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INDEPENDENT ACCOUNTANTS® REPORT

To the Regional Administrator
Federal Transit Administration Region [X:

We have performed certain agreed-upon procedures; as summarized in Section 11 of this report, which
were agreed to by vour office, solely to assist the FTA in evaluating the implementation of certain new
procedures by San Francisco Municipal Transit Ageney (SFMTA). SFMTA's management is responsible
tor maintaining a financial management system following criteria that have been set forth by FTA
standards. This agreed-upon procedures engagement was conducted in accordance with Attestation
Standards established by the American Institute of Certified Public Accountants. The sufficiency of
these procedures is solely the responsibility of those partics specified in this report. Consequently, we
make no representation regarding the sufficiency of the procedures described in Section 11 either for the
purpose for which this report has been requested or for anv other purpose.

The agreed-upon procedures and the related findings are enumerated in Section |1 and Seeton [11 of this
report; respectively.

We were not engaged and did not conduct an examination, the objective of which would be the
expression of an opinton on SFMTA s financial management system. Accardingly, we do not express
such an opinion. Had we performed additional procedures, other matters might have come to our
attention that would have been reporred to you.

This report 1s mtended selely for the information and use of FTA and SFMTA and is not infended 1o be
and should not be used by anyone other than these specified parties.

Woodbury, New Jerscy 08096
April 29, 2013

44 Euclid Street © Woodbury, Mo 08098 -~ P 258 5120335 ¢+ F: 856 8120177 - www holmesepas com
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SECTION I: BRIEF DESCRIPTION
San Francizco Municipal Transporiation Agency

Background

The San Francisco Municipal Railway (MUNI) began service in 1912 as one of the first
publicly owned and operated transit systems in the United States, In 1944, MUNI absorbed
the privately owned Market Street Railway. which mere than doubled the size of the
sysient. All of the transit services within San Francisco were brought under public control
when the City acquired the California Street Cable Railroad in 1952, From 1932 until
1994, MUNI was govemed by the Cityv's Public Unlintes Commission (PUC). In
November 1993, Proposition M was passed by the Citv's voters. creafing the Publie
Transportation Commission (PTC) and the Public Transportation Department
(FTD). MUNI was made part of the PTD and came under confrol of the PTC in Junc 1994,

In November 1999, the veters of San Francisco passed a charter amendment. known as
Proposition E. which consolidated MUNI and the Department of Parking and Trattic into a
new 3an Francisco Municipal Transportation Agency (SFMTA) led by a Director of
Transportation and a seven-member Board of Directors. The SFMTA Board of Directors is
appointed by the Mayor and has the authority to appoimnt the Director of Transportation,
approve the budget, and set agency policy.

In addition to the Board of Directors, SFMTA has a number of councils and committees
that arc authorized to facilitate agency governance reparding a host of critical
transportation arcas. Some of these entities are internal 1o the agency, with members who
are SFMTA staff. Others arc interagency commitiees staffed by SFMTA and other City
departments. Therc are also a number of citizen councils and committees designed to
provide public input and involvement i the governance of the agency.

SFMTA oversees public rransit, parking and traffic, and taxis, What has historically been
branded and known as MUNI represents. and functions to provide, SFMTA s public fransif
service. With five modes of transit (bus, trolley bus, light rail, historic streetcar. and cable
car), SFMTA provides more than 700,000 passenger boarding’s cach day. It is the largest
transit system in the San Francisco Bay Area and seventh largest in the nation, serving
more than 200 million customers cach year. SFMTA's fleet is unique and
includes historic streetcars, biodiesel and electric hybrid buses. electric trolley coaches,
light rail vehicles, Para transit cabs and vans, and the world-famous cable cars.

SFMTA's service area includes the enfire cify and county of San Francisco, which has a
total population of 805,000 individuals, according to the 2010 US. Census. SFMTA has
75 routes throughout the city and county of San Francisco, with stops within a quarter mile
of most residences in the city. SFMTA provides service 24 hours a day, 7 days a
week. Short segments of a few SFMTA routes operate within San Mateo County, and one

SFMTA route operates in Marin County on Sundays and holidays. The majority of routes
operate between 5:00 aM and 12:00 aM: however, SFMTAs service ncludes 10 evening
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Owl routes thal operate berween 12:00) am and 3:00 am. To opersie service. SEMTA
maintains & flect of approximately 506 buses, 313 eleetric vehicle trolley coaches, 151
Breda light rail vehicles (LRV), 24 historic strectears, and 40 cable car vehicles. SFMTA
also maintamms a series of amenilies located throughout the transit stop network, which
meludes approximately 3.800 ansir stops. Transit staps in the svstem include passenger
amenitics such as shelters, NextMuni (real-time bus arrival information systems), stop IDs,
and Landor (flag) signs.

