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Controller

Monique Zmuda
Deputy Controller

March 23, 2004 Audit Number 03018

Chairperson and Members

Board of Commissioners

San Francisco County Transportation Authority
100 Van Ness Avenue, 25" Floor

San Francisco, CA 94102

Chairperson and Members:

The Office of the Controller presents its management |etter issued in connection with the
financial statements audit report of the San Francisco County Transportation Authority
(Authority) of the City and County of San Francisco for the fiscal year ended June 30,
2003. Although we had requested the Authority to submit its response to us first, and
follow standard audit protocol, the Authority instead submitted its response to us and the
Board of Commissioners at the same time. The Authority’ s response is attached to this
report. Unfortunately, the Authority’ s response contains a number of misstatements that
could have been resolved if it had followed standard protocol and cooperated with us.

Respect{ully submutted,
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Ed Hamingto
Controller
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CITY AND COUNTY OF SAN FRANCISCO

OFFICE OF THE CONTROLLER Ed Harrington
AUDITSDIVISION Controller

Monique Zmuda
Deputy Controller

Audit for the Fiscal Year Ended June 30, 2003 - M anagement L etter

We have audited the financial statements of the San Francisco County Transportation
Authority (Authority) for the fiscal year ended June 30, 2003, in accordance with auditing
standards generally accepted in the United States of America.

In planning and performing our audit of the financial statements of the Authority, we
considered itsinterna control in order to determine our auditing procedures for the
purpose of expressing our opinion on the financial statements and not to provide assurance
on the internal control. However, we noted certain matters involving internal control and
its operation that we consider to be reportable conditions under standards established by
the American Institute of Certified Public Accountants. Reportable conditionsinvolve
matters coming to our attention relating to significant deficienciesin the design or
operation of the internal control that, in our judgment, could adversely affect the
Authority’ s ability to initiate, record, process, and report financial data consistent with the
assertions of management in the financial statements.

A material weakness is areportable condition in which the design or operation of one or
more of the internal control components does not reduce to arelatively low level the risk
that errors or fraud in amounts that would be material in relation to the financial
statements being audited may occur and not be detected within atimely period by
employees in the normal course of performing their assigned functions.

Our consideration of internal control would not necessarily disclose all mattersin internal
control that might be reportable conditions and, accordingly, would not necessarily
disclose al reportable conditions that are also considered to be material weaknesses as
defined above. However, we noted the following reportable conditions that we believe to
be material weaknesses.

We identified material weaknessesin the internal control operations where the Authority:

e Did not provide forma monthly bank reconciliations for all bank accounts during
our fieldwork. (Finding 1)

» Reconciliations for the last month of the fiscal year contained numerous errors.
(Finding 2)

» Failed to keep its accounts payable correct or current. (Finding 7)
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We also identified material weaknesses in management oversight where the
Authority:

Did not exercise due care in reviewing bank reconciliations. (Finding
3)

Accepted errors and misstatements in its audited financial statements.
(Findings 15 and 16)

We also noted the following reportable conditions that are not believed to be
material weaknesses where the Authority:

Understated grant revenue receivable by $56 million because it failed
to understand and apply government accounting standards. (Finding
4)

Improperly included sales tax revenues for the next fiscal year in its
current fiscal year sales tax revenues. (Finding 5)

Did not properly accrue as accounts payable those expenses it
incurred in the current year, but for which it had not yet paid or
received billings for the amounts. (Finding 6)

Made an error in overbilling granting agencies because the Authority
did not record different grantsin different funds. (Finding 9)

Failed to adequately manage its cash to maximize interest earnings.
(Finding 11)

Failed to invest all public funds with the City’ s Treasurer, according
toits policy, and unnecessarily established additional bank accounts.
(Finding 12)

Finally, we noted other conditions, which we believe should be addressed to
improve the Authority’ s system of internal control:

Did not maintain accurate records of capital expendituresin itsinternal
accounting and financial management systems because it did not
properly reconcile its systems. (Finding 8)

Isslow in paying its capital expenditure bills to departments. (Finding
10)

Does not maximize the flow of grant revenues. (Finding 13)
Unnecessarily established additional bank accounts. (Finding 14)
Lacksformal desk procedures for its accounting staff. (Finding 17)

Our fieldwork was completed on January 28, 2004.



Finding 1
Material Weakness

THE SAN FRANCISCO COUNTY TRANSPORTATION
AUTHORITY FAILED TO PERFORM OR
PERFORMED POORLY MANY REQUIRED
ACCOUNTING PROCEDURES

The San Francisco County Transportation Authority (Authority)
has significant deficiencies in the design and the operation of
internal controls over its financial operations that, in our judgment,
could adversely affect the Authority’ s ability to initiate, record,
process, and report consistent data in accordance with the
assertions of management in the financial statements.

The Authority Has Significant Deficiencies
in Accounting for Cash and Revenues

In conducting our audit, we noted that the Authority:

» Could not provide forma monthly bank reconciliations of all
its bank accounts by the end of our fieldwork, January 28,
2004. The Authority could only provide the June 30, 2003,
bank reconciliations for its three bank accounts. The Authority
eventually did show us the bank reconciliations after we had
submitted to the Authority a draft of our report on March 11,
2004. At our exit conference on March 17, 2004, the
Authority’ s manager of accounting and finance (accounting
manager) stated that he was not aware that we had not been
provided the bank reconciliations, and arranged for us to
review the Authority’ s bank reconciliations on the next day.
While the Authority’ s files did contain the bank reconciliations
with original bank statements, we must note that the files the
Authority provided to us during our fieldwork contained only
the original bank statements. Further, the bank reconciliations
subsequently provided to us did not have evidence of
supervisory approval, although the June 30, 2003 bank
reconciliations did have initials and dates of approvals.

Furthermore, the Authority did not use check registers, which
are listings of checksissued, to perform its bank reconciliation.
In fact, it could not produce check registers from its accounting
system until two weeks after the start of our audit. In one of its
accounts, which the Authority uses to pay its personnel,
operational and administrative costs, the Authority processes
an average of $215,000 in disbursements each month. Bank
reconciliations are an important internal control tool and should



Finding 2
Material Weakness

be performed on a monthly basis and reviewed by
management.

For two of the three bank reconciliationsit did provide for our
review, we found that the reconciliations contained numerous
errors. For example, the Authority, for one of its bank
accounts, showed outstanding checks totaling more than
$123,000. After weidentified the errors and had the Authority
correct its bank reconciliation, the amount of outstanding
checks at year-end was actually about $50,000. Among the
errors we identified, the Authority in its June 30, 2003
reconciliation of its bank account with the Bank of America:

> Listed 17 old reconciling items totaling $30,710 that were
not associated with the account being reconciled but with
another bank account.

> Failed to identify that 18 reconciling items totaling $42,642
had already cleared the bank through reissued checks or
other payments. By reissuing checks, the Authority
processed and recorded in its accounting system the same
payments twice. However, the Authority had not voided the
duplicate payments in the accounting system, resulting in
the recording of duplicate expenditures.

> Listed nine checks with obviously incorrect check
numbers; therefore, we could not trace them to the bank
statement. While the correct check numbers ranged from
9119 to 10222, the nine checks listed in the reconciliation
had numbers such as 999999 or 1000000.

» Made a$4,487 caculation error.

The Authority, in its June 30, 2003 reconciliation of one of its
two bank accounts with the Mission National Bank:

> Listed $2,168 as depositsin transit that had already cleared
the bank.

> Listed 16 outstanding checks and reconciling items totaling
$121,268 that had already cleared the bank.

» Did not adequately administer its bank account and
incurred overdraft charges totaling $441 for writing 28
checks with insufficient funds between July 1, 2002, and
October 31, 2003.

