 Price Review herein | am
providing a separate independent estimate of the level of effort. RFP 9-0555
is for the implementation of the Maintenance Analytic module.

My report is based on our recent experience with the vendor, Oniqua, for the
implementation of the Inventory module and past experience of numerous
other projects of a similar nature.

For the purpose of this report the comparison will be made based on work
days. The vendor is proposing 68 work days of effort that includes up to 4
individuals at any given time. This time will be spread over a 4 month period
but the bulk of the work will be accomplished within the first 3 months including
the go-live event.

In comparison the Inventory implementation (C-8-1335) proposed 60 work
days of effort. This project is nearing completion. Oniqua has kept to the
proposed schedule and number of work days. This project included
installation of hardware and software where as the Maintenance
Implementation will not require any installation.

It is my assessment that the Maintenance Implementation is more complex
than the Inventory Implementation in three areas; configuration, training and
interfaces between the Oniqua software and Ellipse. We will be training three
times more people than we did for the Inventory module. The configuration
and interfaces go hand in hand. Whereas the Inventory module analyzes
inventory levels and replenishment strategies, the Maintenance module
analyzes the costs of performing a wide range of maintenance activities
against the safety and cost penalties associated with unexpected equipment
failure. The dynamic element of employee labor rates, skills, availability also
have to be factored into the analysis. As a result more planning, configuration
and testing is required.




So the additional days of work for the Maintenance module is quite
reasonable. Furthermore, in comparison to other projects such as the Ellipse
Implementation at the extreme end and the upgrade of Lawson at lesser end,
the estimated work effort for both the Inventory and Maintenance effort is the
shortest project turn around | have ever experienced, particularly for a Firm
Fixed bid. Oniqua appears to be very aware of the level of expertise and effort
required to get the work done without a lot of excess.

c: Carolina Coppolo
Sue Ding
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August 12, 2009

To: Finance and Administ

From: Will Kempton ief

Subject: 2008 Audit of Agreement No. C-1-2069 Between Orange County
Transportation  Authority and  Parsons  Transportation
Group, Inc. - Project Management Services for the Garden Grove
Freeway (State Route 22) Design-Build Project

Overview

At the direction of the Internal Audit Department of the Orange County
Transportation Authority, a close-out audit of Agreement No. C-1-2069 between
the Orange County Transportation Authority and Parsons Transportation
Group, Inc. for project management services for the Garden Grove
Freeway (State Route 22) Design-Build Project has been completed.
Recommendations have been offered to improve contract management and
administration.

Recommendations

A. Direct Orange County Transportation Authority staff to implement
recommendations in the 2008 Audit of Agreement No. C-1-2069 Between
Orange County Transportation Authority and Parsons Transportation
Group, Inc. - Project Management Services for the Garden Grove
Freeway (State Route 22) Design-Build Project.

B. Direct staff to refer finding and recommendation number two related to
prevailing wage compliance to the California Department of Industrial
Relations, if satisfactory evidence of compliance has not been provided by
Parsons Transportation Group, Inc. to the Orange County Transportation
Authority Internal Audit Department by August 29, 2009.

Background
The Internal Audit Department (Internal Audit) of the Orange County

Transportation Authority (OCTA), through a competitively awarded contract,
engaged GCAP Services, Inc. (GCAP), a professional audit firm, to perform a

Orange County Transportation Authority
550 South Main Street / P.O. Box 14184 / Orange / California 92863-1584 /(714) 560-OCTA (6282)
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contract close-out audit of the Garden Grove Freeway (State Route 22)
Design-Build project for the period July 2005 through December 2007. Following a
negotiated settlement with construction contractor Granite-Myers-Rados (GMR), in
which OCTA and GMR agreed to pursue no further claims, Internal Audit revised
the scope of the audit to include only Agreement No. C-1-2069 (Agreement)
between OCTA and Parsons Transportation Group, Inc. (PTG). The Agreement
was executed in January 2002, at a total value of $44.6 milion for project
management services. The Agreement included fully-burdened hourly rates with a
fixed escalation and profit.

GCAP’s scope of work for the audit included review of the Agreement terms,
review of documentation supporting invoices paid by OCTA, review of other
documentation required under the terms of the Agreement, and an evaluation
of OCTA's internal controls over the management of the Agreement.

Discussion

The audit identified five findings and recommendations that are included in the
audit report in Attachment A. Management has provided responses to these
findings and recommendations in Attachments B, C, and D.

The first finding on page 10 of the audit report relates to four identified
differences between fully burdened labor rates in the Agreement and those
calculated by GCAP for one PTG subcontractor. GCAP recommended that all
fully burdened rates be verified for accuracy prior to contract execution.
Management of the Contracts Administration and Materials Management
Department agreed with the recommendation and has indicated they will work
with staff to ensure consistent application of this control.

The second finding and recommendation on page 12 of the audit report relate
to Agreement provisions on prevailing wages. In short, the eighth amendment
to the Agreement requires that PTG comply with the California Labor
Code (Code). During its review of hourly rates, GCAP noted several PTG
prevailing wage-covered employees and requested documentation to
substantiate compliance. PTG was unwilling or unable to provide this
documentation. GCAP recommended that OCTA review current agreements to
ensure that necessary prevailing wage language was included and conduct
reviews to insure compliance. OCTA management disagreed with the finding,
noting that the Agreement was amended to specifically address this
requirement. OCTA legal counsel concurred that the contract language was
adequate.
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As to conducting periodic reviews of Code compliance, management indicated
that under the Code, there is no requirement that this documentation be
provided to or reviewed by OCTA. Internal Audit agrees that while OCTA
reviews are not required, when conducted, PTG must produce documentation
supporting its compliance, as required by the Agreement and the Code.

