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Metro Finance Committee
(Finance Advisory Committee to Metro JPA)

Finance Committee Members and Metro Commissioners
Wednesday, July 28, 2010
8:30 a.m.

LOCATION:  PBS&J, 9275 Sky Park Court, Suite 200, San Diego, CA 92123*

* The location and time of future meetings is subject to change

THIS NOTICE HAS BEEN DISTRIBUTED TO THE METRO COMMISSIONERS AND FINANCE COMMITTEE MEMBERS

1.
2.
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10.
11.

Roll Call

Public Comments
Persons speaking during Public Comment may address the Metro Finance Committee on any subject matter within the jurisdiction
of the Metro Finance Committee that is not listed as an agenda item. Comments are limited to three (3) minutes. Please
complete a Speaker Slip and submit it prior to the meeting.

Approval of Minutes from the May 26, 2010 Finance Committee Meeting (Attachment)
Election of Finance Committee Vice-Chair

FY2010 Period 11 Budget Update (Attachment)

Review of JPA External Auditor Proposal (Attachment)

Exhibit E. Audit Status Report (Attachment)

a. Draft 2009 Findings
b. Draft 2010 cost Allocations

2010 Performance Audit of Public Utilities department (Attachment)
Review of Items to be Brought Forward to the Metro Commission/Metro JPA
Other Business of the Finance Committee

Adjournment

The Metro Finance Committee may take action on any item listed on the Agenda whether or not it is listed “for

action”.

Materials provided to the Metro Finance Committee related to any open-session item on this agenda are available for
public review by contacting Karyn Keese (858)514.1008 during normal business hours.

Finance Committee 2010 Meeting Schedule

January 27 May 26 September 29
February 14  June 30 October 27

March 31 July 28 November 24
April 28 August 25 December 29

In compliance with the
AMERICANS WITH DISABILITIES ACT

The Metro Finance Committee requests individuals who require alternative agenda format or special accommodations to access,
attend, and/or participate in the Metro Finance Committee meetings, contact Karyn Keese at (858)514.1008, at least forty-eight
hours in advance of the meetings.
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METRO

WASTEWATER J P A

Metro Wastewater JPA Finance Committee
May 26, 2010
Draft Minutes

Meeting called to order: 8:36 a.m. at PBS&J Offices, 9275 Sky Park Court, San Diego, CA 92101 by
Committee Chairman Ovrom.

1. Roll Call
Attendees:
Al Ovrom, Committee Chairman, Metro Wastewater JPA Finance Committee
Merrilee Boyack, Committee Member
Augie Caires, Committee Member
Ernie Ewin, Chairman, Metro Commission/Wastewater JPA
Alejandra Sotelo-Solis, Committee Member
Support Staff:
Doug Wilson, Metro JPA Treasurer
Karyn Keese, PBS&)J
Paula de Sousa, BBK
General Public:

There were no general public.

2. Public Comment

There was no public comment.

3. Approval of Minutes from the April 28, 2010 Finance Committee Meeting

ACTION: Upon motion by Committee Member Boyack, seconded by Committee Member Caires,
the April 28, 2010 Regular Meeting Minutes were unanimously approved.

4. Review of PBS&J Proposal for Contract Amendment for FY 2011

Karyn Keese reviewed the PBS&J proposed contract for FY 2011. She reported that PBS&J was not
increasing their hourly rate (175 per hour) or the total contract amount ($105,595) for the fourth
straight year. There are four major work areas covered by the contract. The first is routine
engineering services which include the attendance and participation in Metro TAC, Metro JPA/



Commission, and Metro JPA Finance Committee meetings. The only change in this work area is
increased hours to support the Finance Committee.

The second work area is the Exhibit E Audit which has not changed in scope of work. Committee
Member Boyack asked how many audits this task would cover in 2010. Ms. Keese responded that it
would cover 1.5 because the 2009 audit will most likely not be completed prior to June 30, 2010. In
addition the 2010 audit could be challenging because the City changed their accounting software in
mid 2010 so the audit will be based on % year on their old accounting software and % year on their
new system. She has had several planning meetings with staff to review the new accounting system
and she noted there were some positive changes. In addition 2010 will be the first year for the
Public Utilities department and attention will not only have to be paid between metro and muni
costs but also water costs.