According to the accounting manager, the errors occurred
because the Authority converted its accounting system from
Quickbooks to Fundware in July 2002. However, at June 30,
2003, the Fundware system had aready been in place for a



Finding 3
Material Weakness

Finding 4
Reportable Condition

year, and the Authority had run both systemsin a parallel
implementation process from January 2002, through December
2002.

Did not exercise any reasonable due care in reviewing the bank
reconciliations. The initials of the accounting manager appear
on the Bank of America June 30, 2003 reconciliation with a
date of September 30, 2003, and the name of the accounting
manager was shown by signature on the Mission National
Bank June 30, 2003 reconciliation with a date of October 8,
2003. The accounting manager apparently approved the
reconciliation for the Bank of America account with an ending
balance of $4.36 million. However, after correcting the errors
we identified, the correct balance is $60,000 more.
Furthermore, the accounting manager apparently approved the
Mission National Bank June 30, 2003, reconciliation with an
ending balance of $27,000. However, after correcting the errors
we identified, the correct balance is $119,000 more.

Not only did the accounting manager approve bank
reconciliations that were significantly in error, he was also late
in conducting his reviews. Most financially prudent
organizations prepare the bank reconciliation for a given month
in the following month upon receiving the related bank
statement, and it is expected that supervisory review occur
soon after the reconciliation has been prepared to identify and
correct any errors. Although we could not determine the dates
the Authority prepared the June 30, 2003 reconciliations, the
Authority was certainly lax in delaying its review for more than
two months after the reconciliations should have been
prepared.

Understated a grant revenue receivable by $56 million at fiscal
year-end because it failed to understand and apply government
accounting standards that the Authority is required to follow.
The Authority isrequired to accrue grant revenue for cost-
reimbursement grants when the City departments performing
the servicesincur the expenditures. A few days before we
began our audit on December 12, 2003, the Authority recorded
$39 million as areceivable for the Traffic Congestion Relief
Program (TCRP), but it also reduced its capital project
expenditures by the same amount. Instead of reducing its
expenditures, it should have recorded $39 million as grant
revenue. Further, it should have recorded an additional $17



Finding 5
Reportable Condition

million as grant revenue receivable and corresponding grant
revenue.

Improperly included sales tax revenues for the next fiscal year
initscurrent fiscal year sales tax revenues. In making the final
payment for the Authority’ s June sales tax revenues, the State
also includes an advance payment for the July sales tax
revenues. The Authority, instead of separately allocating the
payment amount to the current fiscal year and to the next fiscal
year, included the entire payment amount as the sal es tax
revenues for the current fiscal year. As aresult, the Authority
overstated the sales tax revenues for June by more than $4
million, which should have been recorded as sales tax revenue
for July, the next fiscal year. However, because the Authority
recognized July 2002 sales tax revenue as revenue for 2001-02,
the net effect on its 2002-03 sales tax revenue was that it was
understated by approximately $350,000.

RECOMMENDATIONS

To ensure that the Authority properly accounts for cash and
revenues, the Authority should take the following actions:

Recommendation Number 1

Prepare monthly, accurate bank reconciliations on atimely
basis. The Authority should require its accounting manager to
review each month’s reconciliation for accuracy and require
the manager to attest to the Authority’s Board of
Commissioners each month that the bank reconciliations have
been performed and are correct until the Board of
Commissioners has confidence that the procedures are being
carried out without its review.

Recommendation Number 2

Accrue grant revenue for cost-reimbursement grants when the
City departments performing the services incur the
expenditures, as required by the California Committee on
Municipa Accounting guidelines on the application of revenue
recognition criteria set forth in Government Accounting
Standards Board Statement No. 33 to revenue sources
significant to Californiacities.



Finding 6
Reportable Condition

Finding 7
Material Weakness

Recommendation Number 3

Adhere to generally accepted accounting principles by
recognizing revenues in the correct fiscal year in which they
were earned.

The Authority Has Significant Deficiencies
in Accounting for Payables and Expenditures

We also noted that the Authority in accounting for payables and
expenditures.

Failed to follow generally accepted accounting principles by
not accruing as accounts payable those expensesiit incurred in
the current year, but for which it had not yet paid or received
billings for the amounts. The Authority failed to record as
accounts payable at least $671,000 in expenses. According to
the accounting manager, he did not accrue these expenditures
because he believed he did not incur them until he received the
invoices. However, aliability isincurred when goods or
services are received, not when an organization gets the
invoice.

Failed to keep its accounts payable account correct or current.
The Authority:

» Did not eliminate until year-end $2.5 million of old,
erroneous accounts payable entries that it should have
cleared during the year.

» Erroneously posted an adjusting entry of $588,765 that
doubled its accounts payable for 13 of its funds, including
its Congestion Management Agency (CMA),
Transportation Fund for Clean Air (TFCA), and Traffic
Congestion Relief Program (TCRP) funds.

> Erroneously posted as accounts payable a $261,000 invoice
not related to the current fiscal year.

» Recorded more than $5 million as negative amounts for
two funds. Any accounts payable should be a positive
amount that would be reduced to zero when paid.

According to the accounting manager, inexperienced accounting
staff and the consultant charged with the responsibility for
implementing the Fundware system caused the errorsin
accounts payable. Nevertheless, the accounting manager should
have identified these errorsif he had properly reviewed the
staff’ swork and Fundware reports.



Finding 8
Other Condition

Finding 9
Reportable Condition

Did not maintain accurate records of capital project
expendituresin itsinternal accounting and financial
management systems because it did not properly reconcile its
systems. When we started our audit, the amount of total capital
expenditures recorded in the Authority’ s accounting system,
Fundware, did not agree to the total capital expenditures
recorded in the Authority’s project information management
system (PIMS) for the Proposition B and Transportation
Congestion Relief Program (TCRP) projects. While the
Authority’ s Fundware showed total capital expenditures of
$85,130,350, its PIM S showed total capital expenditures of
$101,759,777. However, these amounts should be the same
since the Authority uses reports from the Controller’s Financial
and Management Information System (FAMIS) to post its
transactions to Fundware and PIMS. The Controller’sFAMIS
showed the Authority had recorded total capital expenditures of
$118,771,414.

These problems would not be occurring if the Authority
reconcilesits internal accounting and financial management
systems. Although the accounting manager stated that his staff
reconciles the transactions and balances in the Authority’s
Fundware and PIM S each month, he could not provide us with
any written documentation to show that the Authority had
conducted any monthly reconciliations. During the course of
our audit fieldwork, Authority and Controller staff worked
toward reconciling the capital projects expenditures and
appropriationson PIMS to FAMIS. However, the Authority
should reconcileits capital project transactionsin al three
systems on a monthly basis to ensure that the Authority has
correctly posted all transactions. By performing the
reconciliations, errors or irregularities would be discovered on
atimely basis.

Made an error in billing a granting agency because the
Authority does not adhere to basic grant accounting
procedures. Instead of identifying each grant in adifferent
fund, the Authority recorded all transactions from three
different grantsin one project fund. By doing so, it was unable
to adequately separate the revenues and expenses that should
be attributed to each grant separately. As aresult, the Authority
billed Caltrans $228,548 more than was available in the grant
funds for the Doyle Drive project. Inthis case, Caltrans did not
pay the invoices that billed it for amounts that exceeded the



Finding 10
Other Condition

remaining grant funds, and therefore did not overpay the
Authority. According to the accounting manager, the total grant
amount changed and therefore, he was unaware at the time that
he requested reimbursement for more expenditures than was
available in the grant funds.

Isslow in paying its bills for capital expenditures. We tested a
sample of payments for capital expenditures, and found that the
Authority paid 7 of 28 (25 percent) requests late; the payment
dates ranged from 40 to 69 days after it received the
reimbursement requests. However, according to its accounting
manager, the Authority has a policy to pay its bills within 21
days. Asaresult, the Municipa Railway, the Department of
Parking and Traffic, and the Department of the Environment
had to wait more than a month for reimbursement of their
expenditures. Furthermore, the City’s FAMIS drawdown
procedure manual for the Authority states that the Authority’s
accounting manager must review and approve payments to city
departments within 10-15 business days of the Authority’s
receipt of any encumbrance payment documents.

