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

1255 lmperialAvenue, Suite 1000
San Diego, CA 92101

MINUTES

October 17 ,2013

ROLL CALL

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

APPROVAL OF MINUTES

It was moved and seconded to approve the minutes of the June 13,2013, Audit Oversight
Committee meeting, The vote was 6 to 0 in favor.

COMMITTEE DISCUSSION ITEMS

1. Draft of FY 2013 Comprehensive Annual Financial Report (CAFR)

Erin Dunn reported that the audit has gone very smoothly. Gary Caporicci of Pun &
McGeady LLP added that there were only a few very minor issues, and everything went very
well.

Mr. Ewin asked staff if there were any time lines for information needed from MTS Board
members. Ms. Dunn responded that MTS received all confirmations from attorneys and
Board members.

Mr. Cunningham asked if full access to any and all records and accountings was provided to
the auditors for purposes of reviewing the report. Ken Pun responded affirmatively.

Mr. Cunningham asked if there were any barriers or problems with accessing records and
how long it took. Mr, Pun responded that the turnaround time is quick-they were at MTS for
about 3 weeks, and getting the information requested took about 2 days. He said they
received all of the information needed. He added that he is really happy with the turnaround
time.

Mr. Ovrom asked if there were any areas where the auditors needed to expand their sample
size. Mr. Pun responded that they did a significant amount of internal-controls testing this
year and over the last couple of years. He stated that they follow the CTA auditing
standards for sampling size. He explained those procedures and added that MTS is low risk.

Mr. Ewin asked if there is a need to audit any information from the San Diego Association of
Governments (SANDAG). Mr, Pun replied that they do review SANDAG pass sales and
capital grant funds information. He added that this information has an impact on MTS's
financial outcomes, and this information is audited at the MTS location.

Mr. Ewin noted that there is a citation about data needed for the National Transit Database in

order to complete MTS's exhibits. Ms, Dunn responded that MTS has one question in
regard to revenue hours but othenruise everything is complete.
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Mr. Ewin stated that the purpose of this item is to gather comments, resolve any conflicts or
typos, and answer any questions relating to the process. He stated that when the CAFR is
presented in its final format to the Board, Mr. Ewin has 12 questions that he asks publicly for
the minutes.

Mr. Ewin noted that under Taxicab in the CAFR, he saw all cities listed except La Mesa.
Ms. Dunn responded that she will investigate. Ms. Landers responded (later in the
meeting) that the CAFR incorrectly lists National City (MTS does not regulate its
taxicabs), and it also left off La Mesa. She added that this will be corrected.

Mr. Ewin asked staff to highlight any additions or edits to the CAFR between now and the
November Board meeting. Ms. Dunn added that the only subsequent-event finding was the
purchase of the Pyramid Building.

Action Taken

It was moved and seconded to receive a draft of the FY 2013 CAFR for review and
discussion. The vote was 6 to 0.

2. Report of New GASB Statements and Auditinq Standards

Gary Caporicci of Pun & McGeady referred to a handout entitled "Presentation to
San Diego Metropolitan Transit System" (attached). Mr. Caporicci reviewed updates to the
GASB Statements 60-70. Ken Pun reviewed Government Auditing Standards and AICPA
Clarified Standards.

Mr. Ewin asked who checks that Pun & McGeady's processes are in line. Mr. Pun
explained that there is one partner in the field and another partner behind the scenes
making sure that procedures are in place to ensure that responsibilities are being
implemented on their end. Mr. Ewin asked if there is an outside firm overseeing
processes. Mr. Caporicci responded that there is an outside firm that does a peer review
of Pun & McGeady.

Mr. Caporicci summarized pension implications of the CAFR. He stated that MTS is in
very good shape in comparison to other agencies.

Ms. Dunn asked if AOC members would like a copy of Pun & McGeady's peer review
report to be made available at the Board meeting. Mr. Ewin responded that he would like a
copy for the AOC, but that he would give a verbal report at the Board meeting and make
the report available if anyone wished to see it.

Action Taken

Mr. Roberts moved to receive a reporl from Pun & McGeady regarding upcoming reporting
and auditing changes. Mr. Ovrom seconded the motion, and the vote was 6 to 0.

3. Auditino Services Contract Award

Erin Dunn stated that the auditing services contract award selection committee for MTS
included Claudine Aquino from the Procurement Department; Cliff Telfer, former CFO;
Tom Lynch, former Controller; Daniel Madzelan, former lnternalAuditor; and Linda
Musengo, Finance Manager.
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Ms. Dunn reported that the MTS selection committee is recommending a five-year contract
with 3 one-year options with Pun & McGeady LLP for auditing services. She stated that
Pun & McGeady LLP was ahead of the one other firm that was interviewed with both its
cost proposal and Best and Final Offer. She added that MTS also already had confidence
in Pun & McGeady LLP from its prior work with the agency. Ms. Dunn noted that 5 bids
were received, but only 2 firms were interviewed. Discussion ensued about the cost
differences between the two bidders and the bidding process. Mr. Ewin clarified that this
request could go to the Board as a Consent item.