Since GCAP issued its report, Internal Audit has requested that PTG provide,
directly to Internal Audit, certified payrolls as evidence of compliance with the
Code. To date, the information provided has been neither complete nor correct.
Internal Audit recommends that this issue be referred to the California
Department of Industrial Relations if PTG is unable to produce satisfactory
evidence of compliance by August 29, 2009.

The third finding and recommendation on page 14 of the audit report relate to
documentation supporting a $2.5 million contract amendment. Because the
OCTA project manager for the State Route 22 (SR-22) project had left OCTA
after the amendment was executed, documentation was not readily available
for the auditors. The current OCTA project manager has since located the
support for Amendment No. 11 to the Agreement (Attachment B).

The fourth finding and recommendation on page 14 of the audit report relate to
the review of PTG invoices by OCTA’s Accounting Department prior to
payment. Based on observation and discussion with Accounting Department
staff, GCAP recommended that the Accounting Department perform certain
mathematical and contract compliance checks prior to payment. Management
indicated that procedures have been developed to ensure the accuracy of
invoice payments (Attachment C).

The fifth and last finding and recommendation on pages 15 and 16 of the audit
report relate to the development of fixed contract escalation rates. Like other
contracts at OCTA, the PTG Agreement incorporated an annual fixed
escalation rate of 4 percent on labor costs. As part of its testing, GCAP
reviewed these escalated rates, as shown under the “direct labor rate” column
on page 16, to the actual pay rates of the employees, as shown under the “per
documentation” column, for the second, third, and fourth years of the
Agreement.

The “variance” column on page 16 of the audit report indicates that variances
were most often in OCTA's favor. For example, the first employee’s escalated
labor rate being billed to OCTA was $50.89 in the second year of the
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Agreement. This compares favorably to the $52.00 per hour the employee was
actually paid by PTG. GCAP recommended that OCTA perform similar
analyses on large construction management contracts as a means of
determining the effectiveness of this escalation strategy. Management agreed
with the recommendation and will continue to monitor its effectiveness
(Attachment D).

Summary

Based on results of an audit of an agreement between OCTA and PTG for project
management services for the SR-22 project, Internal Audit's contract auditors,
GCAP, have offered recommendations for improvement in contract management
and administration. Management has indicated that recommendations will be
implemented or otherwise satisfactorily addressed.

Attachments

A. 2008 Audit of Agreement C-1-2069 Between Orange County Transportation
Authority (OCTA) and Parsons Transportation Group, Inc. (PTG) — Project
Management Services for State Route 22 Design-Build Project

B. 2008 Audit of Agreement Between Orange County Transportation Authority

and Parsons Transportation Group, Inc.

Audit of Agreement C-1-2069 Management Response

Response to 2008 Audit of Agreement Between Orange County

Transportation Authority and Parsons Transportation Group, Inc.

o0

Prepared by

! YiLiLeb 4
hleen M. OConneIl

Executlve Director, Internal Audit
(714) 560-5669
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2008 AuUDIT OF AGREEMENT C-1-2069 BETWEEN
ORANGE COUNTY TRANSPORTATION AUTHORITY (OCTA)
AND
PARSONS TRANSPORTATION GROUP, INC. (PTG)

PRrRoOJECT MANAGEMENT SERVICES
FOR
STATE ROUTE 22 DeSIGN-BUILD PROJECT

PREPARED BY
GCAP SERVICES, INC.

FINAL REPORT
JANUARY 29, 2009
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1.0 Introduction

1.1 Background

The Orange County Transportation Authority (OCTA) issued contract agreement C-1-
2069 Contract to Parsons Transportation Group (PTG) to provide Project Management
Services for the Garden Grove State Route-22 Design-Build project. The term of this
agreement is from January 16, 2002 through December 31, 2007. The contract is a
modified time and expense contract with a current total value of $44,600,000, pending
the signed issuance of Amendment 13. As of November 2007, OCTA has paid
approximately $41,305,000 or 92.6% of the contract value.

1.2 Objective

The SR-22 Design-Build project is the first of its nature and magnitude to be directly
managed by OCTA. The objectives of Task 1 and 2 of the review were to review
invoices and documentation to assure contract compliance, and to determine if
adequate internal controls have been used and are currently being utilized in the
management and oversight of the Contract for management of the SR-22 Design-Build
project.

1.3 Scope and Methodology

The Internal Audit Department of OCTA engaged GCAP Services, Inc., and our
subcontractor, Equals & Kita, LLP to perform a contract compliance and fiscal review of
the State Route 22 project for the period between July 2005 and December 2007.
Following a negotiated settlement with construction contractor Granite-Myers-Rados
(GMR), the scope of the review was revised per Amendment No. 2 to Agreement No.
A03449 between GCAP Services, Inc. and OCTA. Amendment No. 2 became effective
on April 29th, 2008. Therefore, GCAP’s review work was discontinued with respect to
GMR since April 29, 2008. Task 1 included a review of PTG and its subcontractors’
compliance with contract terms and conditions. Task 2 involved a review of OCTA’s
management of the PTG contract. This report addresses both review tasks.