RECOMMENDATIONS

To ensure that the Authority properly accounts for payables and
expenditures, the Authority should take the following actions:

Recommendation Number 4

Accurately record accounts payable transactions. The
Authority should adhere to generally accepted accounting
principles and standard government accounting practices by
properly accruing expenses at year-end so that accounts
payableis properly stated on the financia statements. The
accounting manager should properly review the work
performed by his staff to ensure that they are not making any
errors.

Recommendation Number 5
Reconcile its accounting system, Fundware, to its capital

project management system, PIM S, and to the Controller’s
FAMIS on amonthly basis.



Finding 11
Reportable Condition

Recommendation Number 6

Maintain separate fund accounts for each of its grants to enable
it to accurately allocate the correct costs to each grant that may
be funding a common project.

Recommendation Number 7

Promptly pay departments for its capital expenditures. The
Authority should follow the written payment policy stated in
the City’s FAMIS drawdown procedure manual and inform
those departments receiving capital expenditure payments of
that policy.

THE TRANSPORTATION AUTHORITY
POORLY MANAGES CASH

The Authority Failed to Maximize
Interest Earnings

The Authority could have earned approximately $176,000 morein
interest earnings if it had adequately managed its cash. Instead of
investing the majority of its funds with the City’ s Office of the
Treasurer/Tax Collector, the Authority maintained a significant
amount of its fundsin one of its commercial bank accounts. In
doing so, it did not take advantage of the higher interest earnings
of the Treasurer, but instead earned much lower interest with the
commercia bank. The following table 1 shows the amount the
Authority earned as interest on its deposits with the Treasurer and
on its deposits with the commercial bank.
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TABLE1

Projected Lost Interest Earnings by the Authority

Interest Earnings Projected
Commercial Bank Interest Earnings
Treasurer
Average Bank Treasurer
Collected Monthly Monthly
Cash Interest Interest Interest Interest Interest
Month/Year Balance Rate Earned Rate Projected Foregone
Jul-02 $0 $0 0.2429% $0 $0
Aug-02 137,255 0.0489% 67 0.2598% 357 290
Sep-02 350,092 0.0288% 101 0.2138% 748 648
Oct-02 725,545 0.0297% 216 0.2205% 1,600 1,384
Nov-02 751,194 0.0222% 167 0.2217% 1,665 1,499
Dec-02 1,022,471 0.0212% 217 0.2197% 2,247 2,030
Jan-03 1,771,228 0.0212% 376 0.2063% 3,654 3,278
Feb-03 1,840,543 0.0192% 353 0.2213% 4,073 3,720
Mar-03 7,761,932 0.0212% 1,648 0.1890% 14,668 13,020
Apr-03 8,891,091 0.0205% 1,827 0.1469% 13,060 11,233
May-03 5,873,813 0.0211% 1,241 0.1961% 11,521 10,280
Jun-03 4,768,048 0.0186% 886 0.1752% 8,353 7,467
Totals 0.2975%* 7,098 | 2.5132%** $61,946 $54,848
Jul-03 4,338,330 0.0085% 368 0.1407% $6,105 $5,737
Aug-03 12,966,140 0.0085% 1,101 0.1830% 23,732 22,630
Sep-03 20,253,507 0.0082% 1,665 0.1713% 34,689 33,025
Oct-03 20,119,208 0.0085% 1,709 0.1571% 31,608 29,899
Nov-03 20,567,869 0.0082% 1,691 0.1562% 32,128 30,437
Totals 6,534 $128,262 $121,728
Grand Totals $13,632 $190,208 $176,576

* Annual rate adjusted for 11 months of interest earnings.

*Annual rate

In fiscal year 2002-03, the Authority had on deposit with its
commercial bank a monthly average of more than $2.8 million.
From July 2003 through November 2003, the Authority increased
the amount of its deposit with the commercia bank to a monthly
average of $15.6 million. While the Authority received annualized
interest of only 0.10 percent on its deposits with the commercial
bank in November 2003, the Treasurer was earning almost twenty
times that amount, or 1.94 percent in annualized interest, for
departments investing in the Treasurer’ s pooled money investment
account. On December 29, 2003, the Authority transferred $21
million from its commercia bank to the City Treasurer’s pooled
investment account.

The Authority also kept other funds throughout the year in
certificates of deposit at its other commercial bank that earned
interest ranging between 0.95 percent and 1.80 percent. The
certificates at June 30, 2003 totaled $3,393,981 and $3,399,511 at
June 30, 2002. However, during this period, the Authority could

11



Finding 12
Reportable Condition

Finding 13
Other Condition

have earned approximately 2.5 percent on its fundsif it had
invested the funds with the Treasurer.

The Authority IsNot Complying With
Its Policy to Invest All Public Funds With
the City’s Treasurer

On November 30, 2003, the Authority held over $20.5 millionin
its Bank of America account. Although the executive director had
stated on February 24, 2004, before the Authority’ s finance
committee meeting that it is the Authority’s policy to deposit only
salestax revenues with the Treasurer, the Authority’ s written
policy statesthat it is “to invest all public funds [emphasis added]
in amanner which will provide the highest investment return with
the maximum security ...” The policy goes on to state that the
Authority is“to use the Treasurer of the City and County of San
Francisco asits Investment Officer.” The Authority’s policy does
not distinguish sales tax revenues from other public funds received
by the Authority, including grants received from other state or
federal agencies. If the Authority’s policy istoinvest all public
funds with the Treasurer, then the Authority has not beenin
compliance with its policy when it invested significant public
funds with acommercia bank. While the policy appears to have
been established more than 10 years ago when the Authority was
receiving only sales tax revenues, it is now receiving funds from
other government sources, and it may wish to clarify its policy.

The Authority Failsto Maximize
the Flow of Grant Revenues

The Authority does not bill many of its grants until year-end, even
though the expenses are incurred throughout the year. For fiscal
year 2002-03, the Authority did not bill more than $2.4 million
until after year-end. What is even more problematical is that the
Authority failed to bill funding agencies $136,356 for expenses
incurred in the prior fiscal year. To pay for work conducted under
these grants, the Authority uses the sales tax fund during the year,
and reimburses the fund when it receives payments from the
funding agencies. By using the sales tax fund, and not reimbursing
the fund periodically during the year from grant payments, the
Authority loses the interest that the sales tax funds could have
realized during the year.

12



Finding 14
Other Condition

The Authority Unnecessarily Established
Additional Bank Accounts

The Authority, as of June 30, 2003, held three outside bank
accounts and an account with the City’s Office of the
Treasurer/Tax Collector (Treasurer). In our opinion, the Authority
needs only one outside bank account. The Authority initially
opened a bank account at the Mission National Bank to process the
Authority’s operational and administrative expenses. According to
the executive director, the Authority opened a second account at
the Mission National Bank to process revenues for the
Transportation Fund for Clean Air (TFCA) program because the
program requires the Authority to establish a separate bank
account to account for the use of the funds. However, the executive
director has incorrectly interpreted the requirements for this fund.
While the TFCA agreement requires the Authority to account for
the transactions in a separate fund or sub-ledger, it does not require
a separate bank account. We confirmed this with staff at the Bay
Area Air Quality Management District, the agency providing the
funds. Furthermore, in August 2002, the Authority opened a bank
account at the Bank of America. According to the accounting
manager, the bank account was to be used to process the
Authority’ s administrative expenses. However, the Authority was
already using itsfirst bank account at Mission National Bank for
these purposes. According to the accounting manager, this first
bank account at Mission National Bank is no longer needed, but
the Authority has not closed this account.

