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AUDIT OVERSIGHT COMMITTEE MEETING FOR THE
METROPOLITAN TRANSIT SYSTEM (MTS)

1255 lmperialAvenue, Suite 1000
San Diego, CA.92101

November 8,2012

MINUTES

ROLL CALL

1. Chairman Ewin called the meeting to order at 9:00 a.m. A roll call sheet listing
Audit Oversight Committee member attendance is attached.

2. APPROVAL OF MINUTES

Mr. Minto moved to approve the minutes of the June 14, 2012, Audit Oversight
Committee meeting. Mr. Ovrom seconded the motion, and the vote was 6 to 0 in
favor.

AUDIT OVERSIGHT COMMITTEE DISCUSSION ITEMS

1. Draft FY 2012 Comprehensive Annual Financial Report (CAFR)

Linda Musengo, MTS Finance Manager, gave an update on the DraftFY 2012
CAFR. Ms. Musengo reported that the CAFR is largely completed with a few
outstanding items. She added that the Transportation Development Act (TDA)
reporting, National Transit Database reporting, and the single audit will also be
completed, Ms. Musengo stated that MTS staff working with an outside consultant
has developed a new indirect-cost model. She reported that this year's audit went
extremely smooth. Ms. Musengo reviewed some of the minor changes in the Draft
CAFR. Mr. Ewin requested that the Audit Oversight Committee be provided with the
exact changes within the CAFR before they go to the Board.

Mr. Ewin thanked Karen Landers, MTS General Counsel, for responding to the audit
requirements within the time frame. Discussion ensued regarding reporting
requirements and utilizing the information within the report.

Mr. Ewin stated that he read the repoft in its entirety and didn't have any concerns or
find anything that he felt needed to be presented to the AOC other than how this
process works. He added that after five or six years, he feels that the AOC's function
has provided structure and gained knowledge of the auditing process.

Action Taken

Mr. Minto moved to receive a draft of the fiscal year (FY) 2012 CAFR for review
and discussion. Mr. Ovrom seconded the motion, and the vote was 6 to 0 in favor.

A.

B.
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2.
Ken Pun of Pun & McGeady discussed the changed approach to testing (and
auditing) MTS controls. Gary Caporicci (also of Pun & McGeady) added that Pun &
McGeady followed all of MTS's major systems and spent a lot of time assessing
risks, which sets the stage for what and how much they have to do. Mr. Caporicci
stated that the end result was very good and complimented MTS staff.

Mr. Pun stated that there will be a lot of changes for next years' audit, and they want
to prepare in advance. Mr. Caporicci added that Pun & McGeady will incorporate
mock testing on MTS pension and financial plans. Mr. Pun clarified for the
Committee that he conducted the first audit for MTS in 2005.

Mr. Caporicci gave a PowerPoint presentation regarding reporting of pension plans.
He also covered assets, liabilities, outflows, and inflows. Mr. Caporicci stated that
the preparation for this reporting will be time-consuming and difficult because this is
the first year for these reporting-requirement changes. He discussed the work-plan
time line and new format of the auditor's report. Mr. Caporicci reviewed Statement
on Auditing Standards (SAS) No. 126, which addresses the auditor's responsibilities
in an audit of financial statements. Discussion ensued regarding group-auditing
responsibilities.

Mr. Ewin stated that it is very important that the AOC and MTS have the tools
needed to be diligent in their auditing oversight responsibilities. Mr. Caporicci
responded that MTS is very good in comparison to other agencies that he has
audited. Mr. Caporicci complimented MTS on its tightened internal auditing controls
and cited an example a couple of years ago wherein MTS reported a mistake in the
inventory reporting to the auditors as soon as it was discovered.

Action Taken

Mr. Minto moved to receive a report from Pun & McGeady regarding upcoming
reporting and auditing changes. Mr. Ovrom seconded the motion, and the vote was
5 to 0 with Mr. Young absent,

FY 13 Audit Plan Update

Daniel Madzelan, MTS lnternalAuditor, gave a PowerPoint presentation on the
FY 13 audit plan. Mr. Madzelan reviewed follow-up audits, audits in progress, and
planned audits (not yet commenced). Mr. Madzelan also reviewed ongoing reviews
of storeroom operations and contract compliance and administration. Ms. Landers
clarified for Mr. Ewin that the CAFR reports presented to the AOC are also presented
to the MTS Board.

Action Taken

Mr. Ewin moved to receive a status report on the fiscalyear (FY) 13 audit plan.

Mr. Ovrom seconded the motion, and the vote was 4 to 0 with Mr. Young and
Mr. Roberts absent.

3.
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c. COMMITTEE MEMBER COMMUNICATIONS AND OTHER BUSINESS

Ms. Musengo clarified for Mr. Ewin that MTS will finalize the CAFR by the end of next
week and submit it to Pun & McGeady for review. She confirmed that a summary will be
created to identify any significant changes to the draft document. Mr. Ewin added that the
AOC will be available to meet if any issues arise before the final CAFR is presented to the
MTS Board.

PUBLIC COMMENTS

There were no public comments.

NEXT MEETING DATE

The next meeting will be held as called.

ADJOURNMENT

Chairman Ewin adjourned the meeting at 10:07 a.m.

D.

E.

F.

Attachment: Roll Call Sheet
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1255 lmporlel Avenue, Sulte 1000
San Dlego, CA 92101-7490
6't 9,231.1466 FAX 61 9,234.3407

MEETING OF THE METROPOLITAN TRANSIT SYSTEM
AUDIT OVERSIGHT COMM]TTEE

June 13,2013

SUBJECT:

AUDIT ENGAGEMENT LETTER (TOM LYNCH)

RECOMMENDATION:

That the MTS Audit Oversight Committee review the audit engagement letter
(Attachment A) and provide comments.

Budset lmpac't

None at this time,

DISCUSSION:

Review and Aooroval of the Audit,Enoaoement Letter

Auditing standards require the auditor to present a written engagement letter and obtain
a signature from an officer of the company. Attachment A is the engagement letter from
Pun & McGeady.for the FY 2013 audit, A representative from Pun & McGeady will be
available for q uestions.

