
DRAFT AUDIT COMMITTEE
MINUTES

December 4, 2014
10:00 AM

Board Room
1372 East Main Street, Rochester NY

Committee Members Present: Michael Jankowski, Commissioner and Committee
Chairman
Frank Vitagliano, Commissioner
Jim Redmond, Board Chairman

Others Present: Robert Fischer, Commissioner
Henry Smith, Jr., Commissioner
Bill Carpenter, CEO, RGRTA
Scott Adair, CFO, RGRTA
Christopher Dobson, VP of Finance, RTS
Mike Burns, Director of Accounting, RTS
Sharon Muir-Eddy, Manager of Budget Analysis, RTS
Alan Walther, Partner, Bonadio
Jon Miller, Principal, Bonadio
Michelle Pyzik, Audit Manager, Bonadio

The meeting was called to Order by Committee Chairman Michael Jankowski at
10:00am.

Scott Adair, reviewed the agenda with the committee:
 External Auditor Preliminary Conference
 Financial Projection Update

o RGRTA
o Ontario

 Update on Office of the State Comptroller Activities
 SWAP Update

Scott Adair introduced Alan Walther, the Engagement Partner for the audit team from
the Bonadio Group. Alan is taking over the audit engagement from Kristen Clark who is
rotating off our audit based on the Firm’s Policy.

Scott Adair turned it over to Alan to go over the External Auditor Preliminary
Conference. Alan introduced his team of Jon Miller and Michelle Pyzik. The Bonadio
Group reviewed its service team, scope of services timeline, audit responsibilities and
audit approach.



 Commissioner Jankowski asked what portion of the Other
Postemployment Employee Benefit (OPEB) has currently been accrued for
in the Authority’s Financial Statements.

 In response to a question from Committee Chairman Jankowski about the
Authority’s OPEB liabilities being amortized, Scott Adair said that we
have amortized our liability by about half to three-quarters. Mr. Walther
of Bonadio stated that RTS is a little further ahead than other government
agencies that they deal with.

At this time the Audit Committee went into executive session with the Auditors to
discuss the upcoming audit (Management was excused). On motion of Chairman
Redmond, seconded by multiple Commissioners, the Committee moved to executive
session by unanimous vote.

Upon return from executive session Chairman Jankowski noted that no action was taken
while in Executive Session.

Commissioner Jankowski asked Scott Adair to review the financial projection update for
RGRTA and Ontario.

Scott provided an update based on the October financial results and projections through
the end of the fiscal year for both RGRTA (without Ontario County) and a separate
presentation on Ontario County.

 In response to a question from Commissioner Smith about the mortgage
recording tax, Scott Adair stated that we started the year with a budget at
8.1 million dollars. It was not a significant increase from our prior
history. We’ve certainly seen a decline in the refinancing mortgage and a
reduced number of sales. We are trying to stay on top of it as we project
for next year’s budget.

 In response to a question from Committee Chairman Jankowski, Scott
Adair stated that in the ’15-’16 Authority Budget that Ontario will be
included in the consolidated budget. Commissioner Jankowski stated that
he felt it was appropriate to not include Ontario in the current year
financial projection (projection versus budget) for RGRTA, but that it
should continue to be shown separately because the budget approved as
part of the Comprehensive Plan did not include Ontario.

Being no further financial projection questions Commissioner Jankowski then asked
Scott Adair to provide an update on Office of the State Comptroller Activities.

The three audits for the committee to review were the Final Report of the Selected
Aspects of Discretionary Spending 2012-S-152, Fuel Purchases Draft Report 2014-S-20,
and Performance Incentive Program Draft Report 2014-S-2.



Scott inquired of the Audit Committee if they had any questions on Report 2012-S-152
and there were none. He noted that a 90 day follow-up letter was required to be filed and
that would need to be completed by the calendar year end.