SFMTA has more than 4,500 employces in the following 5 major divisions: Capital
Programs and Construction: Finance and Information Technology; Human Resources:
Sustainable Streets; System Safey; Transit; Taxi and Accessible Services. In addition o
those divisions. there 15 also the Director of Transportation's office.

The current full cash fare for all SFMTA services. except the cable cars, is $2.00 (including
a free transter that is good for 90 minutes). Older adults {age 65 and over), youth (5—
I7), people with disabilities, and Medicare Card holders can show a valid Regional Transit
Connection (RTC) Discount card or other valid ID and pay a discounted fare of
§$0.75. Cable car mrips cost $6.00 per single ride. Before 7:00 AM and after 9:00 pu, cable
car trips for individuals with valid [Ds cost $3.00 per single ride. Cable cars do not accept
or issue transfers.

Capital Programs

The Capital Program is composed of three primary doctiments that ontline the ageney’s
long-term (20-ycar Capital Plan), mid-wrm (5-year Capital lmprovement Plan) and shori-
term (2-year Capital Budget) strategy for implementing all capital projects and programs.

On January 3. 2012. the SFMTA Boeard adopred the 20-year Capital Plan. The Capital Plan
represents the unconstrained list of capital needs for the coming 20 years. These
mvestments have been identified 1o ensure system safcty, maintain a state of good repair.
implement complete streets and improve transit reliability. The projects have been
priontized using a set of capiial project criteria that consider the projects benefit to: safety
and sccurity, state of good repair. enhancements or expansion, environmental
sustainability. and financial sustainability. All projects must be in the Capital Plan to be
considered for inclusion in the 5-year CIP and 2-year Capital Budget. The Capital Plan is a
living document and will be revised as nceded through the policies and procedures
established by the SFMTA’s Transportation Capital Committee. The Capital Plan will be
formally npdated every two years.

Financial Business Solutions, LLC



Larants

Ihe following is a list of FTA prants:

Grant #
CA030673
CAO30708
CA030767
CAO030811
CAD40007
CAG40005
CAMM0051
CAGLG072
CABSGIR6
CA040247
CA050200
CAOG50213
CAGN225
CADS50241
CAD50259
CAD50272
CA050742
CA260057

CAS550002 HPP FLEX FUNDS FOR SF
CAS7X077 New Freedom: Accessible

Diescription

Muni's FY 2004 Section

$

FY 2005 Sect 5309 Fixed Guideway $

3rd 5t LT Rail -Phase
Van Ness Avenue BRT
Des/Const Islais Creck
Glen Park [utermodal
Islais Creck & ITS

FY 2008 Bus & Bus Fac
State of Good Repair
Phelan Loop

FY 2006 Sect 5309 Fixed
FY 2007 Fixed Guideway
FY OR Fixed Guideway
FY 2009 Fixed Guidewsay
FY2011 Fixed Guideway
FY2012 Fixed Guideway
FY2010 Fixed Guideway

Sfgo Transit Priority

CATOX013 SFgo Market Street

CA90X957 Grant for FY99-00.

b
b %

A

L N RO I R - T O~ S

Amaorint
35.351.840
23.305.667
157,162,500
15,396,000

3693215

[t

A40.564
5,793,480
SR, 000
43,800,000
6,822,106
20.453.769
46.547.421
41.180.417
37.330.575
67,382.500
69,402,386
63.772.057
240,521
5,038,879
200.000
490,000
109,537,310
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Expended ai
12/131/2012

35,004,704
16,581,119
71,614,674

396,000

633,574

lad

891,432

)

391,772

28852410
0,170,207
22,105,393
2.145908
1313509

561,718

1,301,590

109,262.061



CAZOY |24 FY 2002-2003 FTA Form
CA90Y245 MUNI Section 5307 FY
CAYDY348 MUNI Scetion S307FY
CA90Y424 FY 2006 Section 5307
CA90Y3533 Section 5307 Formula
CA90Y624 FY 2008 Section 5307
CAB0YT49 FY 2009 Section 5307
CA90YS22 FY 2010 Section 5307
CAZ0YS05 FY 2011 Section 5307
(’AO0Y995 FY 2012 Section 5307
CAO95X037 CENT SUB-3RD ST LRP
CARSX150 SFzo - Cormdor Manag
CA95X 164 Market Haight Project
CABSX |79 Phetan Loop and Church
CAB5X199 Signal Rehab/Upgrade
CABSN219 Transit Performance
CAY6X014 Infimstructure Enhance