The third work area is the Metro JPA Budget review. This has not changed. The fourth area is special
projects. Anticipated special projects include continued participation in the City of San Diego’s
Reclaimed Water Master Plan, resolution of contractual reclaimed water issues, and review of the
upcoming draft of the reclaimed water pricing study. Scott Huth commented that there may not be
enough hours in the reclaimed water master plan task as this is a very important regional issue
which Metro TAC is going to become more involved in. Ms. Keese stated that she would update the
Finance Committee at each of their meetings on the status of the PBS&J contract.

ACTION: Upon motion by Committee Member Boyack, seconded by Committee Member Caires,
the Committee unanimously approved the PBS&J Contract for FY 2011.

Review of Amendments to Legal Services Agreement with BBK

Paula de Sousa reviewed a proposal for an amendment to the Legal Services Agreement between
the JPA and Best Best & Krieger LLP (BBK) to increase the hourly rate for all attorneys to $200.00 per
hour, $120.00 for paralegals/clerks and to provide for annual increases based on increases in the
Consumer Price Index (increases commencing on July 1, 2011 should CPI increase. This increase
would still be below BBK’s standard general counsel rates.

Ms. de Sousa explained that BBK has not sought a fee increase since it began providing legal services
to the JPA in 2001. A possible fee increase was discussed in 2007 with then Chair Abarbanel, when
the agreement for continued representation of the JPA was considered and approved, but moving
forward with an increase at that time, was deferred. Since 2001, rates have been held at the 2001
rate of:

Partners: $180
Sr. Associates  $155
Jr. Associates  $125
Paralegals: $100
Clerks: $100

Ms. de Sousa also stated that over the last few years services provided to the JPA by partners
constitute approximately 55-70% of the total number of hours billed to the JPA. She does not



expect any substantial change in the number of partner hours devoted to the JPA in the years to
come.

ACTION: Motion by Committee Member Boyack, seconded by Committee Member Sotelo-Solis
that the Committee approves the Amendment to the Contract with Best, Best, & Krieger
for FY 2011.

Review of Amendments to Treasurer Services Agreement with Padre Dam Municipal Water
District

Doug Wilson, Treasurer to the Metro JPA indicated that the total contract of $14,000 would
continue at a flat amount for the next fiscal year despite the hourly rate change indicated by the
current year’s amendment. The hourly rate is the amount that Padre Dam MWD charge for Wilson’s
time under that agency’s billing system. The increased rate will be offset by hours of work charged
for the Treasurer’s duties for the next fiscal year. The Treasurer’s duties will be the same as listed
within the original Agreement for Treasurer’s Services (attached).

ACTION: Upon motion by Committee Member Boyack, seconded by Committee Member Caires,
the Committee unanimously approved the Amendments to the Treasurer Services

Agreement for FY 2011.

Review of 2010/2011 Metro JPA Budget

Treasurer Wilson reviewed the 2010/2011 Metro JPA Budget. Very few of the line items have
changed from the prior year. Legal services have increased by 10% to reflect the proposed increased
billing rate. Additional monies have been added to the Administrative Support category to reflect
the fact that Lori Peoples will start attending the Metro TAC and possibly the Finance Committee to
prepare the minutes from those meetings. The budget reflects the cash reserve policy target of 33%
and although the actual projected cash is slightly less than the goal Treasurer Wilson did not feel
that the budget should be increased to fully fund the target. Treasurer Wilson recommended
adopting the budget of $213,350 funded by $210,000 of membership billings which is the same as
the prior year. The remaining funding will come from earnings on investments and a small reduction
on reserve balances. The individual agency billings will vary from the prior year based on their
projected flow to the Metro System.