Metropolltan Tranelt System

Agenda ltem No. B 1

Key Staff Contact: Sharon Cooney, 61 9,557,451 3, Sharon.Coonev@sdmts.com

Attachment: A. Audit engagement letter dated 5/13/13

ri*¡ *:e ilq;i}
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PUN & McGEI\DY

May73,2073

Board of Directors
San Diego Metropolitan Tranelt System
1255Imperial Avenue, Suite 1000
San Diego, C-alifornia Ð101

RE: Engagement of Pun & McGeady LLP (the "Fhm") as MTS'Independent Auditore

We are pleased to confirm our understanding of the services we are to provide to the San Diego Metropolitan
Transit System ('MTS") for the year ending fune 30, 2013, The Firm's services are provided pursuant to MTS
Conkact No. G1013.0-06, as modified by G1013.1-06 (exercise of extension options) ("Contract"). Nothing in this
engagement letter is intended to modify or amend the terms and conditions set forth in the Contract. In the event
a conflict arises between this letter and the Contract, the terms in the Contract shall prevail.

Fiscal Year 2072ll3 Audit Ansisnment

Att. A, Al 81, 6113113

6265 Greenwich Drive
Suite 22O

San Diego, California 92122

Phono: (858) 242-510O
Fa* (858) 242-5t5O

www.pmJlp.com

We will audit the financial statements of the business-type activities which collectively comprise the basic
financial statemenb of MTS as of and for the year ending Iune 30, 2013.

Accounting standards generally accepted in the United States of America provide for certain Required
Supplementary Information (RSI), such as Managemenfs Discussion and Anaþis (MD&A), to supplement the
MTS' basic financial statements. Such informatioo although not a part of the basic financial statements, is
required by the Governmental Accounting Standards Board who considers it to be an essential part of financial
reporting for placing the basic financial statements in an appropriate operational, economic, or historical context.
As part of our engagement, we will apply certain limited procedures to the MTS' RSI in accordance with auditing
standards generally accepted in the United States of America. These limiH procedures will consist of inquiries of
management regarding the methods of preparing the information and comparing the information for consistency
with managemenfs responses to our inquiries, the basic financial statements, and other knowledge we obtained
during our audit of the basic financial statemmb. We will not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidence to express an opinion or
provide any aseurance. The following RSI is required by generally accepted accounting principles and will be
subjected to certain limited procedures, but will not be audited:

1)
2)
3)

Managemenfs Discussion and Analysis
Schedule of Funding Progress - Pensions
Schedule of Funding Progress - OPEB

A-1
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We have also been engaged to report on Supplementary Information other fhan RStr that accompanies the MTS'

financial statements. We will subject the following Supplementary Infrrration lo the auditing procedures

applied in our audit of the financial statements and certain additional pnocedures, including comparing and

reconciling such information directly to the underlying accounting and other rmords used to prepare the

financial statements or to the financÍal statements themselves, and other additional procedures in accordance
with auditing standards generally accepÞd in the United States of America and will provide an opinion on it in
relation to the financial statemenb as a whole:

1) Schedule of Expenditures of Federal Awards
2) Combining Financial Staþments
3) Individual Fund FinancialStatemenb and Schedules

The following other information accompanying the financial statements will not be subjected to the auditing
procedures applied in our audit of the financial statements, and our auditods report will not provide an opinion
or any assurance on that other information.

1) IntrocluctorySection
2) Statistical Section

Audit Objectives

The objective of our audit is the expression of opinions as to whether yorr basic fi¡nncial statements are fairly
presented, in all material respects, in conformity with U.S, generally acceptail accounting principles and to lePort
on the fairness of the supplementary information referred to in the fourth poragraph when considered in relation
to the financial statements as a whole. The objective also includes reporting m-

o Internal control related ùo the financial statements and compliance urith lawq, regulations, contracts, and

grant agreements, noncûmpliance with which could have a materid effect on the financial statements in
accordance wirh Gwernment Auiliting Standards.

¡ Internal control related to major progranìs and an opinion (or disclärner of opinion) on compliance with
laws, regutations, and the provisions of contracb or grant agreertenüs tlnt could have a direct and
material effect on each major program in accordance with the Single Audit Act Amendments of 1996 and

OMB Circular A-L33, Auilits of States, LocalGwernments, andNon-Pr"frt Organizations'

The reporb on internal control and compliance will each include a paragraph that slates that the purpose of the

report is solely to describe (1) the scope of testing of inúernal control over financial re¡rorting and compliance and

the result of that testing and not to provide an opinion on the effectiveræss of internal control over financial
reporting or on compliance, (2) the scope of Csting internal control over compliarrce for mafor programs and

major program compliance and the result of that testing and to provide an opiniør on compliance but not to
provicle an opinion on the effectiveness of internal control over compliance, and (3) that the report is an integral
part of an audit performed in accordanc€ with gouernment auditing Standarñs in consilering internal control over
financial reporting and compliance and OMB Circular A-133 in considering internal aontrol over compliance and

major program compliance. The paragraph will also state that the report is not suitable for any ottrer purpose.

Our audit will be conducted in accordance with auditing standards gmeually acce¡rted in the United States of
America; the standards for financial audits contained inGoaernment Auditing Stanilnrds, issued by the Comptroller
General of the United StaÞs; the Singte Audit Act Amendments of 1996; ad the prmrisions of OMB Circular A-
133, and will include tests of accounting records, a determination of major progranr(s) in accordance with OMB
Circular A-1$, and other procedures we consider necessary to enable us toù express such opinions and to render
the required reports. We carmot provide assurance that unmodified opiniurs will be expressed. Circumstances

may arise in which it is necessary for us to modify our opinions or add emphasis-of-matter or other-mafür
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paragraphs. If our opinions on the financial statements or the Single Audit compliance opinions are other than
unmodified, we will discuss the reasons with you in advance. If, for any reagon, tve are unable to complete the
audit or are unable to form or have not formed opinions, we may decline to express opinions or to issue a rePort
as a result of this engagement.

Audit Procedures - General

An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements; therefore, our audit will involve judgment about the number of transactions to be examined and the
areas to be tested. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements. We will plan and perform the audit to obtain reasonable ralfter than

absolute as{¡urance about whether the financial statements are free of material misstatement, whethgr from (1)

etrors, (2) fraudulent financial reporting (3) misappropriation of assets, or (4) violations of laws or governmental
regulations that are athibutable to the entity or to acts by management or employees acting on behalf of the entity.
Because the determination of abuse is subþctive, Gwemment Auditing Standørds do not exPect auditors to provide
reasonable assurance of detecting abuse.