Total

Lefs

82,156,753
202,071
65,840,680
46,175,552
31,854,482
IR 169,738
30,916.609
23 553.162
14.880 3134
9940234
41,025,000
6,000,000
2,800,000
915,000
517.015
1,766,969

85467 854

$1.307.518.664
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79.592 122
30,190,434
64,155 458
45,052 540
21.841.694
28,440,348
12.432.801
11,623,636
5.983.197
3,758.618
41,025,000
904
303,155

83,685.603

795,976,803
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SECTON I AGREED-UPON PROCEDURES

Grants Management

Perform a detailed review of the Grantee’s Grants Management system. Review the entire
cycle, from initiation to final closcout. Review the detailed process and procedures, both
automated and manual. at each stage of the process. and identify the controls in place 1o
ensure fhese activilies are authorized, are processed accurately, completely and in a
timely manner. Identify and review the actual documents used throughout this process.
Follow the process through to summary recording in the detailed system, and the
interface of that detailed system to the general ledger and final reporting,

Review open grant agreements and perform the following procedures:

a. Obtan the approved program budget and agree to the approved grant amount.

b, Agree capital grant dollar amount in grant agreement (including revisions) to the
Grantes"s Capital Prograim records.

. Agree grant dollar amount to the FTA TEAM Report to determine if grant is
properly reflected and if funds are available. Determine if latest budget revisions
are properly reflected.

Select a sample of grants lo review their FFRs and MPRs filed with FTA and ensure the
following disclosure criteria are met:

2. Determine if all essential financial facts relating to the scope and purpose of each
financial report and applicable reporting period are completely and clearly
displayed in the reports Determine if a narrative is present for each quarterly
report that addresses each activity line item or projeet within the grant reported
financial data is accurate and timely. The requirement for accuracy does not rule
out mclusion of reasonable estimates when precise measurement is impractical,
uneconontical, unnecessary, or conducive to delay. Review any cstimates and
Judgments the Grantee uses to prepare financial reports provided to the FTA.
Determine what procedures the Grantee follows (o prepare estimates and assess
the reasonableness of these procedures and judgments.

b. Financial reports are based on the required supporting documentation maimtamed
under an adequate accounting system that produces information that objectively
discloses financial aspects of cvents or transactions.

¢. Financial data reporied is derived from accounts that are maintained on a
consistent, periodic basis; material changes in accounting policies or methods
and their effect is clearly explained. Determine that accounts are being prepared
on a basis at least consistent with the prior year financial statements and prior
period financial repors to the FTA.

d. Reporting terminology used in financial reports to FTA is consistent with receipt
and cxpense classifications included in the latest approved project budget.
Determine that reporting terminology used in financial reports to the FTA is
consistent with cash receipt and expense classifications included in the latest
approved budget.

Financial Business Solutions, LLC
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Reconeile key balanecs shown n these reports (focusing on these pertaining to
capital projects and grants) o the general ledger and appropriate SUPPOILInG
ledgers (grants records, for instance).

Review the appropriatencss of any adjustments made 1o reclassify or adjust these
detail records to those reported internally or extermnaliy.

I.  Determine if the financial reports submitted to the FTA are stated on a full
accrual basis. Grantee’s financial accounting system does nof need to be on an
accrual basis; however, an effective conversion to accrual basis for financial
reparfing purposes must be performed. To the extent a conversion to accrual
accounting is performed. determine that the conversion was properly completed.

. Determine thar all required financial information is properly reported (i.e.. current
period and cumulative outlays, obligations, unobligated balances. indirect
expenses, and indirect expense allocation methods used). Consider also special
reporting requirements (if any) of grant agreemenis

k. Determine whether all reports were filed timely. Quarterly repors are due 30 davs
after the end of the quarter.

I Rewview SFMTA’s fiscal year closeowt process te identify potennal mipacts to the
corresponding FTA TEAM FFR reports.

Review the most recent job order and/or indirect admimstrative charges posted to the
grants. Peterming if they arc:;

Caleulated accurately and proper application of the charges:

Applicability to this grant;

Support for the items — documentation;

Verification that the formulas used agree to the most recent Cost Allocation Plan
filed with the Regional Office of the FTA.