ACTION: Upon motion by Committee Member Caires, seconded by Committee Member Boyack,
the Committee unanimously approved the 2010/2011 Metro JPA Budget.

Update on the Progress of the FY 2009 Audit

Ms. Keese passed out the most recent Exhibit E Audit Calendar. While the calendar shows that the
audit is still anticipated to be complete by the end of the fiscal year there is some slippage in the
City preparing responses to the questions from the PA representatives on the samples. There is
some concern on the part of the auditors that if they are not complete by June 30, 2010, that they
will be assigned to other audits and thus slow the process down.



9.

10.

11.

Review of Items to be Brought Forward to the Metro Commission/Metro JPA

The Finance Committee recommended that items 3, 4, 5, 6, and 7 should be moved forward to the
June 2010 Metro Commission/JPA meeting.

Other Business of the Finance Committee

There was no other business of the Finance Committee discussed.

Adjournment

The meeting was adjourned at 9:43 a.m. The next regularly scheduled meeting of the Finance
Committee will be June 30, 2010 at the PBS&J San Diego Office. There was some discussion that
there may not be a reason to have the June meeting. This will be determined later in June.
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From: Wilson, Doug [dwilson@padre.org]

Sent: Friday, July 09, 2010 11:35 AM

To: Keese, Karyn; Paula De Sousa; Lori Peoples
Subject: FW: JPA Audit Fees

Lori/Karyn,

Please place this on the next Metro Finance Committee meeting. The Committee had asked me to find out
what an audit might cost for the Metro JPA.

Thanks

Doug Wilson
CEQ/General Manager
Padre Dam Municipal Water District

From: Lee Parravano [mailto:LeeP@diehlevans.com]
Sent: Friday, July 09, 2010 8:57 AM

To: Wilson, Doug

Subject: JPA Audit Fees

Doug,
As per our conversation on Tuesday an approximate range for the audit of the Metro Wastewater JPA for the
Fiscal Year Ending June 30, 2010 would be between $5,000-$7,500.

If you have any questions please give Harvey Schroeder or myself a call at the number below.

Lee Parravano, CPA

Diehl, Evans & Company, LLP

2965 Roosevelt Street

Carlsbad, CA 92008-2389

Office phone (760)729-2343 Office fax (760)729-2234

Visit our website at www.dichlevans.com for firm information and useful links.

This message and any files or text attached to it are intended only for the recipients named above, and contain information that may be
confidential or privileged. If you are not an intended recipient, you must not read, copy, use or disclose this communication. Please also
notify the sender by replying to this message, and then delete all copies of it from your system. Thank you.

To ensure compliance with requirements imposed by the IRS, we inform you that any tax advice contained in this communication
(including any attachments) is not intended or written to be used, and cannot be used, for the purpose of avoiding penalties under the
Internal Revenue Code or promoting, marketing or recommending to another party any transaction or matter addressed herein.

file://C:\Documents and Settings\16918\My Documents\Metro AdHoc Finance Committee... 7/20/2010



Keese, Karyn

From: Wilson, Doug [dwilson @padre.org]

Sent: Tuesday, July 13, 2010 8:01 AM

To: Paula de Sousa

Cc: Keese, Karyn

Subject: RE: Metro JPA Finance Committee: Meeting in July?
Paula,

If an audit is wanted, it should proceed soon as we end the fiscal year at June 30th because audit/financial result
should be presented to the Commission by the Sept/Oct time frame. Also, we should try to have the timing coincide
with Padre's on-sight auditor work for better efficiency if possible. Historical financial results become stale when
provided late.

However, there is no set rule for this timing. | could still provide the "unaudited” results timely with the audit to follow
later. Sorry | copied everyone on my e-mail; | had misread your e-mail as indicated we needed to have a meeting on
July 28th. Later, | saw that you were just asking for any agenda items.

Doug Wilson
CEO/General Manager
Padre Dam Municipal Water District

From: Paula de Sousa [mailto:Paula.deSousa@bbklaw.com]
Sent: Monday, July 12, 2010 5:27 PM

To: Wilson, Doug

Subject: RE: Metro JPA Finance Committee: Meeting in July?