Because of the inherent limitations of an audit, combined with the inherent limitations of internal control, and
because we will not performed a detailed examination of all transactions, there is a risk that material
misstatements or noncompliance may exist and not be detected by us, even though the audit is properly plarured

and performed in accordance with U.S. generally accepted auditing standards and Goaernment Auditing Standards..

In addition, an audit is not designed to detect immaterial misstatements or violations of laws or governmental
regulations that do not have a direct and material effect on the financial statements or major Programs. However,
we will inform the appropriate level of management of any material errots, any fraudulent financial reporting, or
misappropriation of assets that come to our attention. We will also inform the appropriate level of management

of any violations of laws or govetnmental regulations that come to our attention, unless clearly inconsequential,

and of any material abuse that comes to our attention. We will include such matters in the reports required for a

Single Audit. Our responsibility as auditors is limited to the period covered by our audit and does not extend bo

any later periods for which we ate not engaged as auditors.

Our procedures will include tests of documentary evidmce supporting the transactions recorded in the accounb,
and may include tesb of the physical existence of inventories, and direct confirmation of receivables and certain
other assets and liabilities by correspondence with selected individual+ funding sources, creditors, and financial
institutions. We will request written representations from your atbomeys as part of the engagement, and they
may bill you for responding to this inquiry. At the conclusion of our audit, we will require certain written
representations from you about the financial statements and related matters,

Audit Procedures- Internal Controls

Our audit will include obtaining an understanding of the entity and its environmenl including internal control,
sufficient to assess the risks of material misstatement of the financial statements and to design the nature, timinp
and extent of further audit procedures. Tests of controls may be performed to test the effectiveness of certain
controls that we consider ¡elevant to preventing and detecting errors and fraud that are maþrial to the financial

statements and to preventing and detecting misstatements resulting from illegal acts and other noncompliance
matters that have a direct and material effect on the financial statements. Our tests, if performed, will be less in
rope than would be necessary to render an opinion on internal control and, accordingly, no opinion will be

expressed in our report on internal control issued pursuant to Government Auditíng Standøtds.

As required by OMB Circular A-133, we will perform tests of controls over compliance to evaluate the

effectiveness of the design and operation of conhols that we consider relevant to preventing or detecting material
noncompliance with compliance requirements applicable to each major federal award Plogram. However, our
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tests will be less in scope ümwudt[berreary to render an opinion on those controls rx)
opinion will be expressedäau rEil@toninlernal control issued pursuant to OMB Circular

weaknesses. However, dr-"tg frs arlil, we will communicate to management and
governance internal contbol rclaM ÍGr¡fiF s lùrat a¡e required to be communicated under
standards, Gusernment Atffiäry Wfu" ardOMB Circular A-133.

Audit Procedures - Coqtrma

misstatement, we will púmleqf of fu MTS compliance with the provisions of applicablh
contracts, and agreeme¡1$, ämlndi¡B ßrd agrcernenB. However, the objective of those pr be to

issued pursuant to GutM'Atdüitry Ws.

OMB Circular A-133 reqnihs H re abo plan and perform the audit to obtain reaso
whether the auditee has cr¡nrdied wim@iable laws and regulations and the provisions of'
agreements applicable b E+r Erogrem. Our procedures will consist of tests of tr

its major programs in ournqntørcnmplùrnce issued pursuant to OMB Circular A-133.

Manaøement RestonslHk

representations containedfudn- nmgenrnt is also responsible for identifying governnñ
and understanding and rm.n'idyfuW npil¡ lhc compliance requiremenþ and for preparatiom d of

we will assist with prepmdim oú¡w frnancial statements, schedule of expendittrres of
related notes. You will tb rcqúd b adrnowledge in the written representation letþr
preparation of the finamihù ffi md eclredule of expenditures of federal awards
reviewed and approved fu nnm'idl sü.hcnts and schedule of expenditures of federal
have reviewed and apprwd t[¡e fihmiel st¡lÉmenb, schedule of expendiBures of federal

preferably from seniolrmtmry4, uuho pæsses suitable skill, knowledge, or exP

adequacy and results of &emnaiq;denceptrcsponsibility for them.

Management is responilft fü "#tdxkùing and maintaining effective internal control,s,
controls over compliance,md fu ffiùg and monitoring ongoing activities, bo help ens

goals and objectives are d¡nd lMrßp"e b reasonable assurance that government program
in compliance with cornBthme rc4uiirg.nerüs" You are also responsible fot the selection of
accounting principles; føth pnepooäon md fair presentation of the financial statements in
generally accepted accddünt ard for compliance with applicable laws and
provisions of contracts and grentagm.
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prepaodiør and fair presentation of the financial statements, (2) additional information that we may request for
thc purpoce of the audit, and (3) unrestricted access to persons within the govemment from whom we determine
it neceseary to obtain audit evidence.

Ymu responsibilities also include identifying significant vendor relationships in which the vendor has

responei&ility for program compliance and for the accuracy and completeness of that information. Your
responeibilities include adjusting the financial statements to correct material misstatements and confirming to us

in thewtitûen representation letter that the effects of any uncorrected misstatements aggregated by us during the

cr¡rreurü elrgagerrent and pertaining to the latest period presented are immaterial, both individually and in the
eggreg@, to the financial statements taken as a whole.

You ane,lesponsible for the design and implementation of programs and controls to Prevent and detect fraud, and

fior infurrming us about all known or suspected fraud affecting the govemment involving (1) management (2)

e lbyees who have significant roles in internal control, and (3) others where the fraud could have a material
effccüon tlre fmancial statements. Your responsibilities include informing us of your knowledge of any allegations

of frar¡d &ting the government received in communications from employees, former employees, grantors,

rcgulhfoq or others. In addition, you are responsible for identifying and ensuring that the entity complies with
applicabtrehws, regulations, contracts, agreements, and grants, Additionally, as required by OMB Circular A-733,

it b mamøgemenfs responsibility to follow up and take corrective action on reported audit findings and to
prepmea sûEtmary schedule of prior audit findings and a corrective action plan. The su¡nmary schedule of prior
audiüfindlingg should be available for our review on June 30,20L3.