RECOMMENDATIONS

To ensure that the Authority manages cash effectively and
efficiently, the Authority should take the following actions:

Recommendation Number 8

Clarify its policy on investing public funds with the Office of
the Treasurer/Tax Collector. The Authority should conduct
sufficient anal yses to decide whether depositing its funds with
the Treasurer, rather than acommercial bank, will maximize
interest earnings on its funds.

Recommendation Number 9

Bill granting agencies as the Authority incurs substantial grant
costs. The Authority should bill on aregular basis, or according

13



Finding 15
Material Weakness

to schedules stated in the grant agreements. At no time should
the Authority wait until the end of the fiscal year to bill
granting agencies for funds that may be recovered sooner.

Recommendation Number 10

Comply with Authority’ s investment policy, which states that it
shall use the Treasurer of the City and County of San Francisco
asitsinvestment officer.

Recommendation Number 11

The Authority should maintain only one outside bank account
to process its operational and administrative expenses. The
Authority should consider keeping the majority of itsfundsin
the account at the City’ s Office of the Treasurer/Tax Collector.

THE TRANSPORTATION AUTHORITY DID NOT
EXERCISE DUE CARE IN ACCEPTING THE
WORK OF ITSINDEPENDENT AUDITORS

The Authority Accepted Errorsand
Misstatementsin Its Audited Financial Statements

Because of errors and irregularities identified by the Controller in
the financial statements audit reports by the Authority’s
independent auditors for the fiscal year ended June 30, 2003, the
Controller requested his Audits Division to re-conduct a full
financial audit of the Authority for the year. Our audit of the
Authority’s 2003 financia statements resulted in markedly
different results from the Authority’ s independent auditors’ 2003
revised financial statement audit report dated December 10, 2003.
The following table 2 highlights some of the more significant
differences.

14



TABLE 2

Comparison of Financial Statement Amounts Identified by the
Controller’s Audits Division and the Authority’s Independent Auditors

Account Controller’s Authority’s Over (Under)
Audit Division Independent Stated
Auditors

Deposits with City Treasurer $131 Million $64 Million ($67 Million)

Program Receivables $68 Million $51 Million ($17 Million)

Due to City $69 Million $2 Million ($67 Million)

Net Assets (Unrestricted) $35 Million $14 Million ($21 Million)

Traffic Congestion Relief Program $71 Million $15 Million ($56 Million)

Revenues

Capital Project Expenditures $124 Million $86 Million ($38 Million)

Not only did we find errorsin the financia statement audit for the
current year, but we also identified errors by the independent
auditors for their prior year audit. During the course of our audit,
we identified four prior period adjustments totaling $4,162,070,
which affected the June 30, 2002 balance of technical consulting
expenditures, program receivables, unrealized gain on investments,
salestax receivable, and accounts payable. The Authority’s
independent auditors also misreported accounts payabl e as accrued
salaries and taxes of $1.2 million on their prior year audit.

For the fieldwork conducted by the Authority’ s independent
auditorsfor fiscal year 2002-03, the Authority’ s accounting
manager stated to us that he did not know what the auditors were
doing and that he did not understand some of the adjustments made
by the auditors. Our work did not substantiate much of the work of
the Authority’ s auditors, and the financial statements prepared by
the Authority and attested to by its independent auditors contain
errors and misstated amounts.

Furthermore, the executive director improperly approved issuing
financial statements audit reports that contained other
misstatements regarding the Authority’ s compliance with state law.
The Authority’ s independent auditors had reported in the financial
statement notes for both fiscal years 2001-02 and 2002-03, “In
accordance with enabling legislation and adopted principles, the
authorized budget amount for the Authority’ s staff salaries and
fringe benefits averaged over three years, [emphasis added] shall
not exceed one percent of the annual revenues averaged over three
years.” Based on this interpretation, the auditors concluded that for
fiscal year 2001-02, the Authority’ s expenditures were within the
Authority’ s Expenditure Plan, although for the year, the Authority
had exceeded by 0.09 percent the one percent limit set by the State.
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State law, however, does not describe averaging as a method to
calculate whether the Authority isin compliance with the salaries
and benefits requirement. According to the California Public
Utilities Code, Section 131107:

“In an adopted county transportation expenditure plan that
provides for the imposition of aretail transaction and use tax,
not more than 1 percent of the annual net amount of revenues
raised by the tax may be used to fund the salaries and benefits
of the staff [emphasis added] of the commission or the county
transportation authority, as the case may be, in administering the
plan and the retail transactions and use tax ordinance.”

When we discussed this issue with the Authority’ s executive
director, he stated that he did not know where the auditors had
come up with this policy. In reviewing the Authority’s Fiscal
Policies and Goals, however, we did find a reference to how the
Authority apparently planned to comply with state law. According
to the Authority’s Fiscal Policies and Goals,

“Under the Authority’ s enabling legislation (Section 131107 of
the Public Utilities Code), the adopted expenditure plan was
precluded from using more than 1 percent of the annual net
amount of revenues raised by the tax for salaries and benefits.
Thus the Expenditure Plan programmed $902 million for
programs and proj ects, even though the projected revenues were
$911 million, with the remaining $9 million reserved for
salaries and benefits. In order to ensure that actual expenditures
do not exceed the 1 percent limitation over time, every three
years staff compensation shall be compared to actual revenues
received to date and appropriate adjustments to staff
compensation will be made at that time, if required.”

Notwithstanding the executive director’s comment, the Authority’s
management has ultimate responsibility for its financial statements,
and should not have approved issuing the audit reports with
inaccurate interpretation of state law.

RECOMMENDATION
To ensure that the Authority properly oversees the work of its

independent auditors, the Authority should take the following
action:
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Finding 16
Material Weakness

Recommendation Number 12

Make sure that it reviews and understands the work of its
independent auditors before it makes adjustments proposed by
the auditors.

THE AUTHORITY’S INDEPENDENT AUDITORS DID
NOT EXERCISE DUE PROFESSIONAL CARE IN
PERFORMING THE AUTHORITY'S FINANCIAL
STATEMENT AUDITS FOR 2002 AND 2003

Audit organizations are required by the American Institute of
Certified Public Accountants to exercise due professional carein
the performance of financial statement audits. Due professional
care is defined as the application of the care and skill expected of a
reasonably prudent and competent auditor in the same or similar
circumstances. In our opinion, the Authority’ s independent
auditors failed to demonstrate due care when it submitted a signed
audit report for fiscal year ended June 30, 2003 on November 26,
2003, and then submitted arevised audit report 15 days later on
December 10, 2003, after the Controller questioned some of the
reported results. Inits revised report, the Authority’ s independent
auditors' revised statements included millions of dollarsin
adjustments. Table 3 on the following page compares the statement
of net assets accounts contained in the first draft of the Authority’s
financia statements, dated October 31, 2003, the Authority’s
independent auditors’ two audit reports, dated November 26, 2003,
and December 10, 2003, and the Controller’s Audits Division audit
report dated January 28, 2003. The table also showsthe
differences between the Authority’s December 10 audit report and
the Controller’ s January 28 audit report.