Review Grantes's procedures for encumbranece records posting and mamtenance.

a. Review the current encinnbrance’s outstanding balauce for selected grants
Examine support and determine that the encumbrance balance shown is valid,

b. Identify two pending purchases that would be included within the Federal grant.
and verify that the anticipated costs are encumbered in that grant record.

From the grant logs, select certain recent Federal and state reimbursements relative to
capital grams. Verify that these have been accurately and timely posted to the granis
management records.

Obtain detailed TEAM printouts showing drawdowns (detail and cumulative total) for
the grants selected for testing. Verify that the cumulative drawdowns number reported
on the TEAM prmtouts agrees with the Grantee’s grant management system.

Inquire whether any reconciliation process was involved between the general ledger and
the pgrants detail records. If such reconciliation exists, review for timeliness,
completeness, approvals and resolution plans for outstanding items.

Changes in the purpose, scope, description, terms and conditions or cost of an approved
grant may require a modification 1o a grant. Modifications fall into several types
including: revisions, budget line transfers, adminmistrative amendments, or full
amendments. Review Grantee controls over project change orders particularly for the
Central Subway Project and the Islais Creek projects. From the review of active capital
grants, identify four recent grant amendments — some with, and some without, dollar
impact to the total grant.

.'-1.-

=Tl R o
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# Review the documentation supporung  this change for proper  Grantee
authorzations.

b. Review Grantes's copies of documentation from the FTA that authorize the
amendment, and verify that this agrees with the change reflected in the Grantee's
grant management and project management records.

. Venfy that these amendments have been properly summarized and reflected
within the summary grants/projects records. Determine that the grant records
reflect the original balance and the history of amendments-dates and amounts.

d. Transfers of funds between or among line items that cumulatively do not exceed
20 percent of the originally approved budget generally do not require FTA
approval unless the linc items have different matching ratios. Other budgetary
changes generally do requirc FTA prior approval. Obiain a copy of the original
budgets for cach grant. Review any changes made to grant budgets and
determine whether the Grantec has notified the FTA and sought FTA approval
in 8 timnely and appropriate manner.

10, Determine af which dollar amount project budget transfers require management and/on
board ievel authorization. Agree budget wansfers at various levels to appropriate
documentarion authorizing wansfers.

I1. Determine whether any grant balances are being carricd lorward bevond their close-out
period and verify that justification for delayed closeout is sppropriate.

Cash Manazement

L. Perform a detailed review of the Grantee's funding cycle/system. Review the entire cycle.
from imitiation to final closeout. Review the detailed procedures. both awomated and
manual. at cach stage of the process, and identify the controls in place to ensurc these
activities arc authorized, are processed sccurately. complerely and in a timely manner.
Identity and review the actual documents used throughout this process. Foliow the
process through te summary recording in the detailed system, and the interface of that
detailed system to the general ledger and final reporting.
Perform a detailed review of the Grantee's farchox revenue collection system, Review the
procedures, both automated and manmual, at cach stage of the Grantee's farebox revenne
and collection system. Focus especially on the controls in place to ensure these assets are
properly controlled and accounted for at each step in the process.
3. Observe these controls in effect duning a tour of the farebox revenue collection operations
area. Obscrve that such an area is physically segregated with controlled, limited access,
and that the activities of employees are monitored.

[

Fixed Assets

1. Perform & detailed review of the Grantee's fixed asset tracking cycle/system (and/or
inventory of spare parts). Review the entire cycle, from initiation to final closeout.
Review the detailed procedures. both automated and manual, at each stage of the
process, and identify the controls in place to ensure these activities are authorized, are
processed accurately, completely and in a timely manner. Tdentify and review the

10
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dctual documents used throughow tus process. Follow the process  through 1o
supmary recording in the detailed system, and the mferface of that detailed system to
the general ledger and final reporting,

= Derermine if there is any impairment on fixed assets with Federal participation.

Any impairment must be approved in advance by FTA.

3. Review insurance coverage. for assets paid for by FTA (buses, facilitics, trains, etc;) If

sclf-insured, defermine the adequacy of procedures to estimate loss exposure and to
minimize risks,

Project Management

|t

&,

Perform a detailed review of the Grantec's Project Management svstem. Review the
entire cycle, from initiation to final closecout. Review the detailed procedures, both
automated and imanual, at cach stage of the process, and ideatify the controls in place to
ensure thesc activitics are authorized, arc processed accurately, completely and in 4
timely manncr, Identify and review the actual documents used throughout this process.
Foliow the process through to summary recording in the detailed svstem. and the
interface of that detatled system to the general ledger and final reporting.