Action Taken

It was moved and seconded to forward a recommendation to the Board of Directors to
authorize the MTS CEO to execute MTS Doc. No. G1513.0-13 for a five-year contract with
3 one-year options with Pun & McGeady LLP for auditing services. The vote was 6 to 0.

C. COMMITTEE MEMBER COMMUNICATIONS AND OTHER BUSINESS

Mr. Ewin requested that if anyone had any concerns to submit them as soon possible; otherwise,
the CAFR will go to the next Board meeting in November.

D. PUBLIC COMMENTS

There were no public comments. Karen Landers, General Counsel, informed members that
Daniel Madzelan, MTS's lnternal Auditor, left the agency for another position.

E. NEXT MEETING DATE

The next meeting will be held as called.

F. ADJOURNMENT

Chairman Ewin adjourned the meeting at 9:57 a.m.

Attachments: Roll Call Sheet
Pun & McGeady handout "Presentation to San Diego Metropolitan Transit System
"A New Look" by Gary M. Caporicci, CPA, CGFM, CFF
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2013

Statement 60 - Service Concession Arrangements
(SCAs)

Statement 61 - The Financial Reporting Entity -
Omnibus

Statement 62 - Codification of Pre-November 30, 1989

FASB and AICPA Pronouncements

o Statement 63 - Financinl Reporting of Defened
Oatflows of Resources, Defened Inflows of Resources,
and Net Posítion



20t4

o Statement 65 - Items Previously Reported as Assets

and Liabilities
o Statement 66 - Tþchnical Corrections - 2012

o Statement 67 - Financial Reporting lor Pension
PInns

o Statement 70 - Non exchange Financial Guarantees



201s

o Statement 68 - Accountìng ønd Fínancíal Reportíng

lor Pensíons

o Statement 69 - Government Combinations and
Disposals of Operations



GASBSTATEMENT
NO.63 r

Financinl Reporting of Deferred OutÍlolts
olResources, Deferred InÍlows of

Resources, and I{et Position



Highlights

. Now five elements make up a statement of financial
position:
. Assets
. Deferred Outflows of Resources
. Liabilities
o Deferred Inflows of Resources
. Net Position

. New title: Net Investment in Capital Assets



GASBSTATEMENT
Nlo.67-

Finøncinl Repofüng lo, Pensinn Plnns



Highlights

Pension Plans must present two financial statements:
. A Statement of Fiduciary Net Position
o A Statement of Changes in Fiduciary Net Position

Pension Plan disclosures in the fi.nancial statements:
. Total Pension Liability
o The Plan's Fiduciary Net Position
o Net Pension Liability
o The Plan's Fiduciary Net Position as a percentage of the Total

Pension Liability
o Significant Assumptions to Calculate Total Pension Liability
o Ten Years of Disclosures



Actuarial Valuation
o At least biennially
o Disclose all Major Actuarial Assumptions

Highlights



GASBSTATEMEI\T
NO.68-

Acc ounting ønd Financínl Reporting lo,
Pensions



o Accounting-based versus funding-based

o The difference between Total Pension Obligation and

Hightights

Plan Assets would be reported as a Net Pension LÍability
in the financial statements.

Actuarial Requirements :

o Valuation at least biennially
o Within 12 months of fiscal yeil-end (OK to "roll forward" from

date within 30 months)
o All assumption should conform to Actuarial Standards of Practice



PEI\SIONEXPENSE
T:ACCOI]INT

l. Employer contributions.
Earnings on Plan
Investments.

2. Earnings on Plan
Investments.

Difference between actual and
projected earnings to be
recognized over a 5-year period.*

2. Earnings on Plan Investments.

Difference between actual and
projected earnings to be
recognized over a S-year closed
period. *

* Report as deferred outflows or inflows of resources



PENSIONEXPEI\SE
T:ACCOUINT (Continued)

Interest on the beginning Total
Pension Liability.
Change in plan terms.

a) Changes for past service of
inactive/retired employees to
be reco gnrzed immediately.

b) Changes for past seruice of
active employees to be
recognized over the average
expected remaining service
lives of the employees. *

1.

t Report as deferred outflows or inflows of resources



Hightights

. Note Disclosures

o Required Supplementary Information



Government Auditing Standards
Update



Effective Date

The effective date for financial audits and attestation
engagements is for periods ending on or after December 15,

2012.



o Updated financial and audit standards which:
. Reflect recent updates to the auditing standards issued by the AICPA,

where applicable.
. More clearly identifies the Yellow Book requirements and guidance that

supplement AICPA requirements for financial audits.

o Consistency of the use of footnotes has been improved.

Overall Changes

t 'n l



Highlights

Concepts and ethical principles that serve as the

foundation for the requirements and guidance for
GAGAS.
Legistators, Oversight Bodies, Those Charged with
Governance, and the Public Need to Know 'Whether...

o Entities manage government resources and use their authority
properly and in compliance with laws and regulations

o Government programs are achieving their objectives and desired
outcomes

o Government services are provided effectively, efficiently,
economically, ethically, and equitably

Purpose and Applicability of GAGAS



o

o

Non Audit Services

Circular A- I33 audits involve three layers of requirements:
o OMB CircularA-133 requirements
o Yellow Book requirements
o GAAS requirements

SAS lI7, Compliance Audits

Highlights

. Conceptual Framework for Independence



AICPA
Clarified Auditing Standards

(And How TheyApply to GovenunentAudits)



Purpose of Clarified Standards

Implement ASB's clarity drafting conventions designed to
make standards easier to read, understand and apply.