GCAP Services and our audit team, Equals & Kita, performed a similar review of
Agreement C-1-2069 in 2005 (Audit Report dated December 06, 2005) and opined that
PTG was generally in compliance with the fiscal contract terms (since the execution of
Amendment 8 to the Contract). We also found that both PTG and OCTA had
addressed our concerns regarding labor escalation and retention.

The following is a summary of the amendments issued under Agreement C-1-2069
during the period under review:

e Amendment 8 fixed the hourly labor rates according to “Schedule I’ along with

the overhead rates, other direct costs, and labor escalation of 4% (as of January
2006, and each year thereafter).
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e Amendment 9 amended the overhead rate of Cordoba Corporation and the
“Other Direct Costs” schedule. Other Direct Costs will be paid at actual cost, with
the exception of computers, networks, and internet access.

e Amendment 10 increased the maximum obligation by $7,811,946., to a total
contract value of $39.8 million. This increase was attributed to additional project
management services, additional seismic work, and bridge reconstruction.

e Amendment 11 increased the maximum obligation by $2.5 million to fund project
closeout efforts.

e Amendment 12 extended the agreement to February 29, 2008, from December
31, 2007. This resulted in approximately a two month extension of terms.

A thirteenth amendment to revise the contract from $42.3 to $44.6 million was pending
at the time this report was written.

1.4 Task 1 - On-Site Contract Compliance & Fiscal Audit of PTG

Task 1 was performed utilizing an audit program developed by Equals & Kita to ensure
compliance with both the scope of GCAP’s agreement with OCTA’s Internal Audit
Department as well as GCAP’s compliance with generally accepted auditing standards
(GAAS).

In conducting the review, the GCAP team performed the following tasks:

1. Review contractor invoices and detailed | PTG and
supporting documentation, including payroll | Subcontractors
and other accounting records (See Appendix)

2. Review other documentation and reports | PTG and
required by the Contract Subcontractors

3. Review any contractor rate changes that were | PTG and
not approved by OCTA management Subcontractors

4. Review contractor compliance with applicable | PTG and
laws and regulations; and Subcontractors

5. Evaluate internal controls over management of | PTG
the Contract
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1.5 Task 2- Review of OCTA’s Management of the Contract
A review of internal controls used by OCTA to manage the PTG contract was
performed. The review included the following tasks:

¢ Review of all invoice supporting documentation;

o Review OCTA approvals for processed invoices;

e Interview PTG project staff;

¢ Review Contract amendments;

¢ Review Monthly Progress Reports;

¢ Review PTG contract; and

o Review signed Approval Letters

A detailed Examination Phase was conducted between February 29, 2008 and May 29,
2008. During this period, GCAP Services reviewed key documents and conducted a
series of interviews with OCTA management and key staff within the Contracts
Administration & Materials Management (CAMM) Department, the Accounting &
Financial Reporting Department, and the Transportation Systems Development
Division. The GCAP Team selected a judgmental sample of data from PTG and OCTA
supporting material, which included data from July 2005 through December 2007. The
PTG Project Controls Manager and Document Control Staff were also interviewed. The
following table lists the OCTA and PTG personnel interviewed.

Contracts Manager — Capital Projects CAMM

Contract Administrator CAMM

Program Manager SR-22 Parsons Transportation Group

Project Controls Manager Transportation Systems Development Division
Accounts Payable Supervisor Accounting Department

Project Controls Manager Hatch Mottt MacDonald

Document Control Cordoba Corp.

Page 4 of 16
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Key documents reviewed by GCAP Services included:

e Agreement C-1-2069 between OCTA and PTG

¢ Amendments 8 through 12 ( Amendment 13 was not executed during the review
period)

e Final Cost Proposal, dated March 27, 2002

e CAMM Policies and Procedures Manual

¢ PTG monthly progress reports submitted between July 2005 and December 2007
e Payroll related documentation

e Approval letters (applicable contractor/subcontractor rates)

¢ Subcontracts

» Invoices (PTG and Subcontractors)

e Board of Directors reports and supporting documentation
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2.0 Executive Summary

Both PTG and OCTA support staff were helpful and knowledgeable about their areas of
expertise and responsibilities related to this contract. In conducting our review, GCAP
performed a follow up to our previous review findings. Although we found that both
PTG and OCTA have improved many of the internal control deficiencies identified early
in the project, we identified several areas in need of further improvement.

OCTA executed the 8th amendment to Agreement No. C-1-2069 to modify the hourly
rate schedule and require approval letters from PTG for all future amendments to the
schedule. The modified rate schedule, referred to as “Schedule 1" to the Contract
(Schedule 1) includes nine subcontractors, but is missing Padilla & Associates (Padilla).
In addition, we found that one subcontractor (AIG) had rates included in Schedule 1 that
were incorrectly calculated.

One key area of concern related to PTG is the review of PTG’s prevailing wage
compliance. Although Padilla was hired by PTG to perform such reviews for GMR and
GMR’s subcontractors, there was no similar compliance reviews performed on PTG.
During the audit period, PTG had periods of time when a significant level of prevailing
wage work was being performed. For example, we selected five PTG invoices to review
and analyzed three of these invoices for the level of prevailing wage labor. We found
that over 40% ($551,523 of $1,226,000) of the total PTG labor for these invoices
(January 2006, June 2007, and November 2007) were subject to prevailing wage labor
requirements. The GCAP team was unable to verify PTG’s compliance with the
prevailing wage requirements as we were not provided prevailing wage submittals,
including certified payroll records or documentation showing payment of bona fide fringe
benefits. PTG’s contract did not require that certified payroll documents be submitted to
OCTA; however, this did not relieve PTG from complying with prevailing wage
requirements.