Determine whether the capital projects management staff maintains any schedules of
percentage of complenion, or benchmarks of construction work in progress relative to
financial progress for the projects that they are managing,

Review other project management controls such as inspection reports, engineering
feports, acceplance (ests, ete. to determine whether management is  obtaining
meanmgtul, relevant information regarding project progress:

Review the Grautee's procedures for identifving and addressing problems on capital
projects.

Review any “Project Status Reports™ used infemally and’or provided to the FTA as part
of the quarterly reporting process. Assess the adequacy and usefulness of this repoit as a
management and reporting tool.

Determine whether variance anatyses consider non-financial data (i.c.. performance data
such as project milestones for capital projects).

Discuss the budget variance reporting process with selected project managers. Inquire
whether the budget process is an effective management tool for them.

‘ Financial Business Solations, LLC



SECTION HI

San Franciseo Municipal Transportation Agency

FINDINGS

12
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Agreed-Upon Procedures listed in Section 1 thar resulted in iindings/observations to
repurt are discassed below.

Determine it the financial reports submitted to the FTA are stated on a full
accrual basis. Grantee’s financial accounting system does not need to be on an
accrual basis: however. an effective conversion to acerual basis for financial
repurting purposes must be performed. To the extent s conversion to acerual
accounting is performed, determine thai the conversion was properiy
completed.

Finding
FFRs are not filed on the accrial basis
DHsenssion

At monthvquarter end ncomplete accruals are prepared tor Spent to Date for
comparison to the budget categories for cach project. We were advised during the
miemal control questionnaire review thal a complete accrual was not being
prepared for Projects. Further discussions with the Capital Controls Section Lead
regarding how he was preparing the Spent o Date amounts for February 2013
confirmed that he would use January 2013 actuals plus invoices in the accounting
systeim. There appears to be ne effort to determine estimates for work performed by
monih end for which no invoices have been received.  Project Management is able
to estimate the budget work 1o be performed for a specific period of time. but full
daceruals are not determined  When the new system, Capital Program Controls
System (CPCS) is implemented fully and used by all departments, improved
accruals should be readily available. In the interim, communication of estimated
accruals would improve the financial knowledge of projects. All departments
should be inputting estimated hours to complete a Project so that Estimate at
Completion is more accurate. Otherwise recognition of increases in Estimate at
Completion is delayed as with the Islais Creek Phase [ February 2013 Project Status

Report for monthly internal distribution.

Financial Business Solutions, LLC



Perforiu s detuiled review of the Grunee's larebox Fevenne collection sysien.
Review the procedures, hoth automated snd manual, ar cach stage af the
Lrrantee’s farebox revenue and collection system. Focus especially an the
controls in place (o ensure these sssets are properly controlled and acconnted
for at each step in the process.

Finding
Comparisons of Farebox Probing/Mebile Safe Information to Cash Counr are not

performed on a regular basis or subjected to defined criteria regarding follow-up
procedures.

Discussion

SFMTA uses the CUBIC farebox system which upon probing of the fareboxes,
generdtes a “PROBE and VAULT Acuvity” report (B415) thar indicates the farchox
numbers dumped into each mobile safe. Although this is an old system with
inherent limitations and subject to increasing mechanical probiems. it does
represent somewiat of a revenue recognition systenn. For cach mobile safe there is
also a *Mobile Safe Removal Cash Breakdown™ veport (R431) mdieating amounis
collected. This report shows coin counts by denomination. bill couats, and total
cash. However, one Hmitation of the systemi is that it cannot distinguish the
denomination of bails.

Per discussion, we were informed thar in 2011 SEMTA attemipicd lo reconcile
probing vesults to acual cash counted i the money foum bul experienced
discrepancies indicating that the probe resulis were unreliable. SEMTA indicated
that they since have performed comparisons only on a random basis and limited to
bill and coin counts from R43! repors to respective money room data. We were
shown several comparisons trom 2012 and noted large discrepancics i both hill
and coin counts with no indication that any follow-up was performed.

Criteria for which discrepancies require follow-up can be set to compensate for
imnherent problems in the farebox svstem, bur identification of and resolution of
discrepancies between the farchox system and maney room counts is a key internal
control that should be performed on a regular basis.

14
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Derevaine if there by any impairmient on fixed ussers with federal
participation. Any impatrment must be approved in advanee by FTA.

Findins
Asset condition code in detailed fixed asset records s not being maintained.

fliscussion

We determined that a Defeascd Lease-Leaseback Transaction for Light Rail Vehicles
(LRVs) had received FTA approval per January 29, 2002 letter. We also determined
through inquiry that the only federally funded assets used s security for any
financing are the Breda LRV's that have been identified. and through review of
SFMTA financials that other long term obligations consisted of Revenme Bonds.