17



TABLE 3

Comparison of Statement of Net Assets Accountsin the Financial Statements
by the Authority, ItsIndependent Auditors, and the Controller’s Audits Division

Authority Authority Auditors Authority Auditors Controller’s Audits
January 28, 2003

October 31, 2003* November 26, 2003** December 10, 2003

Differences
(Col C vs. Cal D)

(Column A) (Column B) (Column C) (Column D)
ASSETS
Cashin Bank $5,722,029 $4,522,886 $4,522,886 $4,706,363 $183,477
Deposits-Treasurer 65,176,080 64,322,859 64,322,859 131,327,394 67,004,535
Other Investments 5,899,511 3,410,564 3,410,564 3,393,981 (16,583)
Receivables
Sales Tax Receivable 18,964,636 15,664,636 11,273,236 10,873,863 (399,373)
Interest Receivable from the City 826,770 826,770 826,770 826,770
Other Interest Receivables 324,937 324,937 324,937
Other Program Receivables 9,196,148 8,294,292 8,294,292 (8,294,292)
Other Receivables 4,301,901 7,488,246 42,828,462 (42,828,462)
Program Receivables (Total) 68,099,307 68,099,307
Due From Other Programs 8,748,635 7,777,826 7,777,826 17,335,166 9,557,340
Other Assets 7,487 12,799 12,799 (12,799)
Net Capital Assets 125,075 125,075 125,075
Total Assets 118,843,197 112,770,890 143,719,706 237,012,856 93,293,150
LIABILITIES
Accounts Payable 4,741,606 738,627 738,627 757,985 (19,358)
Dueto the City 2,246,642 2,246,642 68,718,556 (66,471,914)
Accrued Salaries and Taxes 26,995 29,564 29,564 29,564
Accrued Vacation 12,080 68,167 68,167 55,367 (12,800)
Deferred Revenue 69,971 69,971 69,971 (69,971)
Due to Other Programs 10,182,835 12,048,266 12,048,266 17,335,166 (5,286,900)
Total Liabilities 15,033,487 15,201,237 15,201,237 86,896,638 71,695,401
NET ASSETS
Invested in Capital Assets 125,075 125,075 $125,075
Restricted for Appropriation 134,730,315 85,442,085 114,650,320 115,099,137 448,817
Unrestricted (30,920,605) 12,002,493 13,743,074 34,892,006 21,148,932
Total Net Assets 103,809,710 97,569,653 128,518,469 150,116,218 21,597,749
Total Liabilities and Net Assets $118,843,197 $112,770,890 $143,719,706 $237,012,856 $93,293,150

* Based on Governmental Funds Balance Sheet

** Signed audit report
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Finding 17
Other Condition

Furthermore, we do not understand how the Authority’s
independent auditors were able to issue either a signed audit report
or arevised audit report when we found the Authority’ s accounting
records in disarray when we started our fieldwork on December
15, 2003. We serioudly question whether the Authority’s
independent auditors met the requirement for exercising due
professional care. The Authority’ s independent auditors failed to
identify the various errors made by the Authority in recording
accounts payable and capital project expenditures, sales tax
revenue, program revenues and accounts receivable, in preparing
monthly bank reconciliations, and in billing granting agencies.
This resulted in the Authority’ s independent auditors issuing
financial statements audit reports that are misstated and
misleading.

RECOMMENDATION

To ensure that the Authority meets its contract and fiduciary
obligation to accurately report the results of its financial
operations, the Authority should take the following action:

Recommendation Number 13

Retain the services of aqualified, independent audit firm.

THE AUTHORITY NEEDS TO MAKE OTHER
IMPROVEMENTS
IN ITS FINANCIAL OPERATIONS

The Authority Lacks Formal Desk Procedures
For Its Accounting Activities

In conducting our audit, we identified numerous errors in the
Authority’ s Fundware accounting records because accounting staff
did not perform their tasks correctly or accurately and because the
accounting manager does not adequately or sufficiently supervise
accounting staff. The errors we identified could have been reduced
if the Authority had adequately trained its staff, including
providing complete, detailed desk procedures to guide employees
in performing their tasks. However, the Authority has taken
corrective action, and is currently preparing formal desk
procedures for its accounting staff.
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RECOMMENDATION

To ensure that the Authority improvesiits financial operations, the
Authority should take the following actions:

Recommendation Number 14

Complete the formal, detailed desk procedures for its
accounting staff. The supervision and review responsibilities of
the Authority’ s accounting manager should also be detailed as
part of the procedures.

Thisletter isintended solely for the information and use of the
Authority, management, and others within the organization. This
restriction is not intended to limit the distribution of this letter,
which isamatter of public record.

Sincerely,

20l

Noriaki Hirasuna
Director, Audits Division

Staff: Elisa Sullivan, Audit Manager
Deborah Gordon
Leon Valle, Jr.
Helen Vo
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SAN FRANCISCO TRANSPORTATION AUTHORITY
RESPONSE TO THE AUDIT:
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This lemer consmmses e Aurhioesys e s rhr.nur.-u_-rrr'-cnr leer dawd March 22 248, which
was tucd by the Audit Diviion of the Dffce of the Comroler of the Clry sl Coanty oof San
Francisen m conoecoon with the sodic of the Acrdwieing® Gindieisl recapds, aomducted by thae Disvison
foor b= fiscal vesr :l'r:llltq,: |usrie HE, 2L

The mampenent letber lises o large number of fGndings. The summary on pape 2 of thar lemer shisws
thar the marerial weaknesses (Le, those mvidvisg smnounes largs cnoazh m be onesdered significant) are
in b areus, lewvalvieg caly i of the 17 findings in the lemer, OF those & findings, 3 have 1o doowidh e
srw (aae bank neconciliaions The remaining 17 finclings, e tlse lewer seases “are mew belivved oo be
materal " OF the 1 cooomeeetal Godsps, 6 sre preseneod as repomable condmions, and the
remaling 5 are oacher mademal seaknesses nor reponshle condiviom, bar they aee neverlsiess atfferel
Y RHgRErnnn Fave IIET PRI We find m rJ|.|u|1"_"|g thdt the detailed] discusstion of oich of the -

findings daes nor disenpuish, e the benebit of the mader, whach findings are maresial or reparilbe,
afid which are ot

The mareral weakinesses imvalve Y ssaes, the hank revomcinnom, socoants Pey ahde amd ,Inlrm.mﬂq

of the audigng fism, The bank reconcimbon issace are limited o the Suchormy's overhesd apesations,
obecivelr pbour 1% of the Awdwoncy el annoal |:l\.|-\.||.\!:l. Tl e makenal im reganding areounts *
rh.l:.'th‘ "E:III|1II1|.I T ivalved an e [epbne amenusds) inseochieed by che audicing firm thae was not o

the pig-gueit books af the Authaorine This wss oot pored in che managemen kenee Cheracierssng the
muliting firm's shorecomings as & fmlure of mamagement oversighe 18 soamewhat akin ne critzizing our
finnnee saff for por asditeng che soditoes:

aornie ol the mmisetal weakness findings, in our viees, ore prosided sichour an appeoprdce contesr o
the et form an opinion as 1o e significance. Indeed, the Beclingss vary widely in their slogree of
sipr.. ficance. Same of the r.llll.'l.ll'lu:-, e vieds, da s B o [all and faer ewndsuon e=eblished in che
marapercnt letten particulatly in imsmncey where emmom resuleed from Gillures of communsaton ar
musuncdersemtingy imolving nor juse che .l".l.ll:|ll.l|.|!. Liir e Cemtepiallers offie ar oiker -\.IrF.1r|_-|1|'r|-l_ W
achleeas tlom furibes deewhene b keiee Uletmarcly, howwver, an imparmns fancoon of an audic
should ke i sleninty problerms =0 thar they can b addressed and correcred. The marapemer lener
dowes meport =everl categonies of ssues tuar we believe shouk] be ackiresscd, sl which we are mhing
immediare seps oo sddeess. We also find the reommencdations inthe management lemer essenially
pezibcahle arul comaisieni anch the actions we are proposeng o wollerake roosddeess the Grlings
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*The Controller’ s Audits Division’s comments on the Authority’ s response to the audit
begins on page 27.