The Audit Committee was informed that we would be discussing in open session the two
draft audit reports because our research and a conversation with OSC Representatives
concluded that there was no basis for Executive Session for discussion of an audit that is
still in draft process.

The Audit Committee reviewed Report 2014-S-20:

 In reference to the Fuel Audit Chairman Redmond asked how much the
Authority spends on fuel. Scott Adair responded that the Authority spends
about 7 million dollars annually on fuel.

 In response to a question from Commissioner Smith on how the
independent contractor that provides our fuel is selected, Scott Adair
responded that through our normal procurement process is how we would
select that vendor

The Audit Committee reviewed Report 2014-S-2:

Each Commissioner stated that they had questions and Commissioner Jankowski asked
Chairman Redmond to start the conversation.

 The Performance Incentive Program Draft Report raised concerns from
Chairman Redmond. The draft report claims that the Performance
Incentive Program must be directly tied to the services which each
employee renders. After Chairman Redmond read through the opinions
that the Comptroller cited in the Draft Report he found not one word
about being tied directly to the services that each employee renders. A
previously issued State Comptroller’s Report, 2009-S-103, encouraged
RGRTA to expand the program, five years ago. Scott Adair stated that he
had reread that particular report and saw that exact same reference. In
that report on overtime costs for the Authority the Comptroller felt that
RGRTA should be providing financial incentives to employees to control
overtime costs. Chairman Redmond stated that the 2007 legal opinion
(referenced in the Draft Report) that then Attorney General Andrew
Cuomo wrote regarding the Long Island Power Authority, stating that the
performance of LIPA employees and of LIPA itself are evaluated annually
in terms of whether certain benchmarks, established beforehand, have
been met. An employees’ total compensation for the year included a base
salary and an incentive payment, based on how they did in the pre-
established goals. Chairman Redmond asked if that is what we do at the
Authority. Scott Adair stated that is exactly what we do at the Authority.

 Chairman Redmond commented that the Comptroller’s draft report takes
issue with the amount of the incentive payments available. Chairman
Redmond asked if the program is aimed primarily at management. Scott
Adair responded it is a program that is aimed for as many people as we



can cover. In this past year the Authority shrunk the pool of employees
eligible for the program. Chairman Redmond asked in terms of payments
that are potentially available, does a bus driver get paid the same amount
as the CEO? Scott Adair responded no they don’t. Management would get
paid more than labor employees.

 Chairman Redmond mentioned that the Attorney General noted that
LIPA’s rates are at the lowest level of comparable power authorities,
consistent with sound fiscal and operating practices of the Authority,
which provides for safe and adequate service. Chairman Redmond stated
that sounds like RGRTA’s fares, which are among the lowest in the
country. Scott Adair, CFO commented that he would agree with that.

 Chairman Redmond stated that the draft audit states, “An Authority may
establish a performance evaluation program, under which specific
performance criteria are set forth and disclosed to the Executive Director
prior to the performance of services, for corresponding dollar amounts of
additional compensation established from meeting the criteria”.
Chairman Redmond asked if that is the process that the Authority follows
with the annual adoption of the incentive criteria, and that’s included in
the Comprehensive Plan that’s voted on prior to the start of the new fiscal
year. Scott Adair responded that is correct.

 Chairman Redmond stated that the Comptroller’s draft references
comments made by union leadership. Did the Comptroller’s staff speak
with any member of the Board of Commissioners? Scott Adair responded
not to his knowledge and that was a question asked during the exit
conference with them.

 Chairman Redmond noted that the CEO doesn’t set his own salary. Since
the Board sets the CEO’s total compensation package, including available
incentives if goals are met, wouldn’t it be good auditing practice to speak
with the people who are actually involved in the decision making? Scott
Adair, CFO responded that in his previous professional experience, that
absolutely would be.

 Chairman Redmond asked if the Transit Authority in Rochester has a
national reputation of benchmarking and innovation. Scott Adair
responded that it does.