Requested information tegarding damaged assets and received the Long-Term Holds
Report which lists vehicles that have been out of service for more than 90 days. It
should be noted that the 9 LRVs on the report have been out of service for an
average of over 6 years, We also intended to obtain additional information regarding
damaged assets from the detailed fixed asser records, but upon comparison of
seiected items on the Long-Term Hold Report, determined that the condition field is
Aot being maintained as it was identified that wrecked LRVs are listed in the fixed

asset record as fully operational.

15
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Aeview lnsursnce coverage for assets paid for by FTA ihuses, tacilities, irains,
ete.) I seli-lnsured, deterinine the adequacy of procedures to estimate loss
expositre and o minimize riske,

Finding

Property Insurance coverage of $1.3 billion gencrally only mcludes vehicles at
covered premises and excludes earthquakes,

Diiscussion

In addition fo its commercial insurance policy for property damage, SEFMTA has
funded a catastrophic self-insurance reserve of $6 million, attributable to all claims.
This reserve is strucured to annually place on reserve the amount of the currently
proposed premium ($2.4 million for 2013) to help cover future large claims. Also
SFMTA has indicated that its annual budget appropriation atributable to all claims
of $20 miihion 1s nor fully expended cach year.

The appropriate level of insurance, appropriations, and reserves 15 the subjective
determination of SFMTA management; however, the current level docs not appear to
be the deciding factor in delaying repairs to damaged sssets on the Long-Term Hold
Report discussed in the previous finding.

16
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EXHIBIT1

SUMMARY OF RECOMMENDATIONS

17
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EXHIBIT 11

GRANTEE'S RESPONSE (Full Tex)

Financial Business Solutions, LLC
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EXECUTIVE SUMMARY

The San Francisco Municipal Transportation Agency (SFMTA) submitted a fiscal year (FY)
2011-2012 Indirect Cost Allocation Plan (ICAP) to the U.S. Department of Transportation
(DOT) Federal Transit Administration (FTA) for the FTA's approval. The ICAP proposed
ndirect cost rates for two of SFMTA's six operating departments. SFMTA is proposing indirect
rates for these iwo departments because they are the only departments which charge indirect
costs to federal grants.

FTA contracted Samlin Milligan to perform a review of SEMTA's ICAP rate submission. This
review was performed o determine if the ICAP submission meets the requirements of 2 CFR
fart 225, "Cost Principals for State, Local and Indian Tribal Governments," and other applicable
Federal regulations,

Conclusion

samlin Milligan's review of SFMTA's FY 2011-2012 1CAP rate submission Indicated that
SFMTA’s methodology was compliant wilh the requirements of 2 CFR Part 225 and FTA
Circular 5010.1D.

Based on the results of our review of SFMTA's ICAP submission, we recommend that FTA
approve the proposed rates and approve the following department’s indirect rates:

* Transit Capital 138.5%

= Sustainable Streets Capital 80.3%

The rates proposed were reasonable. However, Samlin Milligan noted issues, which did not
have a material impact on the calculation of the indirect cost rate. but which are opportunities for
improvement in the preparation of future ICAPs. Those issues are discussed on the final page of
this report.




SEATTIONN ¢

- SCOPE



SCOPE

11 Objective

Under contract to FTA, Samlin Milligan performed a review of SFMTA's ICAP submission to
FTA to determine if the amounts claimed by SFMTA meet the requirements of 2 CFR Part 225,
"Cost Principles for State, Local -and Indian Tribal Governments," FTA policies. and other
applicable Federal regulations

2 CFR Part 225 allows the Grantee considerable discretion in the methods that can be used in
determining allowable indirect cost and in applying the indirect cost rate(s) that result from the
methods, so long as the method used results in a fair allocation or distribution of allowable costs,
Additional factors, where applicable, were considered during the review of the ICAP submission,
including:

. Purpose of the Federal awards and their reimbursement provisions:

= Methodology used by SFMTA to develop the ICAP;

» Cost groupings used te accumulate common costs for allocation to benefiting agency
units and awards;

. Appropriateness of the statistical bases used to allocate the cosis of the selected cost
groupings to the activities that benefit from them,

. i ¥pe ol rate (provisional/final, fixed rate, or predetermined) to be approved:

® Period for which the approval will be given; and

= Outstanding issues. which might be warranted as a condition of approval,

1.2  Limitations on Reliability of the Data and Use of the Report

This report does not constitute an audit of any financial statements prepared by SFMTA.
Instead, this report is a comprehensive, professional analysis focused on compliance with
applicable Federal regulations. Since data provided by SFMTA were assumed to be accurate.
any inherent limitations, errors, or fraud that may have occurred might not have been detected.