Yotr a¡e, leryonsible for preparation of the schedule of expendihrres of federal awards in conformity with OMB

Çl¡çulhm A-133. You agree to include our report on the schedule of expenditures of fecleral awards in any

documenü tftat contains and indicates that we have reported on the schedule of expenditures of federal awards.

Yotr atrbo agree to include the audited financial statements with any presentation of the schedule of expenditures

of fedblaü awards that includes our report thereon. Your responsibilities include aclorowledging to us in the

rlrnÌthn representation letter that (1) you are responsible for presentation of the schedule of expenditures of
fede¡alJawards in accordance with OMB Circular A-133; (2) that you believe the schedule of expenditures of
federallaw.a¡ds, including its form and content, is fairly presented in accordance with OMB Circular A-133;p (3)

that üe,nethods of measurement or presentation have not changed from those used in the proper period (or, if
tÌrey hw,echanged, the reasons for such changes); and (4) you have disclosed to us nay significant assumptions or
ilnterr¡xetaüions underlying the measurement or presentation of the schedule of expenditures of federal awards.

Y'onn ale responsible for the preparation of the supplementary information, which we have been engaged to repott
on, i.rn cornformity with U.S. generally accepted accounting principles. You agree to include our leport on the

zup,plbmemlary information in any document that contains and indicates that we have reported on the

supprcmenøry information. You also agree to include the audited financial statements with any presentation of
tùe s llementary information that includes our repott thereon. Your responsibilities include acknowledging to

uc inr tfte written representation letter that (1) you are responsible for presentation of the supplementary
i¡rfo'rmatibr¡ in accordance with GAAP; (2) that you believe the supplementary inforrnation, including its form
and conÍe¡lt, is fairly presented in accordance with GAAP; (3) that the methods of measurement or presentation

have'not clnnged from those usecl in the prior period (of, if they have changed, the reasons for such changes);

(s))you lrave disclosed to us any significant assumptions or interpretations underlying the measurement or
pres€múaübn of the supplementary information.

Ivfanagpnent is responsible for establishíng and maintaining a process for tracking tlre status of audit findings
ruaoururtndations. Management is also responsible for identifying for us previous financial audits, attestation

eÍìgaglomer¡üs, performance audits, or other sh¡dies related to the objectives discussed in the Audit Objectives

section' oú lhb tetter. This responsibiliÇ includes relaying to us corrective actions taken to address significant
ngn and recommendations resulting from those audits, attestation engagemenþ performance audib, or
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studies. You are also resporúle fur providing mânagemenfs views on our curlent findings, , and

recommendations, as weil as pr planned courective actions, for the report, and for the timing and forrrat for
providing that information.

Communication with Thoee Clqged with Governance

As part of our engagemenq rreareresporuible for communicating sþificant matters related to audit that are,

in our professional þdgmerg rpler¡ant to your responsibilities in overseeing the financial re Process as

well as other matters we belhe Cþutd be communicated to those charged with governance' G accepùed

auditing standards do not requirc üre audibr üo design procedures for the purPose of identifying maters t9
communicate with those cnaa wfth govemance. Such matters include, but are not limited tq" (1) the initial
selection of and changes in dgnificant accounting policies and their application; (2) the Broffi used by

management in formulating pnilar¡h¡ty sensitive accounting estimates and the basis for oul co regarding

the reasonableness of ttrose esrim¡req (3) all passed audit adjustments, (4) any disagreemenb wäür marngement,

whether or not satisfactoriþ redræd, about matters ttrat individually or in the aggregate could be {gnificant to the

financial statements or our neport €) o.u views about matters that were the subject of managemøfs cursultation

with other accountants abdt alditing and accounting matters; (6) major issues that were dbo¡esed with
management in connection wfh the retention of our services, including, among other matters, discussions

regarding the application d amnting principles and auditing standards; (7) serious diffr¡¡lti:s that we

encountered in dealing yyilt¡ rrramgErrent related to the performance of the audib and (8) matErs; relating to ou¡
independence as yorrr auditors

Third-Party Service Providerc

We may from time to time, artd depmding on the circumstances, use third-party sewice pr in serving

your account. We may sha¡e cqûdential information about you with these service provi Ç but remain

iommitted to maintaining thecrrrñdentiality and security of your information. Accordingly, we rrnaiúain internal

policies, procedures, and sa@urds to proÞct the confidentiality of your personal information- In additiorU we

witl secure confidentiality aüEueuuús with all service providers to maintain the confi of your
information and we will takemable precautions to determine that they have appropriate procedures in place

to pfevent the unauthorized nfu of your co¡rfidential information to others. In the event that a¡e unable to

secure an appropriate confiddbtity agreemenÇ you will be asked to provide your consent prior b the sharing of
your confidmtiil information w¡n Ure ür¡rd-party service provider. Furthetmore, we will remain rwponsible for
the work provided by any su - rhird-pa*y service providers.

Aeeietance By Your Personrrd

We will ask that your persrnnrd b the extent possible, prepare required schedules and an and make

selected invoices and other quircd documents avaílable to our staff. This a*sistance by yow pusonnel will
serve to facilitate the progressof or¡r work and minimize our time requirements.