The Padilla subcontract contains some ambiguity with regard to their scope of work for
PTG. In Attachment A, Scope of Services, of the Padilla Subcontractor Agreement, item
no. 3 states that Padilla shall “monitor consultant reporting mechanism to ensure
compliance with all applicable labor standards...” The Scope also includes a review of
certified payroll records (item 4). However, according to PTG Staff, Padilla did not
perform labor compliance verification for PTG. Padilla limited its payroli/labor
compliance review to GMR and its subcontractors. The work described in Padilla’s
subcontractor agreement requires a review of consultant, contractor and subcontractor
certified payroll records.

While reviewing OCTA’s management of the PTG contract, we found that OCTA has
continued adequate internal control safeguards. However, we determined that the
Accounting Department only conducts a limited review of invoices. While they verify the
signature was of the appropriate certifying official, no additional review of rates or other
direct costs takes place. In other words, the Project Controls Department performs a
detailed review of PTG invoices, including verifying approved staff, rates, and proper
coding of work. The Accounting department does not perform any rate verifications or
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math checks for the invoices. We recommend that the Accounting Department perform
a limited rate and math check on invoices. This would be consistent with similarly
situated organizations and provide OCTA with a secondary check of invoice accuracy.
We also recommend that the Accounting Department develop policies and procedures
that define responsibility for specific review tasks.

In our limited review of invoices, we found incorrect rates in the Amendment 8 Schedule
1 table and in some of the rates submitted as part of added PTG and subcontractor
employees. A limited review by the Accounting Department will improve the internal
controls thus reducing the likelihood of incorrect rates being included in contract
documents.
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3.0 Procedures and Results

Because the procedures we developed for our review of the Contract are in principle
“agreed upon procedures” and do not constitute an audit conducted in accordance with
auditing standards generally accepted in the United States, we cannot express a formal
audit opinion. Except for the findings specified in this report, no other matters came to
our attention that caused us to believe that the Contract requires further adjustments.
Had we performed additional procedures, the certified payroll submittals for PTG and its
subcontractors, or had we conducted an audit of the indirect rates of PTG and its ten
subcontractors in accordance with generally accepted auditing standards, other matters
might have come to our attention that would have been reported to you.

This report relates only to contract compliance referred to in the scope and methodology
and does not extend to any financial statements, PTG indirect rates, or any of the
subcontractors taken as a whole. In fact, this review of PTG and its subcontractors
specifically limits the scope to exclude any consideration or review by us as to
compliance of FAR indirect cost rates.

The following sections describe the key findings for PTG and its subcontractors.

3.1 Task 1- On-Site Contract Compliance and Fiscal Audit of PTG

The GCAP team executed written requests to PTG and each of its subcontractors, as
appropriate, and in concert with Contract terms and conditions. We requested that PTG
provide supporting accounts payable records, payroll records, escalations in direct labor
wage rates, and other supporting documents to facilitate our review. We invited the
PTG Project Director and OCTA’s Project Controls Manager to our conferences, and we
found their support helpful to our review.

During our review, the GCAP team identified 10 subcontractors. Nine had been
identified by OCTA Internal Audit Department in the original scope of work for this
review. PTG identified another subcontractor that was added to the contract through
Amendment No. 7.

The following sections describe the key findings for Task 1 of our review. We have
included a general finding for our review of the contract and contracting process.

3.1.1 Review of Contract

In 2005 GCAP performed a general review of the Request for Proposal (RFP), Contract,
and amendments. During our current review, we reviewed amendments for the period
September 2005 through December 2007. We found the following general Contract
provisions:

e Amendment 8 changed the billing approach for labor by establishing fixed rates
for PTG and subconsultants.
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e The contract is a time and expense contract with provisions that allow for “as-
needed” adjustment of direct labor rates.

e Other Direct Costs are compensated at both established unit rates and actual
costs depending on the type of cost.

Based on our review of Amendment No. 8, OCTA will pay the consultant at the hourly
rates specified in Schedule | of the amendment, and other direct costs specified in
Schedule I, identified as “Other Direct Costs” and Schedule Ill identified as “Overhead
Rate Schedule.” These fixed rates were based on actual payroll-based hourly direct
labor rates, approved overhead rates which were fixed for the Contract period, and
profit. Schedule | may only be amended on an “as-needed basis” by letter approval from
OCTA to reflect changes in project personnel. The amendment also states that rates
are subject to an annual salary escalation factor of 4% each year, effective January 1,
2006.

As a part of our review, we selected a random sample of 14 approval letters issued by
OCTA. The sample selection was made in order to include 11 different months of
approvals spanning from May 2006 to October 2007. These letters are submitted by
PTG to request approvals of added project personnel. A review of these submittals was
performed to determine accuracy and compliance with the Amendment 8 rate schedule.
GCAP also performed testing to validate the rates of additional personnel.

There were two exceptions identified based on the testing performed. One exception
shows a discrepancy between the direct labor rate in Schedule 1 of the Contract and
the direct labor rate calculated based on attached payroll documentation. Moreover, the
technician working both prevailing wage covered work and other work was paid different
rates, which Schedule | did not address. The second exception can be attributed to
inaccurate and insufficient support provided for a subcontractor addition during the
month of November, 2006.