Hey Doug--
First, Congratulations on your daughter's upcoming wedding! Where is the ceremony?

Second, is there any reason why this item couldn't be held over until August--would moving forward with an audit
require the consideration of the committee in July? The reason | ask is that if this is the only item to be considered, it
might be best to hold off until August (and save the JPA some money in consultant fees and per diem)? If this is the
case, can you send a follow up email to let folks know that it can be held off untif August?

Thanks Doug.

Paula

From: Wilson, Doug [mailto:dwilson@padre.org]

Sent: Monday, July 12, 2010 5:22 PM

To: Paula de Sousa; Lori Peoples; Keese, Karyn; Allan Ovrom; Al Ovrom
Cc: Ernest Ewin

Subject: RE: Metro JPA Finance Committee: Meeting in July?

All,

| previously sent an e-mail from our auditor indicating a range of cost for an audit on the Metro JPA. | can not be at the
28th meeting because I'll be away at my daughter's wedding. However, anyone can present this information for the
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An employee-owned company

July 20, 2010

Mr. Al Ovrom

Chairman

Metro Wastewater Finance Committee
276 Fourth Ave.

Chula Vista, CA 91910

SUBJECT: 2009 Draft Audit Results

Dear Mr. Ovrom and Committee Members:

Attached is a listing of draft findings from the 2009 Exhibit E Audit for your review.

The audit followed the same sampling procedures we have followed in past years. The City
generates a listing of all transactions in excess of $1,000 excluding payroll, San Diego Data
Processing (SDDP) charges, and capital improvements (CIP) costs. The total dollar amount of
these transactions was $130.4 million this year. The selected samples from this data base
totaled $102.9 million or 79% of the total dollar amount.

In addition the auditors select 25 payroll samples and the JPA team selects 10 CIP and 20
revenue samples from separate transaction reports. The total sample in 2009 is as follows:

Sample # Sample
Auditor (MGO) 225
JPA (Metro) 100
CIP (Metro) 10
SDDP (Metro) 1 week
Payroll (MGO) 25
Revenue (Metro) 17
Legal (MGO) 1
Total 378

Out of the sample, there were a total of 25 findings totaling $581,000 dollars as shown in the
first two sections of the following table. This is further broken down into Metro and Muni findings.
The Metro findings totaled $581,000 and the Muni findings totaled $0. Metro findings are
defined as transactions found in the sample that are actually Muni expenses but have been
charged as Metro expenses. The converse definition applies for Muni expenses. The total is the
sum of the two to reflect the aggregate of incorrect transactions or audit findings. Please note
from the table that the total dollar amount of the findings is almost half of what it was last year.

9275 Sky Park Court e Suite 200  San Diego, California 92123 e Telephone: 858.874.1810 ® Fax: 858.514.1001 ® www.pbsj.com



Metro Wastewater Finance Committee
July 20, 2010Exhibit E Audit Results

Page 2 of 3
LT ~ Section 1: Comparison of Number of Findings s
Findings 2009 2008 2007 2006 2005 2004 2003
Metro 25 28 15
Muni 0 7 9
Total v 25 v 35 T 24
[ ; Section 2: Comparison of Total Dollars of Findings
Findings 2009 2008 2007 2006 2005 2004 2003 LD
Average
Metro $ 580,899 $ 697,915 § 368,202 $ 772,778 $2,289,812 $1,774,222 $1,400,000 $ 1,126,274
Muni $ 354673 $ 189,024 $ - 3 - $ - $ - § 90,616
Total Metro/Muni Findings $ 580,899 $1,062,588 § 557,317 $ 772,778 $2,289,812 $1,774,222 $1,400, 000_$ 1,216,890
i PR ' Sectlon 3: Annual Metro Savings From Audit Findings
Findings 2009 2008 2007 2006 2005 2004 2003 LGl
Average
Total Annual Metro Saving: $§ 580,899 $ 343,242 § 179,268 § 772,778 $2,289,812 $1,774,292 $1,400,000 $ 1,035,658
Total Savings PAs $ 203,315 $ 120,135 $ 62,744 $ 270,472 $ 801,434 $ 620,978 $ 490,000 $ 362,480

The third section of the table shows the actual Metro savings from the audit results (Metro
findings — Muni findings = Actual Metro Savings). The Metro savings are shared with the City of
San Diego users. Thus the participating agencies share of the Metro findings is approximately
35% of the total annual Metro savings or in Fiscal Year 2009 $203,315.