Data Collection Form

At the conclusion of the engagmcnt we will complete the appropriate sections of the Data Co Form that
summarizes our audit findiry¡. It b managemenls responsibility to submit the reporting pa (including

financial statements, schedulb of øçendittrres of federal awards, summary schedule of prior andit findings,

auditors' reports, and cor¡dive action plan) along with the Data Collection Form to tlæ ftderal audit
clearinghouse. We will coorfu with you the electroníc submission and certification. If ap ye will
providã copies of ou¡ report fu you to include with the reporting package you will submit üo pass'ürough
àntities. thã pata Collectiòn fumand the reporting package must be submitted within the earlierof,3{l days after

receipt of the auditors' reporls u nine months after the end of the audit period, unless a longer ís agreed

to in advance by the cognizarúcoversightagency for audits'
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Att, A, AlB1,6/13/13

Sen Diego Metropolitan Transit Sytu
f,ngagement Letter

13,2jù[3
IPageT

ependence

hofessional standards require that a firm and its members maintain independence throughout the dru of
ühe professional relationship with a dierÉ In order to preserve the integrity of our relationship, no of
eurployment shall be discussed with any Pun & McGeady LLP professionals assigned to the audit, during one

year period prior to the commencensúof the year end audit. Should such an offer of employment be or

eurployment commences during tlrc indicated time period, we will consider this an indication (nü

indàpendence has been compromised- As suclu we may be required to recall our auditors' report due to lack

of independence. In the event additinal work is required to satisfy independence requirements, such w will
be billed at our standard hourly rab. Furtlrermore, we strive to staff your engagement with quality, ly
ûained professionals. ln recognitim d tùe exÞnsive investment we have made to recruit and de our
pcrsonnel, we ask that you agree to dæ following. In the event that any of our employees accePts a P of
ertploymmt with your Organizatiorç ot a¡ry of its related parties at any time while we are performing
for you or within one year thereafu, !¡onr agree to pay us a placement fee equal to the employee's annual

courpensation in effect on the date sudr empbyment was contracted. Such fee is payable when the enployee
accepb such a position.

Access to Worklng Papers

The audit documentation for this engrgenrelt is the property of Pun & McGeady LLP and constitutes co tid
i¡dormation. However, pursuant to dlnrity given by law or regulatiory we may be requesæd to make c€rtain

a¡¡dit documentation available to ttrc Oversight Agency for Audit or its desígnee, a federal agency pnwiding
di¡ect or indirect funding, or the U.$ Govenrment Accountabifity Office for purposes of a quality reviw of the

a¡¡dit, to resolve audit findings, or tocur¡r urtoversight responsibilities. We will notify you of any such €st.

!f requested, actess to such audit documer¡tation will be provided under the supervision of Pun & Mc LLP

personnel. Furthermore, upon requ€ft, we rnay provide copies of selected audit documentation lo the

a,forementioned parties. These partb may inErd, or decide, to distribute the copies or information corrtairæd

tÌ¡erein to others, including other govenrmrtal agencies.

The audit documentation for this eng¡gerrent will be retained for a minimum of seven years after tlrc report
¡elease or for any additional period rcquesbd by the Oversight Agency for Audit or Pass-through Entit¡r- If we

are arvare that a federal awarding agq/,poss-through entity, or auditee is contesting an audit finding will
contact the party(ies) contesting tlìe ãnd¡lftrding for guidance prior to destroying the audit documentatisr.

The Firm is required to undergo a'¡ro rtview" every three years. During the course of a Peer

cng¡gemenÇ seÉcted working pape'rs and fuancial reports, on a sample basis, will be inspected by at de

prty-on a confidential basis. Consequer¡rly, the accounting and/or auditing work we performed for you be

selected. Your signing this letter repmrts your acknowledgement and permission to allow such acces $ould

Jrcur mgagemenibe sãhcþd for revh'. As a result of our prior or future services to you, we rtay be r or

ieqrr.st"a 
-to 

provide information or docummts to you or a third-party in connection with a or

administrative proceeding (including a grland ¡ury investigation) in which we are not a party' If this oct our
efforts in complying with such requrst or demands will be deemed a part of this engagemmt and we be

€fidtled to compensation for our täm and reimbursement for our reasonable out-of-pocket ex

ding legal iees) in complying wilh such rcquest or demand. This is not intended, however, to relicYe rs of
duty to observe the confidentialityrcquireurenb of our profession'

er Seryices

We are always available to meet with yor and/or other management personnel at various times throu t tlrc
year to discuss current business, opratiural acrounting and auditing matters affecting your Org on.
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San Dicao Metropolitan Traneit Syetem
EngagømúLetter
May13, 3
Page I
Whenæer you feel such meeting are desirable please let us know; we are prepared to provide services to assist
youin oftheseareas.

Timelim

We expect to begin our audit on approximaÞly May 20,2013 and to issue our reports no later than December 31,

2072.

Kenned¡ rl. Frrr¡ CPA is the engagement parbrer and is responsible for supervising the engagement and signing
the reports or authorizing another individual to sign them.

Report Di¡lribution and Other

We will provide copies of our reports to MIS; however, management is responsible for distribution of the reports
and the financial statements. Unless reshicted by law ore regulation, or containing privileged and confidential
information, copies of our reports are to be made available for public inspection.

Most R€cent E¡cternal Quality Control Review

Gwemtne¡¡t Autliting Standarils require that we provide you with a copy of our most tecent external peer review
report any letter of comment, and any subsequent peer review reports and letters of comment received
during the period of the contract.

Since tlreFirm is newly established, we have yetto have our first peer review conducted. However, the assigned

engagemrt partner, Kenneth H. ffun, was the Partner of Caporicci & Larson, Inc. (C&L) who supervise its
Southel¡r California practice and heavily participated in the quality control process of C&L. In 2011, a quality
review of the policies, practices, and procedures was conducted for Caporicci & Larson, Inc. (a subsidiary of
Marcum LLP). The reviewers made an independent assessment of C&L's quality conhol policies and procedutes
and inspected the working papers and reports on a representative sample of accounting and auditing
governmntal clients. C&L's adminishative ffles and records were also reviewed and our professional personnel
intervieured.

After thmough study of C&L's procedures and work practices, the report had a peer review rating of pass which
mean thet the accounting and auditing practice of C&L has been suitably designed and complied with to provide
the firn¡ with reasonable assurance of performing and has an effective quality control system and that our
accounüing and auditing work conforms tro professional standards.

We have sclreduled our fi¡st peer review after our first anniversary and will review of the Firm's policieg
practiceq and procedures. The reviewers will make an independent assessment of the Firm's quality control
policies procedures and will inspect dre working papers and reports on representative sample of accounting
and au engagements. The Firm's administrative files and records will be reviewed and our professional
personnel will be interviewed.

Upon conrpletion of our first peer review, we will fumish you the independent peer reviewers' report and the
recomr¡s¡dations, if any,
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San Diego Mehopolitan Ttaneit St'rlcm
Engagement Letter
May 13, ãll3
Page 9

We appreciab the opporhrnity to be of servic to San Oþo trletrcgoUtan Transit System and believe lhis letter
accurateþ sum¡¡rarizes the significantErms of o¡r€ngagmt If yor have any questiotts, pleaee let ts krow.