All findingg ean be pamanasized i 3 broad conchsioms  a) the Authorin firancul stabemenss
combiied departares from genenlly accepend povernmem: sccoundting sandards; 18] the Aunlorins
interral accounting conrml sirsiiee meeds ienprovemiont and ©f the mdependent audit Brm engaged by
the Awmhortty ks depth of cxperrise in governmens accounteg sndof did fog eseeose poopet
prafessicnal cage in performirsg e sudin of the Awmbaodty for the pood o question. Impactanify, the
management ketter combirms, alheir esly, whar we have mainoined sll aloig, than die gl fouie 1o
malfeassnce, and emified e funds unacenited for or misspen,

Fevam the perspective of enanagenent and Board oversght, the mest cnneal of these areas is the choace
of audicng frms. The curremt sadicing firm, Vapas snd Company, ha pecformed the Awthority
audie since 1996, The PY 000200 asnlic was the kst one m the sope of the Yargas concmace. The
sandirdy for reporable condnions thar are ouclined in the Audic Division’s mangpement leer were
extant during the June 3, 2003 wod previows audis of the Aathorty by Vargas  Vargas may have
bekeved that these masters did not dse o the level af repormble condigars, or may simply have filod
to iensify them. In any event, the tondiom were m cepored by Vargas, cither formally inoa
manageoent ks, o ieformally moany ofer manner, Consequently, their exser pamure or magninsde
wes noe broaghs 1o our atenticn uncil the issance of the Aadn Devisiea’s dralt management o Mardh
1L

e iiswae idernified a5 o sepoptable condicion m the tranggement leter, but which & pot o matedial
wrakmiess, |:|.‘.|:I'I.ﬂ.|:|1.|l"5 11 and 1Zj was the F-uhr_'lm]. loex of merest I‘EI.'I.I]DHE fom & fadare o inwese all
funds i the Cigs pocled aceowars Ms the Coneeollecs maragemsnt kefter coreectly sires, che
Huchony® irvestment polscy is more than 10 years old, sl it was adopied ar & dme when the Authoniy
only had sales mx revermes Ir bas Peen cur endemsianding than this poelicy applies 1o the sabes mx funds,
buit we also acknowledge it noeds to ke gpdated w reflect the Auborn cvchomon and incressed
respansibiBries over the pass decade. In December, afier passage of Prop K, | informed the Boand that
all &l our operting pobdes were beng rovewed, and thar new polices would be proposed a5 parr of
our cransickn plan.

Sales o funds are deposited derecdy by the Seate Board of kaalizaion ines the Cirs posfied steoanss
The furuls in question were non-sakes ax funds fsake or fedem! mimbarsements) ecened by cthe
Aughorry in the form af checks, whach we depasiced inour bank accounr as 2 notmel proceduse, Iy oar
experience, if the chechs had heen fewasdsd o tbe i these funds ennild ot have been inchided i
the Citys pooked sccounts, and would instead have been placed o dedboated  scconnm yiekling
sgmificantly less chan the pnu:lln:l srooanm. The Aarhorin [::din:!; B0 iwest i a madeer which wall
provide the baghest isvesient ronem with the masmmuom secenmy™ We believe that the aggrepsne mne of
rebarn an these Furds, |n.|:||.|-']|rqa; warved bank charpes, exceeded the amourt we conld have camned inos
dedicaced apcoum with the Cirg Table 1 in the manapement lenes uses the pusoled secouns mates mather
thar ihe much loeer dedioated sceouns reies. W think the comparizon s nor apprapriae ureder e

CILCUmS e s,

The duhoricy is in che midse of o wery sgnificant crarsisan, meyiog fom the old Proposibon B e the
miw Proposision K smnsportimon s mx cxpombume plan, approved by the voers in Movember, Thar
trmsiton includes o sweeping review of ol procedwres, policies, susems, amd safling and other
geiinipres, to ensdee that the crgarssatan i eell equipped o handle iis increasod responsibilites. [n thar
comtext, i [ecember I035, following our own recommendarion, the Authoriry Beard appioved &
ecipananiin of ar finencial saff. The rocganid section will melode s Dirccor of Admirsmon
and Firande, Thas pustiom will ke Bled with an mdnddinl who will be m'q1.|.|rnd 1w bave 4 hi;qh.e-r level ol
oceonring, fnanciel and adeinisrarme ranigement sxperize hin ahit @ requined for the carrent
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pusition of Manager of Accoanting, which is being phased ot The Board also croaved snother new
pesition of Senior Apcountand, s that theee would be two sccoumbints providing support 1 the
Direeior When the worganmanon is complete, in che nexe 50 days, we will have thies prosities mstend
of the curment rom, We e sdverised the Direcoos of Admimistition and Pinasce position for over s
moneh. O Macch 19, we istcrvicwed soveral well-qualified ginalists, wich the help of & panel compeised
of well repeced CPOs from tanspartasion apences in the Bay Area, We eapest o bave the new
direcror on board widhin 13 s The pew struchure, mehidmy o very well qualified Direcor of
Aditunisteainon and Finaree, wall allow us io keep reconds up o ifate, correc Fmi:ln:m.: as they arise, gnd
account for mansactions fully i sceondance wwh government scecunting sandards. Thn effectively
comscinanes o fesn srep i addressing the aslics. fienlings.

As a second step, we will be engaging o pgretable secoumting frm with cxpenence in meemal conaed
comguliing, 10 belp ue strengrhen our inieemal control strocnoe, The scope of work is being finafzed [t
will inchude, ur 4 minimum, checking and corvecting e cusrenr sccounting seconds For any crmocs: md
swrengrhening the foundanion for inermal comttols, inthaling mprovements o the disciplineg and
procedures applied 1o acoounting activites, 5o & o ensure 0 control envircamen: that provides bemer
infosmiabion snd tomely communications on an cagaing hasis.

As a thind step, o el be msuing & request for proposals o major aoding fizms wich proven credentiale
i povcrmmcnt wodizing, mrrrpt::e ihe inl:ll.'pcn'J:ru audir oif the ﬁurhuriry fioar the p;::lu:;d mhnﬁjm
30, Ak,

We believe thar chere are cermain Rems in the Aude Divisions mansgsmens kitee that roquine addidormnl
information and clinfcaton A boof soaew of wime of the maccers thar cime eooour scencion follooes.
Cther issues may anse oo further meview, ond we may wish o supplemenr thisse commenes al @ hisg
date

* Allaf ihe findings abour accouming misiskes imvebved juss char—mistakes. Mo mbfeasance was
iderntified, and no Furds svee lost ar misspent.

® W are mking srepe m impave oue accownnnp, aclulag bank recasolntiens. Hewoem, with
eespect o findings esganding bank weonciliadons, & ot be undersood thai we only wse the
bank accouants o deal with day-toeday opeming expenses (which are really simall, sinee we only
have o smif of 12 peopley, and thar che amouens ieeelved in scal reeoneiliaton ervoms add up
o caly ‘ane tenth of 1% of our anneal bdper. More speciBolly o Pmding | {2 maseral
weahrrsss), the management letter assers thar monihly bank reconciliannos were oo pervided.
The fect = that the tiekd audit siff did mor request bank reconcilismons orher than o June,
Upon readmyp the Gnileng in the desfi manggement ks of Mamh 11, the Manager of
Accounmng provided the monthly staieinents, hich were roviewed by the Managee of Awdis
Thie elanfics the fact thar the Muthosie did indeed prepane moaibly benk reconoliatong every
memnih, The chnficarion nomwithstardicg, we wall work o ensare char oin hank ecomelliasions
a2 perforened i a simely arsd Righly competent manoer

#  The method of enlculaion of che smount of smif sshrcs sné benefis (Finding 15, a inaecral
weakress referring 1@ the scceptance of firancal sawmnents from the mndion) for parposes of
complzree with the anmisd eap of one percent of wol ner sales mx revenes was reasnnable,
compbed with the brw and was consstent wmb past peactice. The Audin Divison® inwepretation
uf the Aathorery's fscal palicies = thile respect 4 ieerreet. The Aotbonnys adopied pobicy calls
foe & et of prends cvery thees years, when “saff compensation shall be compared to aoual
revermes tecoved o date, and spproprace adjussments @ safl mmp:mlniun. will be made a1
that tirme, of required” This abswsaush refess i revenues since the meeption of the progmm m
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150, el e 1w rucd:.' the methodology we have folowed, consiscens wich the ¥ P".-|_||-_| H
Smitsgic Flan. Mawhero 5 she calcchinion of a F-ver sverige cequined. W did mention this
imsnte ooy Wargag, &8 4 midinet of Course, bot 1t ems nor considered a sipnificanr issue 21 the 1ime,
ance Vargms frand the Authority in complisnce. In aay evenr, sabaries smd benefite are bidgeied
on an annual basw, using estimancs of oxpected sales ax revenoes, poc Soad colkecrion figures,
The Anhority bag b abie o sty bedow the 19 cap while sales mx revenues have fucruare)
and our volome of sdminstranve ransicrions has increased sulstantally over the st cougle
il yiur