It should be noted that the goal of your audit team (PBS&J and your Treasurer, Doug Wilson) is
to work with the Public Utilities staff so that through continued improvements in accounting
practices and the continuity of personnel that eventually there will be no audit findings. As the
table illustrates there has been great improvements since 2003.

The Metro findings of $580,899 can be classified into three basic categories: incorrect
allocations, muni costs charged to Metro, and other. The breakdown of these three groups is
illustrated in the following graph and a detail is included as an attachment to the letter. It should
be noted that only two charges were muni charges, two charges were other city department
charges, and that the majority of the findings were incorrect allocations between Metro and
Muni. Your audit team has already met with Metro Internal Audit Staff to establish prior to the
beginning of the 2010 audit revised cost allocations with hope that prior planning will eliminate
continued allocation challenges.
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Other, $3,289

1%

80%

If | can provide you with any additional information please do not hesitate to call me at 858-514-

1008.

Sincerely,
PBS&J

Karyn Keese
Client Financial Services Manager
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MeTRO WASTEWATER JPA w 276 Fourth Avenue, Chula Vista, CA 91950: 619-476-2557

www.metrojpa.org Ernest Ewin, Chairman

July 19, 2010

Ms. Darlene Morrow-Truver

City of San Diego

Public Utilities Department
Metropolitan Operations Complex
9192 Topaz Way

San Diego, CA 92123

Subject: June 29, 2010 Audit Workshop
Dear Ms. Morrow-Truver:

Thank you for your and your staff’s time to review the final 2009 Exhibit E findings as well as the
2010 cost allocation plan with us. It was a very productive meeting and it is always a good
feeling to close out another year's audit.

The purpose of this letter is to review a few items we touched on to make sure that all parties
remember what our decisions were. The first area is the 2009 Exhibit E Audit Findings.

1. J29: It was agreed to accept the maximum amount accrual for gain-sharing because
2009 was the first year for this program and thus an average could not be determined. It
is understood that the maximum amount will be reversed in 2010 and that the actual
accrual will be used. Starting in 2010, the maximum accrual will not be used as there will
be experience with this program to determine a percentage. This accrual will be
reviewed each year based on a rolling average of the program’s experience.

2. J32, etc.: In FYE2009, the City started the practice of “averaging” several years of O&M
project experience in order to prepare accruals on a timely basis. It was agreed that this
practice moving forward was acceptable but only for O&M expenses. Capital expenses,
including construction projects, engineering fees, and other items to be capitalized,
would be actual accruals based on invoices and not subject to averaging. The City will
let the audit team know if there are any changes in or variances from this policy.

3. M185: The City has maintained the policy of using “non-allocable” job orders for the
past several years. These job orders are essentially non-Metro expenses that are
charged to Metro job orders and are backed out at year end before the final Exhibit E
totals are determined. It is our understanding that this practice will be eliminated starting
with FYE2010 and that all Muni and/or Water expenses will be charged directly to their
own job numbers. This will save PUD staff time during the audit process and provide for
a much cleaner audit trail.