The following table summarizes these direct labor rate exceptions:

Technician, PW ST Sparks, D $28.73 $16.50 Direct; January 2006
$33.66 Prevailing
Wage

Labor Compliance Leung, F* $31.46 Unable to confirm | November 2006

*Unable to confirm hourly rate of $31.46. No overhead rate provided by subcontractor.
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The GCAP Team also performed testing on Schedule 1 included in Amendment 8. We
recalculated the hourly rates based on the fixed direct labor rate, overhead rate, and
given profit percentage. Although our analysis did not result in any major findings or
instances of non-compliance, four exceptions occurred with respect to the rates for AIG
subcontractor staff.

The following table summarizes these exceptions for subcontractor AlG:

AIG Rate Exceptions:

The following table summarizes differences between the contractual fully burdened
labor rate and those calculated by GCAP.

PW-ST Blanco, C $28.73 $56.84 $85.57 $7.70 $93.27 $94.69 $1.42
PW-ST Chun, K $28.73 $56.84 $85.57 $7.70 $93.27 $99.33 $6.06
Technician Greene, R $34.62 $68.49 $103.11 $9.28 $112.39 $112.37 (5.02)
PW-ST Palma, F $28.73 $56.84 $85.57 $7.70 $93.27 $101.79 $8.52

We were not able to calculate the total project impact of these rate differences because
we did not review all of AIG invoice data for these staff members.

Recommendation:

We recommend that OCTA verify the accuracy of all fully burdened rates prior to
contract execution or amendments.

3.1.2 Review of Labor Escalation Rate Comparison

Since our 2005 review, the labor escalation was changed to establish a fixed escalation
rate of 4% annually (effective January, 2006) and a fixed overhead rate was applied
throughout the contract period. GCAP confirms that, for the sample tested, PTG is in
compliance with contract terms and requirements as it relates to the not-to-exceed labor
escalation rate of 4%.

3.1.3 Review of Contractor Compliance with Applicable Laws and Regulations

Based on a review of monthly progress reports prepared by PTG and limited
discussions with both OCTA project management staff and the PTG Project Controls
Manager, the GCAP team believes PTG provided appropriate measures during Phase |
of the SR-22 Design Build Project to ensure compliance with applicable Federal, State

Page 10 of 16



Audit of Agreement C-1-2069 m

and local laws, regulations, rules and mandates. However, we were unable to
determine compliance with one area — prevailing wage compliance.

Additionally, through our interviews with PTG Management and Document Control Staff,
we believe PTG is aware and compliant with Federal Highway Administration (FHWA),
Caltrans, and FAR requirements. GCAP obtained a “FHWA Final Acceptance Checklist
which is an internal document created by PTG in order to manage the compliance
standards for FHWA. According to Federal standards, change orders at or exceeding
$200,000 require FHWA and Caltrans approval. These signed approval letters are
maintained with the change order file on site. Change orders in excess of $150,000
require OCTA Board of Directors approval and this is documented in the Board of
Directors Staff Reports and included with the corresponding folder.

PTG is also subject to certified payroll requirements for personnel and subcontractor
personnel covered by prevailing wages under California prevailing wage requirements
(California Labor Code Part 7, Chapter 1, Article 2, various sections). After speaking
with subcontractor Cordoba, we were informed that subconsultant Padilla was
responsible for managing PTG's labor compliance requirements. However, we
understand that Padilla did not perform labor compliance verification of PTG but
focused their analysis on GMR and GMR’s subcontractors. However, Padilla did review
PTG's and its subcontractors’ initial prevailing wages for compliance with California
prevailing wages.

GCAP formally requested certified payroll submittals accompanying the prevailing wage
covered employees for PTG. PTG stated that they would not be able to provide certified
payroll information, and that they believed they were not required to maintain this.
However, according to the California Labor Code 1776(b) 1, “A certified copy of an
employee’s payroll record shall be made available for inspection at all reasonable hours
at the principle office of the contractor.” PTG is also required to keep accurate payroll
records that show the “per diem wages” paid to the prevailing wage covered employee.
These payroll records require a written declaration that is made under penalty of perjury
that the record is true and correct.

OCTA’s Contract with PTG does not specifically mention compliance with California
labor laws. However, Amendment 8 adds Article 26, General Wage Rules, which
incorporate the requirements to comply with California Labor Code and prevailing wage
requirements. Under Article 17, Federal, State, and Local Laws, also state that
Consultant (PTG) represents that in the performance of the Agreement, it will comply
with federal, state, and local laws. Additionally, the Agreement includes an audit clause
(Article 16, Audit and Inspection of Records), which requires that PTG provide Authority
and agents of Authority with access to accounting books, records, and payroll
documents as Authority deems necessary.

Because we were not provided any evidence by PTG that PTG and PTG'’s
subconsultant's employees subject to prevailing wages were paid the required basic
hourly rate, health and welfare, pension, vacation/holiday and training payments
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required under the applicable wage determination, we are unable to determine PTG’s
compliance with these requirements.

The total hourly rates required to be paid prevailing wage covered employees during the
review period (July 2005 through December 2007) are $41.93 for Field Testers and
$43.71 for Inspectors. We noted that many inspectors were paid $40.00 an hour for the
basic direct labor rate and also verified that some inspectors were paid at least this rate
($43.71) for the basic hourly rate by reviewing the monthly approval submittals for new
inspectors, however, we were not provided any supporting documentation that other
payments under the wage determination were provided to these and all other prevailing
wage covered employees. Some inspectors were paid less than the total hourly rate
required by the Wage Determination (note that PTG’s overhead rate covers benefits
included in the other payments portion of the wages, but we received no evidence that
these employees received such benefits). PTG was able to provide us with some
payroll register screen shots, but not able to provide us with most of the payroll register
screen shots or any other documentation for the prevailing wage covered employees
identified as a sample for our review. Because of this, we were unable to verify that
PTG met the minimum hourly payment/ fringe benefit payments to the covered
employees.