Thee une 5l period, covered by the audir, coinekded with o magos cofivetsson of our scoounting
systems Froan QuickBooks, wheeh was pot in place by prior mansgement, oo AmericanFundware,
i func accoanang package much berer suiced 10 a0 orgamzation of our size ard complexiry,
The changeover was accomplished largehe wirs in-house sl A pumber of the saees denidied
with bank reconclgions (thowgh sdmictedly oo all of dwem) stem from this changeover penod.
Also during that penod, we apreed o the Conerolless reqjuessr that ae move foom a paper-based
el Fﬂ-FHIEH- SYSICT O Al ess ECUjuckls for Piﬂp B reimibusrsemienss from Lty 'IJ.I!FiI:IJ'I:I'FII:I.
The peaversion which was als sceomplished with no ourside help, involved computer
inemcapnecons wirh the Commller’s office and other FYSEEMTY d'ﬂnl_ir_-: arul wus Fr:rn#n adih
Iogiszical peoblems, ulomaely creanng a significant ckup of dawdosn oquesss. W worded
thoough the conversion issuce and bave schicved an improsed degree of efficiency in processing
drasdivams This same period gl eomcided with the sare of conscreezinn of the Jad Steer
Light Rail projec, which resulted in & doubling of our worklead in peoosasioge deawdown
FRpICHE,

Findings abowr the Aarhonny's preblems with neneliness i processing drmedowns and paymenis
e b0 albsregard the above covditions, and the fact chat they were exmmordinary circomstanees
peneraed by syem changeover, nor normal opetaning condicone Furtheemone, the Authonty
b5 bried 100 dead wirh errors in the deawdown seouests from City departments, ofoen necessimring
eg-sisbnictal of reguests, sometimes mulnple tmes. Measurement of processing tme from the
tme of receips of accepruble invosces or drawdowns woald vickd 3 more accemee pictare.
Motemhstanding rhe foregoing ciscumitaness, we sthiowledge that there have been problems
with timely paymient of masces and wah imvicing caside ogencies (o grane rembasemens,
aated e wndl endewor o correct these prooogpely.

Regarding our bank aceosums (Finditg 14, sodber a matemal wokmess nor 2 reporcabe
Mﬂlﬂlh:ln}. the Mzmsion Manonal Bank account was opened in 1992, under the inn,-.-prl:l::ui:;rn
that » sepambe bank sccourt w reguired m adminiser the Air Diseices TRCA funds This
reguirement is sl valid. W have v segarniely seeoumt G the isteeest exrned on chiese furds,
wnl e separare bink account grestly facilisates that. The Bank of America account was opened
Foor pon THCA funds, becawse Missica MNatioral could nor previde some expanced services that
we anticipated would be needed, parcicularly in arder wo deal with commerdal paper canscions.
Wi coddd close o Mismon Mational accoant, abd ooien a separare Bank of Amenica aceoans frr
TPCA fends, but we bave ol ie was impormor, and corsisent with Authonry palicy, m sippon
a loral, minody-owned bank,

Beginditg sabes fax reverme soemgnibon (Findmg 5, a repormble condidon bur nor & saesal
weakness} there was indeed an ermc i the method used vo esimane rhe hast guarkes amouse, It
shirald be clasified, hoawvever, thar the methad veed had been in place snce the incepoon of the
Aurlereiry ity 190k and that although the requined method aas changed m 300, when GROA
promulgated CASE 33 and 36, dealing wTih asles rx revere secogniton, the Contmllers offie
did rat object o pur revenue pecopniticen methed e JHEL even though the new nebes were
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alreacly in place. W would sleo pove the chanee B oaecoustiog cule dees nor matenally affect the
nchal amaunt of wmles mx revenas e Authosing recerves, We are o aware of the new reveras
recogmition requiremen s and wilf apple them moous fikire shtements

& Wirh sesseet v the sive of minagemont of our ra'pua] projecr reconds (Finding 8 - neitfen 3
mmatceial weakness nor 1 nepomable condiion), the Authorry keeps 8 Project Infotmation
Mansgeitent Sysem (PIMS) dumbase, PIMS was ser up aell before cumrent mansgement was i
phace, ard it was eust dyramically connected w the sccounong syseem becanse thie compunenized
pecounting systerm wes not compatible We are well aware of the advanmges of inegrating
capital grais ard uecoanting cecoeds. We have been working for some fime on 3 daiabase design
thar wesald lr:mn'p[uh integraton and be mere user-mendly, Part of oar cransmion plan o Prop
K is oo comsolidare PIMS with Fusibaare (our new acooanting sofreare).

We also mast eeconcike o the ceconds kept by the Controller's office. Durng the sudn perind we
spent sipnaficam effon ensugsing that our secords did reconcile wh che Comtmollers, Thar
process wlendificd 99 capital grant frems dsas were meoreecly entered in the Cry's system, and
cnabled us oo wordk eollsboratively with e Coormoller’s safl w eorrect them, Among other
issues, there were a number of capital granes i the Ciry's syseem, amounting te $85 million,
which were not properdy set up to discinguish berween sales tx-funded and TCRP {state)-funded
Manbonty resolotons. This ceaed confusion aboar how w0 rrack, eecopaize and present
informurn about reverues and expenses in the finencial smements Mow thar the Audoiny
ae the City are more focosed on these disincions, we showld be able 1o avoid thess problems
in the futine. As o cesult of the moonclaton of econds, the Authoriry Fas. emenged wirh
senificantly begher umrestricted fund balence available for allocarion o projecs

Clbrimitg 1Be Sae's agreement to advnee $140 mllion m TCRP funds o the 3ad Smeer
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certain thar the funds would have been kst w the governors budget ax. Aihough the TCRP
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(B 3

CONTROLLER’S AUDITS DIVISION COMMENTS ON THE
RESPONSE FROM THE AUTHORITY:

To provide clarity and perspective, we are commenting on the response to our audit report
from the San Francisco Transportation Authority. The following numbered responses
correspond to the numbers we have placed in the Authority’ s response.

Pages 1 and 2 of the report clearly identifies the classification of the findings. However, we
have also added the classifications to the report text.

The finding of a material weakness is warranted by the lack of evidence that the Authority
performed monthly bank reconciliations, and further that the reconciliationsit did perform
contained numerous errors. Because of this, the Authority has little assurance that it is
properly accounting for some of its funds. The Authority increases the risk of fraud and
abuse without proper conduct of thisimportant internal control. We find it surprising that a
government official appears to be dismissing fiduciary responsibility for more than $16
million that the Authority deposited into its three bank accounts during the fiscal year.

The executive director continues to demonstrate his lack of understanding of basic
financial management practices. As stated in the Authority’ s financia statements audit
report, the financial statements are the responsibility of the Authority’ s management; the
auditor’ s responsibility is to express an opinion on these basic financial statements based
on its audit. The executive director states that the error involving accounts payable was
introduced by the Authority’ s independent auditors. The auditors cannot introduce any
errors into the Authority’ s accounting system since the auditors can only present their
results to the Authority with suggested audit adjustments. The Authority either rejects or
concurs with the adjustments. Any errors introduced into the Authority’ s accounting
system were made by its staff when it concurred with the adjustments presented by its
independent auditors. The Authority has ultimate responsibility for all the transactionsin
its accounting system.