 Chairman Redmond referenced the draft audit stating that it compares
RGRTA compensation with that of other upstate transit authorities. As the
CFO of an 82 million dollar organization, would it be fair to say that you
could be the CFO of a transit authority in Ohio, Florida, or California?
Scott Adair responded given the opportunity, yes, that is probably a true
statement. Chairman Redmond responded that when we had the CEO
position open four years ago, weren’t some of the final interview
candidates from California and Oregon? Scott Adair responded yes, they
were. Chairman Redmond asked, so we are competing nationally for
executive talent, not just in upstate New York? Scott Adair stated that that
observation is correct.

 Chairman Redmond asked if the Authority benchmarks total compensation
against something like 10 other transit authorities nationwide. Scott
responded yes that is his understanding.



 Chairman Redmond next had a question about the work of the
independent auditors hired by the Board to audit the performance
incentive program. Did management dictate how the audit would be
conducted, or did, in fact, the auditors consult with and then report their
findings directly to the board through the Compensation Committee, and
the Audit Committee? Scott Adair responded that the auditors were hired
and directed by the Board, and this is one of the audit comments that he
takes personal exception, based on the professional responsibilities of
both the Board and the independent auditors. In any agreed upon
procedures engagement, the agreement is between who is directing the
audit, which is the Audit Committee, and the auditors, and not
management. In their report, they specifically reference the fact that
management directed this audit, and he knew firsthand that that is not the
case. Chairman Redmond responded for the draft report to claim that the
independent audit of the Performance Incentive Program was dictated by
management, the draft report would be wrong? Scott Adair, CFO
answered that’s correct, yes.

 Chairman Redmond stated The Board of Commissioners has set
maintaining the financial health of the organization, on time performance
and customer satisfaction as its primary goals this year. As a member of
the executive management team who’s eligible for an incentive payment,
isn’t the net effect of this compensation system to put a portion of your pay
at risk, if you and the organization don’t meet the Board’s priorities?
Scott Adair responded that the comment was true. Chairman Redmond
asked if management doesn’t work on what the Board wants, everybody on
the team loses a portion of their pay? Scott Adair responded yes.

 Chairman Redmond stated that in reading the draft report, it’s seems
clear that the Comptroller’s office doesn’t like the compensation system
we have, but they can’t show that it is wrong, even with their own
documents that they cite, is that correct? Scott Adair answered that’s true.

 Chairman Redmond stated that the Comprehensive Plan is mailed to
hundreds of people in the community. It has details of everything the
Authority is working on for the coming year. The Board has independent
auditors look at the incentive system annually. Despite all of this, the
Comptroller seems to make a leap of logic, based on this information, to
reach his conclusions? Scott Adair responded that he can only say yes to
that, and that would be my personal opinion, yes.

 Chairman Redmond asked if the Authority will have a strong response to
this draft report. Scott Adair responded that he anticipates such.

 Commissioner Vitagliano asked how the Comptrollers report could be so
far off? Scott Adair responded that in his personal opinion there was a
necessity to understand what the Authority is doing. It took them an
extraordinarily long time to get that understanding, and there was a late
push to finish this up, to get this report out.

 Commissioner Smith asked if the response from RGRTA will be coming
from CFO Scott Adair. Scott Adair responded that is a topic that is up for
discussion. In the past we’ve had a variety of people respond to draft



reports. We don’t have a written procedure regarding who the response
needs to come from.

 Committee Chairman Jankowski stated that he thinks Chairman Redmond
should be the one to sign off on the response.

 Committee Chairman Jankowski asked that CFO Scott Adair respond to a
statement made in the report on page seven under the Audit Findings and
Recommendations. Scott Adair, CFO responded that we were required to
go back three, four or even five years to personnel files looking for
documentation that was supposed to be signed off,, not every piece of
paper got filed back where it should have nor was it always signed off on..
These are forms that should be signed off stating that an employee met all
goals that were inside of the TOPS scorecard. We did note that we can
document that the payments were appropriate but the form needing to be
signed was not always completed.