Because the PTG Agreement did not include specific labor compliance provisions, there
was no review by OCTA of PTG or PTG subcontractor compliance with prevailing
wages. The work performed by PTG and its subcontractors that was covered by the
prevailing wage law occurred primarily during the construction phase of the project.

Recommendation:

GCAP recommends that OCTA review its current agreements to determine if prevailing
wage language and provisions are missing. Current and future OCTA agreements
where construction work is anticipated should include these provisions. This would be
especially helpful for construction management and project management contracts
where the likelihood of construction work for surveying, inspection and testing may
occur. GCAP also recommends that adequate reviews be conducted to insure
compliance with all necessary prevailing wage requirements and other related labor
laws and regulations for all agreements involved in construction work, including project
management firms.

3.2 Task 2- Review of OCTA’s Management of the Contract

Our review of OCTA internal controls over invoice review and approval, issuance of
contract amendments, and PTG’s compliance with contract terms and conditions
determined that there is room for improvement within the invoice review process.

The GCAP Team met with both OCTA’s Project Controls Staff and Accounting
Department Staff. According to Project Controls, they receive PTG invoices after the
PTG Project Manager has approved them. Project Controls then reviews the invoice to
determine compliance with contract terms, and to ensure it is not in excess of the
overall contract value. Progress Reports, rate schedules, and timesheets are also sent
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with the invoice and reviewed as supporting documentation. We met with the
Accounting Department and have included our analysis of the invoice review process
from the Accounting Department perspective in section 3.2.3.

3.21 Follow-up on Prior Review Findings

The GCAP Team followed up on key findings from our 2005 review. We found that PTG
has internal controls which address document control and record retention. The GCAP
Team interviewed Document Control Personnel of PTG who are responsible for
coordinating the documentation requests/requirements between PTG, OCTA, and the
construction contractor. To assist with the closeout process, Documents Control
Personnel utilize a “Project Closeout Checklist,” an internal document that tracks the
items that must be completed prior to closeout. Additionally, a closeout log is
maintained that includes pending items, ongoing items, and closed items. Pending
items are those that Documents Control Personnel have sent requests for; while
ongoing items may include those that have received some documents, but not the entire
request. Finally, the closed section includes documents that have been completed,
received, and approved.

Finally, the prior key findings from our report in 2005 have been fully addressed. In
2005, we found that PTG had no instances of non-compliance with the not-to-exceed
labor escalation rates of 4% in the aggregate, and they maintained compliance during
this review period.

3.2.2 Review of Internal Controls of Issuance of Contract Amendments

GCAP reviewed Contract amendments and determined that 5 additional amendments
were created since our 2005 review, and one additional amendment (No. 13) was being
processed during the preparation of this report.

Amendment No. 11 increased the maximum obligation and we formally requested
supporting documentation for the increase. OCTA provided GCAP with the May 7, 2007
Board of Directors Staff Report, which contained four possible recommendations for
increased funding for the closeout process.

e Option 1 provided additional funding in the amount of $2.5 million, of which $1.9
million would be applied to maintain PTG’s involvement in the project through the
end of 2007.

e Option 2 would keep some level of PTG core staff while providing an increased
level of effort for Hatch Mott MacDonald (HMM).

e Option 3 would replace all PTG staff with those provided by HMM.

e Option 4 would reduce the role of the consultants and use OCTA or Caltrans staff
to complete work.

The Report indicates that Staff recommended Option 2, while the OCTA Board
Committee recommended Option 1. The scope of services for the Option 1 difference of
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$600,000 was not identified initially, but was to “be determined at a later date.” The
Board of Directors approved Option 2, which was incorporated into Amendment 11,
Article 7 for a maximum obligation of $2.5 million.

GCAP requested documentation to support the $2.5 million increase. We received a
one page excel worksheet that did not include any date or additional detail. This cost
breakdown showed a total estimated cost of approximately $2.45 million, rather than the
approved $2.5 million. The entire amount ($2.45M) was identified as PTG and PTG
subcontractor costs.

Recommendation:

GCAP was unable to obtain adequate support for the Amendment No. 11 increase, and
therefore, recommends that OCTA retain formal and detailed estimates used to
determine increases to the maximum obligation of the Contract, and keep these in the
OCTA contract and project management files.

3.2.3 Review of OCTA Process for Approving PTG Invoices for Payment

As in our previous review, we found that the process for approving and processing PTG
invoices appears to be conducted appropriately. According to OCTA Accounting &
Financial Reporting Staff, the extent of their review consists of verifying that an
authorized signature is present on the invoice and sufficient funds are available to
complete payment. Staff also expressed that there are not currently any written desk
procedures or standard operating procedures for the invoice review process.

Recommendation:

GCAP found that the Accounting Department verification was sufficient. However, it
would be significantly improved if Accounting Department Staff performed additional
math checks according to contract terms and compliance. This would serve as an
added internal control measure, in the event that Project Controls misses an issue or
error. Although there is a low turnover within the Accounting Department, a written
invoice review procedure/checklist should be developed to assist new employees.