Very truly youre,
Pun & McGeady LLP

Kenneth H. Pun, CPA
Partner

ACCBPTED

This leter correctly sets forth the managemenflaudibr mryürúililies and procedures for the F-I 72113 audit of
the San Diego Mehopolitan TransitS¡nÞm.

Authorized Signature:

Date signed:

4"9



1255 lmpøial Aver¡ue, Suite 10ül
San Dbgo, CA 92t01-7490
(619) 231-1466 . FiÐ( (619) 234-34ol

MEETING OF THE METROPOLITAN TRANSIT SYSTEM
AUDIT OVERSIGHT COMM]TTEE

June 13,2013
SUBJEGT:

INTERIM AUDIT (TOM LYNCH)

RECOMMENDATION:

That the MTS Audit Oversight Committee receive a report (Attachment A) on interim

audit worl¡ (conducted by triTs's independent auditor Pun and McGeady) and related

observations.

Budqet lmmct

None at tlhF time.

DISCUSSION:

During the rnonth ucted an interim audit and tested MTS's

intemá controls. of the audit process' Pun & McGeady

issued ar¡ Ìnterim Staff will discuss the issues raised in the

report, and a representative from Pun & McGeady will be available as well.

Metropolitan Translt SYstem

Agenda ltem No.

PaulC. Jablonski
Chief Executive Off icer

Key Staff Contact Sharon Cooney, 61 9.557.451 3, Sharon'Coonev@sdmts.com

Attachment: A. lnterim Silatus Report dated 5/30/13

82

1255 lnpo'hl Avenue, g¡ite 10ü), s¡n flego, cA 92101-7490 I (619) 231-1466 o www,sdmlo.com

MofopdlÍ TrdF[ Syst€B0lTq b a Callþm|bFÒh agEncy cornprlsod ol San Dlogo Transll Corp., San Ologo Ttollsy, lnc., San Dlsgo and ArÞona E¿slorn Bailwsy ComPany
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San Diego Metropolilen Traneit System (MTS)
For the Fiscal YerEndingJune 30,2013

Interim Sûs Report
M'ayfi,M3

INTERIM AUDIT PROCEDURES:

The purpose of our interim audit was to gaim an understanding of how MTS' internal control
systems are designed and implemented in order to prenerrt and detect material misstatements,
to evaluate the effectiveness of those controlb designed and implemented in order to achieve
these goals, and to determine if opportuni" for strrengthening internal conhols existed. To
accomplish these objectives, we interviewd managrrcnt and staff regarding policies and
procedures, performed walkthroughs of signfficant trilrsaction cycles, identified key controls,
and, in certain instances, designed tests to evalluaþ the operating effectiveness of key internal
controls over the following significant transadäorr cydesr

¡ Financial Reporting
¡ Revenues and Cash Receipts for SDTI amdSDTC
o Expenditures and Cash Disbursements
. Payroll and Related Liabilities
r Jnventory
. CaPital Assets

In addition to updating our understanding of hdl9 internal control systems, we also performed
procedures to evaluate MTS' Information Teclurology (nI) system, performed a surprise cash
count on SDTI TVM revenue, performed fræd risk irquiries with management and stafl and
discussed results of 2012/2013 intemal audit wäür Daniei lvladzelan, Lrternal Auditor.

CURRENT YEAR INTERIM RESULTS AND DISCI'$.9ION ITEMS:

Based on the interim procedures performed, iirlþmal csntrols for the selected transaction cycles

appeared to be both properly designed and dectively operating in order to prevent and detect
material misstatements. We found one instare baæd our testing that indicated key internal
controls were not operating effectively.

During our test of controls for Expenclännnres and Cash Disbursements, we noted an
inappropriate signatory approval on a requesüforpayment/ payment voucher, The finding was

a payment for $5,700 made to San Diego C¡æ and Electric that was approved by a SDTC

director, According to MTS's policies and ¡xuedures # 4L, the approver for the payment
voucher should have also included the @O or CFO. Although this was not considered
material, the finding was brought to the ¿¡¡enttiarn of tle Finance Departnent for correction. We
will continue to test approval limits during our year end procedures.

Att, A, Al 82, 6t13t13
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Att. A, Al 82, 6113113

San Diego Metr itan Transit System
Interim Exit Me
For the year endingfune n,2073
Page 3

During our review of audit reports from the internal auditor, we noted Contract Compliance

and Aãministration o uo u¡"à of concern. This was an area brought to the attention of the

internal auditor based on discussions with Legal and Finance departments' Based on a report

provided to the Bo of Directors on fanuary 17,2013 regarding one contract (sample size was

12) the following iss¡¡es were identified:

o Out of scope work being performed, resulted from contracts being rolled over and not

updated fronr p'revious contract'
¡ Total costs of contract exceeding amount awarded.
. Contractor ¡wt submitting material invoices from vendor for reimbursement or invoice

of actual ho¡¡rs wo¡ked (using estimated hours),

Based on our discussion with Internal Audit, these findings were result of

project managers not reviewing details of newer contracts and monitoring invoices and project

cosls. To coriect thiùs deficimcy, starting in November 20t2 Finance and Procurement began

developing new in@nal control procedures to govern conÍact compliance operations, Further,

Finance, Procurement and the training division of Human Resources developed a five (5) hour

training coufse designed to educate and inform project managers and members from Finance

and Procurement dleparürents of the new procedures. The training courses were administered

beginning April 20ü3. Also, a Contract Administrator position was created in Novembet 2012

"nã 
*us filled ¡anruary 2013. The position's primary role is higher risk contracts to assist in

compliance, Lastly, before new projects commence, there are kickoff meetings with project

managers and staff to go over details of the project and discuss best practices.

We believe these responses to be appropriate to address the deficiency noted.

REPORTS TO BE ISSI'ED

We will perform tle following audits and agreed upon ptocedures enumerated below for the

year endid Iune 30, 2013. Our audit will be conducted in accordance with U.S. generally

âccepted auditing standa¡ds, the standards for financial audits contained ín Goaetnment

Auditing Standards, i$sued by the Comptroller General of the United States of America.