The second area of discussion was the Business Support Branch’s Cost Allocation Plan. We
appreciate being brought in on the beginning of the planning process on the cost allocation plan

The Joint Powers Authority Proactively Addressing Regional Wastewater Issues

Chula Vista e Coronado  Del Mar « Imperial Beach « La Mesa ¢ Lemon Grove Sanitation District
National City « Otay Water District « Poway ¢ Padre Dam Municipal Water District
County of San Diego, representing East Otay, Lakeside/Alpine, Spring Valley & Winter Gardens Sanitation Districts



Ms. Darlene Morrow-Truver
July 19, 2010
Page 2 of 2

for 2010. We agree with your methodologies as summarized on the following draft schedule. It
is our understanding that the cost allocations will be updated on a yearly basis and will be based
on the prior year’s actual numbers of employees, capital projects, etc. The draft schedule
provided by staff was based on FYE2007 Exhibit E audit allocations but will be updated for 2010
Exhibit E to at least 2008 actual numbers (2009 actual numbers are preferred if they are
available for planning purposes). It is also our understanding that this table will be edited and
revised so that it can be presented to the Finance Committee on July 28, 2010.

Our audit team would like to commend your internal audit staff for the continued improvement in
audit facilitation. We have seen major improvements in the documentation prepared for us that
speeds our review of the samples. Please feel free to contact Karyn at 858-514-1008 or me at
619-258-4617 should you have any questions regarding this letter.

Sincerely,

Doug Wilson Karyn Keese
Treasurer Financial Consultant, PBS&J
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Agenda Item No. 8
Attachment




METRO @

WASTEWATER J PA

MEMO

Date: July 21, 2010

To: Metro JPA Finance Committee

From: Augie Caires, Metro Commission and IROC Representative

Re: 2010 Performance Audit of the Public Utilities Department (PUD) to be

conducted by the Office of the City Auditor (OCA) at the direction of
the Independent Rates Oversight Committee (IROC)

At the request of the IROC, funds have been budgeted ($100,000) to conduct an
external audit of the PUD in 2010 which focuses on departmental performance.
This audit is to be led by IROC who will advise the Mayor and Chief Financial Officer
about its scope. The OCA is considered an independent outside auditor because it
was formed as such by a recent City Charter Amendment.

Therefore the OCA will conduct the audit and is currently developing a scope of
work with input from the City’s Management Team, PUD management, and the
IROC. As the Metro Commission’s representative on IROC I have been asked for
my perspective and insights regarding water and sewer issues. To be thorough, I
think our input should be developed after consideration by the Metro Finance
Committee, TAC and the Commission/JPA.

The scoping process has begun with discussions between IROC Subcommittees and
the OCA over the past month. The OCA will dedicate about 1,100 audit hours to
conduct a performance audit of water and wastewater issues of concern to IROC
(preliminary list provided on page 2). OCA’s methodology in conducting the audit
will include an initial survey to identify high risk areas for the PUD. IROC and the
OCA want to focus on challenges and risks that offer the greatest chance of audit
success, which may come in the form of cost savings and/or operational
efficiencies.

IROC and the OCA will finalize the scope of work at their September meeting, so

any input that the Metro Commission/JPA/TAC wishes to provide will need to be
formulated by early September.

Page 1 of 2



LIST OF POTENTIAL ISSUES TO BE AUDITED (not in any particular order, some
overlap exists):

Cost and benefits of the reclaimed water program

Impact of legal mandates on efficiency of wastewater system
Prioritization, control, and funding of mandated capital projects
Risk to ratepayers due to dependence on imported water
Conducting operations in an environmentally safe and cost-effective manner
Developing a plan for system vulnerability

Outreach to ratepayers

Overhead rates and inter-departmental charges

Capital outlay expenditures

10. Efficiency and business routines

11. CIP program oversight

12. Chemical purchases, uses and optimization

13. Treated water purchases and uses

14. Responsibility for trench repairs

15. Long-term planning and investment

16. Reducing reliance on purchased water

17. Water distribution system

18. Staffing levels and trends, and qualifications

19. Asset management

20. Alternative rate structure to promote conservation

WOINUAWN=

I suggest the Finance Committee initially review this matter and develop a course
of action. I will also be discussing this with the Metro TAC on Wednesday, July 21.

cc: Ernie Ewin
Scott Huth

Page 2 of 2
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