3.2.4 Review of PTG’s Compliance with Contract Terms and Conditions

GCAP interviewed the PTG contracts manager, and reviewed contract amendments,
progress reports, and other documents to determine PTG’s compliance with contract
terms and conditions. We found that PTG’s contract manager and OCTA’s SR-22
contract manager work closely together on contract compliance.

GCAP did not review the indirect rates for PTG or its subcontractors as part of this
review. We were advised by OCTA that Amendment 8 incorporated the reviewed 2003
overhead rates for both PTG and its subcontractors as a fixed rate for the remainder of
the contract. Although the PTG contract under Article 5, Payment, item B, 1. Hourly
Rate Schedule requires the submittal of revised overhead rates and revisions by July 1,
of each year, this term of the Contract became unnecessary with the execution of
Amendment 8.
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We found that during the construction phase, communication and coordination between
OCTA and PTG has continued to be well coordinated. We met with OCTA’s SR-22
Contract Manager and found that she continued to be involved in the contract and also
assigned a CAMM Contract Administrator to the project. OCTA has maintained close
involvement with the contract administration process since our 2005 review.

3.2.5 Review of Contractor and Subcontractor Invoices

In order to complete Task 2, review of contractor invoices and detailed supporting
documentation (including payroll), GCAP randomly selected five months for PTG and
subcontractor invoices. For each selected month, we selected four to six individuals
and verified that labor rates were consistent with the Schedule 1 in Amendment 8.
Moreover, we reviewed the invoices for supporting time sheets and labor reports to
ensure that the hours actually worked were consistent with the hours invoiced.

GCAP documented several direct labor rate variances from the direct labor rates
specified in Schedule 1. Although the billed rates were compliant with the Schedule 1
rates established, our review disclosed that some direct labor rates varied from those
listed in Schedule 1. These direct labor rate variances are summarized in Appendix A
of this report. The variances were both under and above the specified direct labor rate
in Schedule 1: however, there is no impact to the biling amount because the rates
established per the Schedule have been billed.

Recommendations:

GCAP recommends that the OCTA staff perform similar analyses by comparing direct
labor rates established in contracts to the actual direct labor rates paid to consultants
and subconsultants on large construction management contracts. This comparison
should be used to determine the effectiveness of negotiating fixed direct labor, indirect
and escalation rates for these types of projects.
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PTG AND SUBCONTRACTOR 5 MONTH INVOICE SAMPLING ANALYSIS
(See Section 3.2.5 above)
5 Month Random Sample of PTG and Subcontractor Invoices and Supporting Documentation
SCHEDULE 1 ACTUAL DIRECT LABOR RATE
Direct Schedule Per_
Name Labor Rate  Year* Documentation Month/Year Variance
Yu-Sheng Fan $50.89 Yr. 2 $52.00 Jan. 06 (51.11)
Richard Ivy $72.30 Yr. 4 $72.68 Jun., Nov. 07 {50.38)
Salim Khalil $43.26 Yr. 4 $43.68 Nov. 07 {50.42)
Ahn Ly $44.02 Yr. 4 $44.63 Nov. 07 ($0.61)
Gharabegian, Areg $70.44 Yr. 4 $79.33 Nov. 07 (58.89)
James Blevins $50.14 Yr. 4 $51.10 Dec. 06, Feb. 07, Jun.07, Nov. 07 {$0.96)
Sanny Khow $43.35 Yr. 4 $42.00 Dec. 06, Feb. 07 $1.35
Steven Lees $41.05 Yr.3 $42.29 Feb. 07 (51.24)
Richard Campbell $49.92 yr. 3 $55.00 Dec. 06, Feb. 07 {55.08)
Toby Erion $41.60 Yr.3 $41.20 Dec. 06, Feb. 07 $0.40
Jeff Lormand $40.21 Yr. 4 $39.04 Dec. 06, Feb. 07, jun. 07 $1.17
Yoji Matsuo $47.53 Yr. 4 $45.70 Dec. 06, Feb. 07 $1.83
David Pearman $38.88 Yr. 4 $39.06 Jun. 07 {50.18)
Lorrie Alexander $27.04 Yr. 4 $25.64 Jun. 07 $1.40
Brady Harnish $43.26 Yr. 4 $42.85 Feb. 07, Jun. 07, Nov. 07 $0.41
Jack Shockley $86.53 Yr. 4 $80.00 Feb. 07, Jun. 07, Nov. 07 $6.53

*Year 2 is effective beginning with invoice period July 2005
*Year 3 is effective beginning with invoice period January 2006
*Year 4 is effective beginning with invoice period January 2007
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ATTACHMENT B

INTEROFFICE MEMO
Date: May 4, 2008
To: Kathleen O'Connell, Executive Director
Internal Audit
From: M. Joseph Toolson, SR-22 Design-Build Program ManagerM

Subject: 2008 Audit of Agreement between Orange County
Transportation Authority and Parsons Transportation
Group, inc.

The 2008 GCAP audit of Parsons Transportation Group (PTG) Agreement No.
C-1-2069 Iindicated that adequate support for the Amendment No. 11 could
not be found within the project files and recommended the Authority obtain
formal and detailed information to increase the maximum obligation.