Convergence of standards with International Standards on
Auditing of the International Auditing and Assurance

Standards Board.

Not to create additional requirements, but some practices will
need to be "adjusted".



AICPA
Clarified Auditing Standards

Clarity project substantially completed with issuance of
SAS T22-127
o SAS 122 Clørification ønd Recodification
. SAS I23 Omnibus Statement on Auditing Støndards - 2011-

o SAS 124 Financiøl Støtements Prepøred in Accordønce with ø

Financial Reporting Frømeutork Generølly Accepted in Another
Country

o SAS 125 Alert thøt Restricts the Use of the Auditor's Written
Communications

o SAS L26 The Auditor's Consideration of An Entity's AbiliU to
Continue øs a Going Concern(Redrafted)

o SAS 1,27 Omnibus Støtement on Auditing Støndards -201,3

Effective for periods ending after 12/ 15 /2012



. Make sure impacts on various documents are incorporated:
. Engagement letters

Documentation

o Representation letters
o

o

Auditors' reports

Restricted use reports (e.g. management letters)



Substantive Changes

o Consideration of Laws and Regulations
o Communicating Internal Control Related Matters
o Related Parties
o Group Audits
o Auditors'Reports
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at thc end of the reporting periocl, the portion
of the tlebt or rlefcrred inflows of resorrrces

attribr¡tablc to thc urìspcul amount slrould
not be included in the calculation of net

investrnent in capital assets. Insteacl, that
portion of the debt or deferred inflows of
resourres shor¡ld be incluclecl in the sa¡ne net

¡rosition cornponen t (restricted or unrestricterl)
as lhe unsPe¡ìt anìount.
. Rcsticted Component of Net
Position: Corrsists of restricted assets retlucecl

by liabilities and cleferred inflorvs of rcsources

rclaled to those assets.
. Unrestrictcd Cornponent of Net
Position: Includes the net amount of the

assets, deferred outflows of resources, liabilities
anrl deferred inflows of resources tlÌat are

rìol inchrded in the detent¡ination of net

investn¡ent in capital assets or the restricted
corìrponent oI net position.
. Fin¡nci¡l Reponting for
Government¡l Fundg¡ Deferrecl outfl orvs

of resor¡rces and cleferred inflorvs of
resourres tlrat are rcquired to be reported in
a governmental fund balance sheet slroulcl

be ¡rresented in a fornrat that clisplays assets

plus tleferred outflows of resources, ec¡uals

liabilities plus clefbrred inflows of' resources,

plus I'uncl balance. Gover¡r¡rerrtal frurds

contilrue to report lirnd balancc.
. Disclosuree: Balarrces of deferrecl

outflorvs of rcsorrrccs ancl cleferrecl inflows
of resorrrces rcported in a slalement of net

position or a gover¡lììenlal firnd bala¡rce

sheel nray be presentecl in dctail or as

aggregations of different types of clelerred

arìrounts. Governnrents shorrld provirle rletails

of tirc clifferent ty¡res o[ rlelerrccl anìoulìls
i¡r lhe notes to the fina¡rcial statcrrrenÌs if nol
separately prescnterl.

Effective Date
Sraterncnt No. 63 is cffective l"or financial
statenìents lor perìorls bcginning altcr Dcc. 15,

20 I I . Earlier application is encouragetl.

How about Early lmplementation of GASB

65?

G.{SB Sta¡enrent No. 65, Itenrs Previously

Reported as .{sscts and Liabilitics, is cllectivc
lor financial statenìeuts for periocls beginning
alter Dec. 15,2012. In (lalilornia, thc elfectivc
clates are:

Although early application is encouragecl

and GASB Statenrent No.65 seems clearlv
related to GASB Statenrent No.63, it's

rcconrrncnclecl not to carly irnplenrent. Tlle
reasoning to not implernent early is that
government officials ancl practitioners need

sufñcient tin)e to accuratcly rcfornrat the

fi¡rarrcial statcrùents lor StatenleDt No. 63.

In early 2014, an article rvill be prrblishecl

on GASB Statenrcrìt No. 65 with a cletail

nratrlx of assets ancl liabilities to be classified

as Defen'e<l Outflows ancl Deferred Inflows
and olher atì]ounts ¡lrt into the resource florvs

staterììen t.

Conclusion
Altlrorrgh it rnay seenr that G¡\SB No. 63 will
nrakc financial rcpolting nrore conrplicatecl, I
believe by clisplaying thc significant cleferred

clcnrcnts se¡>aratcly, financial reporting will be

inrproved arrcl bctter positionecl and consistent

rvith rrcw C.ASB stanclarcls being issued. ffi

Year End
Dec. 3l
Jurre lÌ0
Sept, 30

Effective Dates
Dec.3l.20l3
Junc 30,201.1

Sept.30,2014
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