Being no further questions on the OSC Activities update, Scott Adair introduced the last
item on the agenda to the Committee, the SWAP Update.

 Committee Chairman Jankowski stated that the purpose of the SWAP is
stability, not to make money. Scott Adair agreed.

There were no further questions on the SWAP.

The Audit Committee went into executive session to discuss a personnel matter. On
motion of Chairman Redmond, seconded by Commissioner Vitagliano, the Committee
moved to executive session by unanimous vote. Bill Carpenter, Scott Adair, and Chris
Dobson were asked to stay for this session.

Upon returning from Executive Session Committee Chairman Jankowski noted that there
will be a matter referred to the full Board.

On a motion from Chairman Redmond and a second by multiple Commissioners the
meeting was adjourned.
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We have been engaged to provide the following services for the year
ending March 31, 2015:

• Audit of the financial statements of Rochester-Genesee Regional
Transportation Authority

• Perform an audit under OMB Circular A-133 (Single Audit) on the
schedule of expenditures of federal awards

• Audit of the Schedule of State Transportation Assistance Expended in
accordance with Government Auditing Standards and the New York
State Codification of Rules and Regulations

• Certification of National Transit Database (NTD) Report

• Agreed-upon procedures related to the Rochester-Genesee Regional
Transportation Authority Incentive Plan

• Internal control observations and recommendations, if applicable

• Observations related to overall performance

Scope of Our Services
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Timetable
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Preliminary audit fieldwork December 10 – 12, 2014

Year-end audit fieldwork/weekly status meetings with
RGRTA personnel

April 27, 2015 – June 5, 2015

Preliminary meeting with management Early June 2015

Audit Committee meeting June 2015

Issuance of final audited financial statement and Single
Audit On or before June 30, 2015

Board of Commissioners Meeting August 2015

NTD Certification October 2015



Bonadio Responsibilities:

• Form an opinion as to whether your financial statements have been presented
fairly in accordance with GAAP.

• Plan and perform the audit to obtain reasonable, but not absolute, assurance that
the financial statements are free of material misstatements, whether caused by
fraud or error.

• Consider internal control over financial reporting as a basis for designing audit
procedures, but not for the purpose of expressing an opinion on internal control.

• Perform the audit in accordance with Government Auditing Standards (Yellow
Book) and OMB Circular A-133 (Single Audit):

– Report on internal control over financial reporting and on compliance

– Report on internal control over compliance and provide an opinion on compliance

• Communicate significant matters related to the financial statement audit to the
Audit Committee and Board of Commissioners.

• Maintain open lines of communication and responsiveness throughout the year.

Audit Responsibilities
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Management’s Responsibilities:

• Fairly present the financial statements in conformity with GAAP

• Adopting acceptable accounting policies

• Establishing and maintaining effective internal control over financial
reporting

• Compliance with provisions of laws, regulations, contracts, and grant
agreements

• Providing the auditor with a letter that confirms certain representations
during the audit

• Adjusting the financial statements to correct material misstatements

Audit Responsibilities
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Audit Committee Responsibilities:

• Select and evaluate audit firm

• Oversee the financial reporting process

• Oversee the system of internal controls over financial reporting

• Evaluate management’s process for the identification of fraud risk and its
internal controls established to prevent, deter, and detect fraud

• Promote corporate governance and appropriate ethical standards

Audit Responsibilities
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• Our audit approach is risk based. In developing our audit approach,
we will gain an understanding of key controls, including entity level
controls, information technology controls, and monitoring controls
over financial reporting, as well as operational activity and strategic
issues affecting RTS.

• Our approach is based on our significant knowledge of, and
experience with RTS and the government sector in Upstate New
York.

Audit Approach
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Audit Approach
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Corporate governance

We will gain an understanding of the Board of Commissioners’, the Audit Committee’s, and

management’s level of awareness and actions concerning internal controls. We will review

governance polices including conflicts of interest, whistleblower, executive compensation,

and travel and entertainment policies.