This report is intended for the information of FTA and SFMTA, and should not be used for any
other purpose. However, this repori is a matter of public record and its distribution is not
limited.




Grantee Background

1.3 Bac und

The San Francisco Municipal Transporiation Agency (SFMTA) is the City of San Francisco’s
(“City”) mobility manager and operates the entire surface transportation network that
encompasses pedestrians, bicycling, transit, traffic and parking and regulates the taxi industry.
Proposition E, passed by voters in November 1999, amended the City Charter, calling for the
creation of the SFMTA through conselidation of the Municipal Railway and the Department of
Parking and Traffic on July 1, 2002.

In November 2007 voters approved Proposition A which resulted in the SFMTA assuming
responsibility for taxi regulation, which occurred on March 1, 2009, In the fall of 2009 the
SFMTA was extensively transformed (o place the emphasis nol on any one mode. but on
sustainable streets for the City of San Francisco.

The Municipal Railway, known universally as Muni, is one of the oldest transit svstems on the
nation, dating from 1912, It is the largest transit system in the Bay Area and seventh largest in
the nation, serving more than 200 million customers a year. The Muni fleet is unigue and
includes: historic streetcars, biodiesel and electric hybrid buses and electric trollev coaches, light
rail vehicles, paratransit cabs and vans, and the world-famous eable cars.

With its focus on sustainable streets, the SFMTA provides multi-modal transportation planning,
enginecring and operational improvements o Uie swface wansportation nelwork to support
sustainable community and economic development within the context of the Transit First Policy.
SFMTA stafl achieves this by closely coordinating the planning, design, engineering, and
construction of improvemenis for each mode across the Cily's surface transportation network.

The SFMTA also is responsible for managing 19 parking garages and 2| surface parking lots
accounting for 15,000 parking spaces and 24,000 on-street parking meters. Moreover, the
SFMTA oversees 946 miles of lane striping, 1,200 signalized intersections, 6,500 color curb
zones, 79 miles of exclusive bike lanes, and 98 miles of shared roadways.
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OVERYIEW

2.1 Cost Alloeation Plan Approach

Indirect costs represent the expenses that are attributable to the general operation of the
organization bul are not directly tied to a particular grant, contract, project function or activity.
An indirect cost allocation plan was prepared so that SFMTA is allowed to charge indirect costs
io the FTA funded projects.

SFMTA utilizes MGT of America, Inc. (MGT), a third party consultant, to prepare the Cost
Allocation Plan. MGT utilized its double step-down methadology in preparing the plan, MGT’s
double step-down methodology summarizes the steps performed in the preparation of the ICAPs
as follows;

- Identification of the SFMTA departments that provide support to other SFMTA
departments/divisions, These divisions are referred to as central service or allocating
departments.

= Identification of the departments of SFMTA that receive support from other departments.
These departments are referred to as grantee or receiving departments.

- Accumulation of the allowable actual expenditures of the SFMTA departments that
provide suppart to other depariments.

s Distribution, or allocation, of the allowable expenditures of the SFMTA departments that

provide support o other departments based on available allocation statistics that match
the cost of the service provided to the value of the service received.

0 Determine the prior vear’s indirect cost carry forward amount to be considered when
using the Fixed Rate with Carry Forward method.

e Accumulation of the departments’ direct cost base to which the indirect rate will be
applied

e Calculation of the indirect rates,

The "double step-down allocation™ methodology is used to distribute the allowable costs of
central service departments. This methodology recognizes the cross support provided by the
central service departments. For example, accounting supports information services by
providing payroll, paying vouchers and other accounting related services. Information services,
however, also supports accounting by providing software and hardware and by maintaining and
administering various applications and systems.

"The double step-down method requires an initial sequencing of allocating departments. In the
first step of the double-step methodology, allowable costs from central service departments are
allocated in the sequence selected to other divisions; including to other central service divisions.
The second step in the double-step down methodology is made to fully account for the cross
support provided between central service divisions. Ceniral service divisions are closed after the
second step in the double-siep down allocation methodology.”