The executive director apparently refuses to recognize or acknowledge that the Authority’s
poor financial management practices significantly increases the risk of errors, fraud, and
abuse. Further, as stated in our opinion in the financial statements audit report, the audit
was planned and performed to obtain reasonable assurance whether the basic financial
statements are free of material misstatements. The audit was not conducted to identify
specifically instances of fraud or abuse. We have not given any assurances that fraud or
abuse has not occurred, only that we did not identify any instances of fraud or abusein
conducting our financial audit. The Authority must be cognizant of the fact that it increases
the Authority’ s exposure to fraud and abuse when it does not engage in basic financial
accounting practices that protects against these risks.
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The normal experience of other departmentsin the City is that the department identifies
whether its funds are to be deposited to a non-pooled dedicated account or to the pooled
account. It isusually the department’ s responsibility to identify how its funds should be
deposited. Furthermore, according to the Treasurer’s chief investment officer, it was the
accounting manager who made the decision to deposit some of the Authority’ s fundsinto a
non-pooled dedicated account. Finaly, the executive director fails to acknowledge that in
December 2003 the Authority transferred $21 million from its commercial bank account to
the Treasurer, and the Treasurer deposited the amount into the City’ s pooled money
account. The comparisons we made are appropriate and correct.

We disagree. The audit staff did request the reconciliations during the fieldwork from
December 15, 2003, through January 28, 2004. Further, during the course of our fieldwork,
the audit manager noted that the Authority files did not contain the monthly bank
reconciliations that were eventually shown to usin March 2004. When we were given
access to the bank reconciliations in March 2004, we noted that many of the monthly bank
reconciliations did not show review or approval by the accounting manager. For example,
the April 2003 and May 2003 bank reconciliations showed some of the same errors we
identified in the June 2003 bank reconciliation, and did not show any evidence of
supervisory review. Examples of the bank reconciliations are shown in the following

Furthermore, when we examined the bank reconciliation for the following monthsin the
next fiscal year, we also observed that the Authority did not perform the bank
reconciliations correctly or timely. In the July 2003 bank reconciliation, the accounting
manager noted that he performed his review in March 2004, or more than six months | ate.

We stand by our conclusion that the Authority has not timely or correctly performed
monthly bank reconciliations.

The executive director failsto identify that in the Authority’ s fiscal year 2001-02 audited
financial statements, the Authority is shown as spending more than the 1 percent limit for
salaries and benefits. According to the audit report by Vargas and Company (Vargas), the
Authority’ s auditors, the Authority spent 0.09 percent more than the limit in fiscal year
2001-02. Furthermore, Vargas reported in its signed audit report dated November 26, 2003,
that the Authority spent 0.39 percent more than the limit in fiscal year 2002-03. In both
reports, Vargas concluded that the Authority complied with the 1 percent requirement
because the Authority used athree-year average. Based on the assertions of the accounting
manager that he had misclassified some salaries and benefits, our audit for fiscal year
2003-03 found that the Authority did not exceed the 1 percent limit.

The executive director again fails to demonstrate knowledge of basic principles of fund
accounting and misreads the requirement by the Bay Area Air Quality Management
District. Aswe have previously explained to the accounting manager, accounting for the
funds separately does not require establishing separate bank accounts for each fund. If this
were true, the City would have to establish hundreds of separate bank accounts to account
for al the different grant fundsit receives.
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We are pleased that the Authority recognizes that it made the error related to revenue
recognition and is taking steps to apply proper revenue recognition rulesin the future. In
fiscal year 2002, the Controller relied on the Authority’ s certified audited financial
statements, including the bal ance reported for sale tax receivables. The Controller had
every reason to believe that the Authority and its independent auditors were correctly
applying all accounting principles. It was only after we were involved in the audit for fiscal
year 2003 that it became apparent that the Authority was not correctly applying the revenue
recognition rules of GASB 33 and 36. In fact, one reason for the Controller to conduct its
own audit, was that in November 2003, Controller staff identified that the reported sales
tax receivable bal ance was being reported incorrectly.
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SAN FRANCISCO COUNTY TRAMSPORTATION AUTHORITY
BANK RECONCILIATION (Misson National Bank)

<une 30, 2003
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The actual corrected book
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cc: Mayor
Board of Supervisor
Civil Grand Jury
Budget Analyst
Public Library
KPMG LLP
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	Audit for the Fiscal Year Ended June 30, 2003 - Management Letter
	THE SAN FRANCISCO COUNTY TRANSPORTATION AUTHORITY FAILED TO PERFORM OR
	PERFORMED POORLY MANY REQUIRED
	ACCOUNTING PROCEDURES
	The Authority Has Significant Deficiencies
	
	
	Listed 17 old reconciling items totaling $30,710 that were not associated with the account being reconciled but with another bank account.
	Failed to identify that 18 reconciling items totaling $42,642 had already cleared the bank through reissued checks or other payments. By reissuing checks, the Authority processed and recorded in its accounting system the same payments twice. However, the
	Listed nine checks with obviously incorrect check numbers; therefore, we could not trace them to the bank statement. While the correct check numbers ranged from 9119 to 10222, the nine checks listed in the reconciliation had numbers such as 999999 or 100
	Made a $4,487 calculation error.
	The Authority, in its June 30, 2003 reconciliation of one of its two bank accounts with the Mission National Bank:
	Listed $2,168 as deposits in transit that had already cleared the bank.
	Listed 16 outstanding checks and reconciling items totaling $121,268 that had already cleared the bank.
	Did not adequately administer its bank account and incurred overdraft charges totaling $441 for writing 28 checks with insufficient funds between July 1, 2002, and October 31, 2003.
	Understated a grant revenue receivable by $56 million at fiscal year-end because it failed to understand and apply government accounting standards that the Authority is required to follow. The Authority is required to accrue grant revenue for cost-reimbu
	Improperly included sales tax revenues for the next fiscal year in its current fiscal year sales tax revenues. In making the final payment for the Authority’s June sales tax revenues, the State also includes an advance payment for the July sales tax reve
	Failed to keep its accounts payable account correct or current. The Authority:
	Did not eliminate until year-end $2.5 million of old, erroneous accounts payable entries that it should have cleared during the year.
	Erroneously posted an adjusting entry of $588,765 that doubled its accounts payable for 13 of its funds, including its Congestion Management Agency (CMA), Transportation Fund for Clean Air (TFCA), and Traffic Congestion Relief Program (TCRP) funds.
	Did not maintain accurate records of capital project expenditures in its internal accounting and financial management systems because it did not properly reconcile its systems. When we started our audit, the amount of total capital expenditures recorded
	Made an error in billing a granting agency because the Authority does not adhere to basic grant accounting procedures. Instead of identifying each grant in a different fund, the Authority recorded all transactions from three different grants in one proje
	Is slow in paying its bills for capital expenditures. We tested a sample of payments for capital expenditures, and found that the Authority paid 7 of 28 (25 percent) requests late; the payment dates ranged from 40 to 69 days after it received the reimbur



	THE TRANSPORTATION AUTHORITY
	POORLY MANAGES CASH
	
	
	
	
	
	
	The Authority Failed to Maximize
	Interest Earnings




	The Authority could have earned approximately $176,000 more in interest earnings if it had adequately managed its cash. Instead of investing the majority of its funds with the City’s Office of the Treasurer/Tax Collector, the Authority maintained a signi
	The Authority Fails to Maximize
	The Authority does not bill many of its grants until year-end, even though the expenses are incurred throughout the year. For fiscal year 2002-03, the Authority did not bill more than $2.4 million until after year-end. What is even more problematical is
	The Authority Unnecessarily Established



	Recommendation Number 9
	
	
	
	Authority

	ASSETS
	NET ASSETS

	THE AUTHORITY NEEDS TO MAKE OTHER IMPROVEMENTS
	IN ITS FINANCIAL OPERATIONS
	
	Staff:	Elisa Sullivan, Audit Manager