1.. Comprehensive Annual Financial Report
2. Single Audit
3, SDTC Employees'Retirement Plan
4. Transportaüiorr Development Act (TDA)
5. National Tracnsit Database (NTD)
6. PropLBPT
7. Indirect Cost

YEAR END FIELDWORK DATE

We are scheduled bbegtn fieldwork August 19,2013'

A-2



1255 lmperlal Avenue, Suite 1000
San Dlego, CA 92101-7490
(619)231-1466 . FÆ( (619) 234-3407

MEETING OF THE METROPOLITAN TRANSIT SYSTEM
AUDIT OVERSIGHT COMMITTEE

Jurp 13, 2013
SUBJECT:

PROPOSED AUDIT SCHEDULE GOil LYNCH)

RECOMMENDATION:

That the MTS Audit Oversight Commiltee review the proposed audit schedule and provide
comments.

Budget lmpact

None at this time.

DISCUSSION:

Staff and outside auditors propose the following schedule for completion of the FY 2013 audit:

August 19-September 13 Audit field work

October 7 Drafr audit report completed

October 17 - AOC Prcsent CAFR1 drafUdiscuss progress/issues

November 7 - AOC Present completed CAFR
December 5 - AOC Altemative date if needed

November 14 - Board Meeting Present completed CAFR
December 12 - Board Meetirg Altemative date if needed

As always, adherence to the schedule will depend in part on the timeliness of information from
other agencies and confirmations from financialinstitutions and law firms. Any changes in the
proposed schedule will be communicated to the Audit Oversight Committee,

Mebopolltan Translt System

Agenda ltem No. 83

Paul

Key Staff Contact: Sharon Cooney, 61 9.557.45 1 3, Sharon.Coonev@sdmts.com

I 
Comprehenslve Annuål Fhenclal R€port

ryffi1255 lmperlal Avenue, Sulte 1000, San Dlego, CA 92101-7499 r (619) 231-'l¿16 ¡ www.sùú..oom q., (þffi$



1255 lmperial Avenue, Suib'!(X)0
San Diego, CA 92101-7490
(619) 231-1466 . FAX (619)ìæ4-3407

Agenda ltem No.

MEETING OF THE METROPOLITAN TRANSIT SYSTEM
AUDIT OVERSIGHT COMMITTEE

June 13,2013

SUBJECT:

INTER¡\¿AL AUDIT UPDATE (DANIEL MADZELAN)

RECOMMENDATION:

That tlhe Audit Oversight Committee receive a final status report on the fiscal year 2013
audit pbn and preliminary outline of the fiscal year 2014 audit plan.

Budoet ümoact

None.

DISCUSSION:

MTS lnternal Auditor will provide a final summary on the fiscal year 2013 approved audit
plan and preview the preliminary audit plan for fiscal year 2014.

Metropolitan Transit System

Key Staff Contact: Slharon Cooney, 61 9.557.451 3, Sharon.CooEgy@sdmts.com

B4

1255 lmpef al Avenue, Suite ÍmÍÌ, Sân Di€go, CA 92101-7499 r (619) 231- 1466 . www.sdml¡.com

Motropolilan Trúslt Syslom (MTS) iiìe Glilorúa puòlc agrnry compdsed of San o¡ego T16nsil Corp., San Dlego Trolbf lnc., Son Diogo and Arizone Easlern Bailway Company

MTS membø egerrcleo inch¡de the cjllEsd Arda MsÞ. Cormado, El Co¡on, lmpedal Beach, La Mosa, Lemon Grovo, N0llon0l City, Poway, San Di€go, Ssnte6, ond lhe County ot San Disgo,



MTS Internal Audit

FY13 Audit Plan Summary &
Preliminary Outline of FY14

Af No. B4, el,1st1g

Plan

Daniel Madzelan
6t 13t2013

Approved FYl3 Audit Plan & Time Budget

Follow Up Audit8 - FY12 Aud¡ts

External Busin€ss
Contract Compllancs and Administration Mult¡plê Businêss Un¡ts Relationships/ H¡gh

OPerat¡onal/Perf ormancê

E8tablishContlnuousMonitoringProgram Finance/Account¡ng

r¡ I[qt y
Buslness Unlt

Multipl€ Business Un¡ts Follow Up/Assurance Medium F¡ossible

@@oo

AUOI ryPa

Consultat¡ve/Operalionâl H¡gh Possib¡e 280 0

ñt5Á

mpact

Business Process Rêvi6w High fussible 1o4 0

Operational High Fosible 160 0

Consultative/Operational High Plrobable 96 0

{t5tr
Lihllhood

Þuq¡ersq
lburs

Total Audlt Hours - FYl3

@@oo



Follow Up Aud¡ts - FY12 Audits

Contract Compliance and Administrat¡on Multiple Business Uníts

Actual Results - FYl3 Audit Plan
AUOll rnmary

Buslness unlt

Multiple Busìness Un¡ts Nearly Completed 22o o 154.0

At No. B4,6t1st1g

Þugtereq
Hours Houra

Total Audit Hours - FYl3

Contract Compliance and Administration
. Poputation Potentiatty Subject to Review: 1,671

- Contracts Executed between May 2007 and June 2012.

utnotonce

Creating Risk Profile for Contracts
- Dottar vatue of the contract,
- Duration of the contract,
- Type of contract (service, goods, construction, etc,),
- Capital vs. operating expenditures;
- Organization responsibte for administration (MTS, SDTI, or SDTC), which determines

the system used for procuring the retated goods or services (IFAS or Et[ipse)'

- lnternat poticies and procedures; and

- Regutatoryrequirements,

Contractual Agreements Reviewed - 12.
- Six Operating Expenditures

- Six Capital Expenditures

@@oo
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Contract Compliance and Administration
. Significant Findings Summary: Primarity Operating/Service

Contracts

- Scopes of work:
. Att materiat and services required not reftected in scopes of work.
. Unreatistic estimates used in developing the scopes of work.

- Cost management controls needing improvement:
. Actuat costs incurred exceeding authorized spend authority of contract.
. Red ftags associated with costs overruns not identified or addressed timely.