Upon review of project records and from conversations with previous Authority
and PTG staff, | was able to obtain a Parsons cost proposal (Attachment 1)
which requests a contract amendment increase of $2.505 million for
Amendment No. 11. Since the existing agreement between the Authority and
PTG was based on time and expense, the cost proposal was submitted
identifying individual salaries marked up by a pre-approved overhead rate and
profit. It also took into consideration yearly escalation as identified within the
existing Authority/PTG Agreement and average expenditures of other direct
costs. An independent cost estimate (attachment 2) was developed by the
Authority to negotiate the final amendment price. Multiple draft iterations of
the cost proposal were submitted by. PTG and reviewed by Authority staff.
Prior to the approval of amendment no. 11, a meeting was held to negotiate
the final amendment price utilizing Parsons final submittal and the
Independent Cost Estimate. In this negotiation meeting, it was agreed to
increase the PTG contract maximum obligation by $2.5 million. This net
increase was considered both fair and reasonable based on the understanding
of the necessary oversight required for the Granite-Myers-Rados, Joint
Venture design-build contract. The parties involved in the final negotiation of
amendment no. 11 were Mr. Rick Grebner of the Authority, and Mr, Jack
Meifert of PTG.

If you have any questions, please contact me at x 5406 or at
jftoolson@octa.net.




ATTACHMENT -

Joe Toolson

From: Meifert, Johnd [John.J. Meifert@parsons.com]
Sent:  Monday, May 04, 2009 12:45 PM

To: Joe Toolson

Subject: Amendment 11 Back-up

loe,

Attached is our cost proposal previously provided foramendment No. 11 to OCTA prior to-amendment 11. Subsequent 1o
this submittal, a meeting was held between OCTA and Parsons to discuss this cost proposat in order to reconcile an

independent estimate developed Mr. Grebner. Al this meeting, an agreement was reached 1o amend the PTG agreement
for $2.5 million dollars based on the ters of the processed amendment no. 11.

Thank you.

Jack

5/4/2009
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ATTACHMENT C

OCTA INTEROFFICE MEMO

April 9, 2009

To: Kathleen O’Connell, Executive Director, Internal Audit
From: %P Ken Phipps, Director of Finance and Administration

Subject: Audit of Agreement C-1-2069 Management Response

3.2.3 Review of OCTA Process for Approving PTG Invoices for Payments.

Recommendation: GCAP found that the Accounting Department verification
was sufficient. However, it would be significantly improved if Accounting
Department Staff performed additional math checks according to contract
terms and compliance. This would serve as an added internal control
measure, in the event that Project Controls misses an issue or error. Although
there is low turnover within the Accounting Department, a written invoice
review procedure/checklist should be developed to assist new employees.

Response: A procedure/checklist detailing invoice review expectations has
been developed and distributed to staff. Among other things, the procedure
includes random mathematical checks and verification of charge rates to
ensure contract compliance.




ATTACHMENT D

INTEROFFICE MEMO
OCTA April 10, 2009
To: Kathleen O’Connell, Executive~D\irector
Internal Audit Lo
From: Kathleen Perez, Managém
Contracts Administration and Materials Management

Subject: Response to 2008 Audit of Agreement Between Orange County
Transportation Authority and Parsons Transportation Group, Inc.

| have been asked to respond to the final audit report dated January 29, 2009,
prepared by GCAP Services on Project Management Services for the State
Route 22 (SR-22) Design Build Project.

Management responses are as follows:

Recommendation No. 1 — Management agrees with the recommendation
regarding verification of all fully burdened rates prior to contract execution or
amendments. Contracts Administration and Materials Management (CAMM)
management has previously instructed staff to verify all labor hour
calculations. We will continue to work with staff to ensure consistency in its
application.

Recommendation No. 2 — Management has reviewed the recommendation
and believes that no further action is required. CAMM management and
OCTA’s General Counsel has reviewed current contract language and believe
that the contract language is consistent with regulatory and statutory
requirements.

The reference made on page 12 of 16 of the report that CAMM did not include
“specific labor compliance provisions” is inaccurate and contradicts what the
auditor states on page 11, which states in part that “Amendment No. 8 adds
Article 26, General Wage Rules which incorporate the requirements to comply
with California Labor Code and prevailing wage requirements...” Prevailing
wage language was included in Amendment No. 8 in response to changes to
the statutory requirements that occurred after the contract was executed.

Regarding to the auditors reference on page 12 of 16 that because the ‘PTG
Agreement did not include specific labor compliance provisions..., there was
no review by OCTA of PTG or PTG subcontractor compliance with prevailing
wages....” CAMM management’ response to this specific point raised by the




CAMM Management Response
April 10, 2009
Page 2

auditor is that OCTA review of certified payrolls is not required under the
statute. California Labor Code Section 1776 (2), states in part that “A certified
copy of all payroll records...shall be available for inspection or furnished upon
request to a representative of the body awarding [OCTA}....” There is no
statutory requirement nor does the contract require PTG to submit certified
payroll records for OCTA' review. It is understood that PTG must pay
appropriate prevailing wages to covered employees and that PTG is to keep
records of such payment, and that those records must be made available upon
OCTA' request. Therefore, the auditors’ recommendation that “adequate
reviews be conducted to insure compliance with all necessary prevailing wage
requirements” is not required by state statute.

Recommendation No. 5 -

Management agrees with the recommendation. OCTA Contracts
Administration and Materials Management (CAMM) management has
previously instructed staff to verify all labor hour caiculations. We will continue
to work with staff to ensure consistency in its application.

Please contract me should you have any questions. | can be reached at
714/560-5743.

C: James S. Kenan
Virginia Abadessa
Kia Mortazavi