SIPMTA has six operating centers as follows:

= Transit Capital*

* Transit Operations
Sustainable Streets Engineering Capital*
Sustainable Streets Engineering Operations
Sustainable Streets Operating
Sustainable Streets Enforcement

TOnly the Fransit Capital and Sustainable Streets Engineering Capital departments receive
federal grants. Therefore, indirect rates are calculated for these departments only.

22 Proposed Indirect Cost Rates

The proposed indirect rates for Transit Capital and Sustainable Streets Engincering are as
follows:

Transit Caputal 138.5%
® Sustainable Streets Engineering Capital  80.3%
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EVALUATION OF ICAP

3.1  Evaluation of ICAP Submission

We performed a general review of SFMTA's ICAP submission and other documents to become
familiar with SFMTA’s operations, accounting system, and cost allocation practices. During the
review, we assessed the reasonableness of the costs assigned to SFMTA direct cost centers and
the overhead cost pool. SFMTA prepared and submitted its [CAP based SFMTA’s fiscal year
2010-2011 audited costs.

We reviewed SFMTA’s audited financial statements and agreed reported amounts with those
used to prepare SEMTA's ICAP. In determining the procedures and the level of detail to review
SFMTA’s ICAP, we took inte consideration that SFMTA s indirect cast allocation plan and rate
are reviewed annually for compliance by SFMTA's independent auditors. In our review of
SFMTA's Single Audit Reports, there were no exceplions reported (o indicate the grantee is
charging costs to Federal programs inappropriately or that the grantee was at any point not in
complianee 2 CFR Part 225,

We reviewed the detailed calculations of the-indirect rates, along with the supporting accounting
schedules. We required the assistance of SFMTA to fully follow the ICAP’s cost throughout the
document because the schedules were not adequately cross referenced. Management was able to
assist us in understanding the schedules by explaining certain documents and providing
additional documentation.

We obtained an understanding of the functions of the central service centers and the operating
centers sufficient to determine that the statistical bases used to distribute or alloeate the cost to
operaling centers are appropriate.

We discussed with management their methodology (o identify and eliminate non-allowable costs
from the indirect cost pools.

We reviewed the consultant’s calculation where the prior year's carry forward amounts were
applied to the to the current year's estimated costs. We noted that the consultant’s calculation
was nol correctly performed. The amounts involved in this calculation were niot so much to
distort the calculation of a fair rate. However, this miscalculation has the potential to result in
material errors.

We reviewed the summary calculation of the indirect rates and noted that the calculations were
accurate.

Based on the results of inquiries and documentation provided by SFMTA. no additional
procedures were deemed necessary to conclude that the indirect cost rates calculated by SFMTA
were reasonable and generally complies with 2 CFR Part 225.




CONCLUSION

Conclusion

Samlin Milligan's review of SEMTA’s FY 2011-2012 ICAP rate submission indicated that
SFMTA’s methodology was compliant with the requirements of 2 CFR Part 225 and FTA
Circular 5010.1D,

Based on the results of our review of SFMTA's ICAP submission, we recommend that FTA
approve the proposed rates and approve the following department’s indirect rates:

*  Transit Capital 138.5%

= Sustainable Streets Engincering Capital  80.3%

The rates proposed were reasonable. However, Samlin Milligan noted the following issues,
which did not have a material impact on the calculation of the indirect cost rate, but which are
opportunities for improvement in the preparation of future ICAPs,

¢ The ICAP uses the fixed rate with carry-forward methodology., The ICAP calculations
did not apply the carry-forward amount from the previous year correctly. Although this
error did not have a material impact on this year's ICAP. it could potentially have a
material impact on future ICAPs. SFMTA should ensure thar future vears' carrv-forward
calculations are applied correctly.

* The ICAP doesn’t clearly cross reference schedules which contain the indirect rate
calculations to the supporting schedules that document the costs. This makes it difficult
for a party who did not participate in the preparation of the document to easily follow the
mformation flow. The ICAP should clearly cross reference the numbers used in the
summary calculation of the rates back to supporting detail information, including the
reconciliation to the financial statements, reconciliation of direct base costs, and to the
detailed schedules supporting indirect costs. The information should be cross-referenced
sufficiently to permit a reviewer to follow the flow of the data while performing a desk
review of the ICAP without needing direction from the granteg,

® As we noted above, the ICAP is proposing indirect cost rates for only two of its six
operating divisions, Page 4 of the ICAP narrative states that in the event that one of the
excluded divisions receives grant funds in the future, the rate lower of the two existing
rates will be applied until the next year’s plan is developed. SFMTA’s management
should clearly understand that no indireet cost can be charged to any FTA grant until the
indirect rate is approved for the department charging costs to the grant.
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