- Over retiance on vendor for preparing and submitting accurate invoices:
. Vendor invoices approved for payment inconsistent with contractual terms and

conditions.
. Vendor invoices approved for payment where evidence indicated non-

comptiance or performance with stated contractuaI terms.
. Vendors not providing required documentation supporting cost reimbursement as

required by contractual terms.

At No. B4,6t1st1s

Contract Compliance and Administration
. Probabte Root Causes of Findings:

- Scopes of Work/Cost Estimates not always re-examlned for new contract
procurements.

- Emphasls on managing department costs against budget, not agalnst actual
contractual terms.

. Need for better tools to assist Project Managers in tracking contract costs effectivety
and efficientty.

- Purchase Order dates and amounts not in alignment with Contract
dates/amounts.

. Createf difficutty managing/monitoring contract spend rates

- "Silo" Effect
. Communication or coordination between Contract Officer, Project Manager, and

Finance Department after execution of contract.

- Misslng "Trust but Verlfy" mentality with respect to vendor lnvoices.
. Assume the money you are spending is your own.

e@oo
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Contract Compliance and Administration
. Management Corrective Action Ptans

- lnternalty developed training course (5 hours) for Project Managers
and Contract Officers conducted during ApriI and May 2013.
. Positive feedback received from approximatety 36 attendees of the course.

- Management toots for tracking contractuat terms and conditions
developed and made available on lnternal Network Drive.

- Revisions to Request for Payment Voucher Forms.
. Stricter controls for processing payments of vendor invoices.

- New process for issuing Purchase Orders in relation to Contracts.

- New Contracts Administration position in Procurement.
. Position to act as an independent review and oversight of contract and

invoices.

- Recurring meetings between Project Managers and Contract
Officers to improve communication throughout contract lifecycle.

At No. B4,6t1gt1g

orerooms - Trolley and Bus
onsultative Review

Notable Risks ldentified
- Business Continuity Risks - Lack of formal process and

proceduraI narratives (SOPs).

- Review had Scope Limitations.

Secondary Risks ldentified
- Overatt, lnternal controts are wett designed,

however, testing did identify events lacking evidence
to support comptiance with control procedures.

o
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Follow Up Reviews

. Follow Up Reviews Performed:
- Transit Store

- SDTC Revenue

- SDTI Revenue

- Customer Services - Ctassroom Day Trip Program
- Payrott
- lT System Access/Security

. Follow Up Reviews not Performed
- Procurement - FTA Compliance

Al No. B4 ,61'|-3113

Follow Up Review Results

. Total lssued Followed Up: 38
- 12 medium priority and 26 low priority

. Totat lssued Remediated: 34
- Open - 1 Medium and 3 Low Priority Findings

. Remediation Percentage of those findings
reviewed: 89%

General Benchmark Performance Metric: Att criticat (high) recommendations
and at least 75% of significant (Medium/Low) recommendations should be
imptemented by their target dates.

. Procurement FTA Comptiance: 6 medium priority and 2
low priority findings not fottowed up to date.

@@oo
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Token Management Opera ions

No Reportable Findings:

. Evidence reviewed indicated Management
implemented internat controls for receiving
and transferring universal tokens. Those
controts were working as designed and
intended.

. Any residual risks are considered at acceptable

tevets.

At No. 888888888888888 4,lrlgng

Special Events Revenue Operations

No Reportable Findings:

. Evidence reviewed indicated Management
imptemented their action ptans to address
previous toss events and those controls were
working as designed and intended.

. Any residual risks are considered at acceptable
levets.

o@oo
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Continuous Monitoring Program
Continuous monitoring is review methodology in which key business Process
transactions and controls are constantly assessed. This permits ongoing insight
into the effectiveness of controls and the integrity of transactions running
within them.

Operations lncluded in lnitial Roltout of Program:
. Procurement - FTA Comptiance
. Accounts Payabte
. Payroll Operations
. SDTC Revenue
. SDTI Revenue

Other operations (such as storerooms) might be incorporated into the program in
subsequent fiscat years.

At No. B4,6t1st1s

lT - Business Continuity Management
(Disaster Recovery Plan)

. Ptanning Phase Compteted

lT Management informed Audit that the Disaster
Recovery Plan was in the process of being re-
written. Accordingly, Audit elected to postpone
review until new plan is finatized.

. Scheduted as part of FY14 Audit Ptan.

o@oo
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Fraud/Waste/Abuse Hotline Sum mary

FY 13 TotalCommunications - 24
- Totat Tetephone - 24

- Totat Etectronic - 0

FY l2 Total Communications - 31

- Total Tetephone - 19

- Totat Etectronic - 12

Department Summary
- SDTC - 10

- Security - 5

- SDT|-4
- Accounting/Finance - J
- Legat - 2

Two (2) communications involved
stolen credit cards used to purchase
transit fares,

One communication was a warning that
an individuat was ptanning to fite a

false injury claim against MTS.

No communications received
invotved potentia[ f raudutent
activities or actions undertaken by
MTS emptoyees or retated pafties.

At No. B4,6t1gt1s

Time Budget For FYl4 Audit Plan

Company Holidays

Total Annual Leave Available

Training (Maintain Professionel Certifications)

Audlt Department Admlnlstratlon - 13o/o

FY2015 Planning, RiskAssessments, Policies Reviews, etc.
Annual lnternal Audit Quality Assessment Reviews
General Meetings
Fraud Hotline Admin¡stration

Unscheduled Proiects/Mgmt Requests/Budg€t Overruns

@eoo

Available Hours to Perform Scheduled Audits
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Compass Card Operâtions-
Trans¡t¡on supPort Marketing/Financo Busin6ss Process

conrinuous Moniror¡ns prosrm t'i"lt""jî:ftiit/ operational/Assurance

FY14 Audit Plan - Plan to Date

Contraot Compl¡ancô and Administration Multiple Business Un¡ts Op€rational/Porformance High

lT- Business Cont¡nu¡ty Managemênt lT/Financô Operatlonal

Follow Up Reviils Flnanc€/lT Follow Up/Assurance Medium Possible

At No. B4,6t1st1s

Est, Tlme Budget Planned Engagemsnts 1,392.0

Hours to Allocate to Prol€cts (404,0)

o@00
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