Information technology
We will perform a general controls review of your information technology system. We will

also discuss certain applicable laws and regulations.

Key controls over significant transaction cycles

• Passenger fare revenue and receivables

• Government grant revenue and

receivables

• Purchases, payables, and accruals

• Payroll and human resources

• Capital assets

We will determine the control objectives, risk, and control activities associated with each of

the cycles identified in order to determine the nature, timing, and extent of auditing

procedures necessary for expressing our opinion on the financial statements. We will

perform “walk-throughs” of key controls in order to ensure that our documentation and

understanding of the process is accurate.

Reasonable accounting estimates
We will gain an understanding of significant accounting estimates. We will evaluate the

reasonableness of the assumptions used and perform testing on calculations.

Sound accounting policies

We will assess the adequacy of accounting policies through audit testing and through

discussions with management. We will facilitate the implementation of new accounting

pronouncements.



Fraud is perpetuated in two ways:

– Misappropriation of Assets

– Fraudulent Financial Reporting

• Auditors are required to gain an understanding of the risk of material
misstatement due to fraud and develop audit procedures to respond to the
fraud risks identified.

Approach

• We will begin with an internal “brainstorming” meeting with our engagement
team members to assess the risk of material misstatement due to fraud.

• We will make inquiries of the Audit Committee, RTS’ CEO and other
members of management regarding their knowledge of fraud or fraud risk.
Our inquiries extend beyond the accounting and finance offices and we look
for corroborating evidence in detecting fraud.

Fraud Risks and Responsibilities
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Approach (Continued)

• We will identify risks of material misstatement due to fraud from
information gained from the inquiries above, results of analytical
procedures, and results of our testing of controls.

• We will evaluate the programs and controls that RTS has put in
place to address the risk of material misstatement due to fraud.

• We will review a sample of journal entries in order to address the risk
of management override.

• We will focus on the risk of fraud relative to revenue recognition.

• Management is responsible for the design and implementation
of controls to prevent, deter and detect fraud.

Fraud Risks and Responsibilities
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• GASB Statement No. 67, “Financial Reporting for Pension Plans –
an amendment of GASB Statement No. 25”

– Effective for fiscal years beginning after June 15, 2013

• GASB Statement No. 68, “Accounting and Financial Reporting for
Pension – and amendment of GASB Statement No. 27”

– Effective for fiscal years beginning after June 15, 2014

• GASB Exposure Draft on “Accounting and Financial Reporting for
Postemployment Benefits Other Than Pension.”

GASB Update
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• Uniform Guidance consolidates administrative requirements of OMB Circulars A-102 and A-110 into a uniform
set of administrative requirements for all Federal award recipients

• Increases audit threshold from $500,000 to $750,000 in Federal expenditures annually

• Creates five prescriptive procurement methods

• Clarified Federal expectations and consolidates pass-through responsibilities and subrecipient monitoring
guidance from A-87, A-133 and the Compliance Supplement into one location

• Creates internal control requirements

– Non-Federal entities must establish and maintain effective internal control that provides
reasonable assurance that entity is managing Federal award in compliance with Federal
statutes, regulations, and terms and conditions of Federal award.

– Internal controls should be in compliance with:

– COSO (Internal Control Integrated Framework, issued by the Committee of Sponsoring
Organizations of the Treadway Commission), and

– Green Book (Standards for Internal Control in the Federal Government, issued by the
Comptroller General of the United States

• Consolidates cost principals from three circulars into one

• Charges for personal services increases emphasis on internal controls and must be based on records that
accurately reflect the work

• Requires federal agencies to use negotiated indirect rates for all awards, unless limited by law or regulation, or
where a limitation is approved by the agency head based on documented justification

• Standards in Subpart F (Audit Requirements) effective for fiscal years beginning on or after December 26, 2014
(Fiscal 2016)

OMB Uniform Guidance
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