Rochester-Genesee Regional Transportation Authority
Minutes of
AUDIT COMMITTEE MEETING
November 28, 2012

Audit Committee Board of Commissioners:

Present:

Commissioners Jankowski (Chairman), Redmond, Vitagliano
Absent: Commissioner Battaglia

RGRTA Staff:
Robert Frye, CFO; Chris Dobson, VP of Finance; Mark Nasky, Accounting Manager

Other: Bonadio & Co., LLP: Kristen Clark, Partner; Jon Miller, Engagement Principal; Michelle
Pyzik, Engagement Manager

Chairman Jankowski opened the meeting at 8:45am.
Overview of the agenda.

Mr. Dobson

FYE March 31, 2013 — Pre Audit Planning
Federal Single Audit Report

State Transportation Assistance Expended Report
Financial Reporting Discussion

FYE March 31, 2013 — Pre Audit Planning

Ms. Clark
e  Overview
Scope of Services
Client Service Team
Risk Assessment & Materiality
Significant Audit Areas
Audit Committee Considerations
Reporting Timetable
GASB Update®

0O 0000 O0O0

e Scope of Services Provided
o Audit of the March 31, 2013 Financial Statements of RGRTA and related entities.
* A separate audit is performed on all companies however a consolidated or
combined opinion is issued.
o Single Audit for the Authority in accordance with OMB Circular A-133 (Federal)
and Draft Part 43 of the NY'S Codification of Rules and Regulations.
* Two reports: A separate report for Federal & NYS.



o Agreed-upon Procedures related to the RGRTA Employee Incentive

Compensation Program.

o Certification of the National Transit Database Report (NTD)

e Client Services Team
o Communicated that the same audit team as the prior year is returning. Kristen

Clark, Engagement Partner; Jon Miller, Principal; Michelle Pyzik, Manager;
Mario P. Urso, Quality Assurance Partner

o Noted that Michelle has been promoted to Manager from Audit Senior but will

largely fill the same role as in the past.

e Auditors Responsibility
o Stated that they will issue an opinion as to whether the financial statements have

been presented fairly in accordance with generally accepted accounting principles.
* Not all transactions are audited but rather a sample based on pre-audit
planning,

o Internal control is considered (an opinion is not rendered) to ensure that adequate

controls/financial reporting practices are in place that will result in fairly
presented financial statements.
Any matters that are deemed significant with respect to the financial statement
audit will be communicated to the Audit Committee. The opinion is addressed to
the Board and not management.
Perform audits in accordance with the yellow book and OMB circular A-133
because of the significant amount of federal and state funding received.

» Reports on internal control over reporting and compliance

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

compliance

e Risk Assessment & Materiality

O

Audit plan (determination of areas of heightened focus) is developed based on
historical knowledge of the organizations’ economic conditions and current
environment.

Materiality amounts for each subsidiary company are not shared with clients.

The highest level of materiality is tolerable misstatement — this is how much the
financial statements could be off in any of the areas that can be tolerated so that
they are not going to be misleading to the reader. This value is determined by
Bonadio and will vary by entity and area.

The next level down is test scope which is the amount the auditor will use to
select individual items for testing. For instance these are the items below the
tolerable misstatement value that are tested so that the accumulation of the
differences doesn’t reach a level larger than the tolerable misstatement.

Lastly there is adjustment scope which are amounts where differences noted
during the audit accumulate to a level in which they are discussed with
management and disclosed to the Audit Committee.



Mr. Frye
* Noted that materiality is determined at the company level therefore staff is sensitive to it
and creates an environment or structure that keeps the Accounting staff very keen on all
transactions.

Ms. Clark

¢ Commented that the opinion is provided at each company and then on the Statements as a
whole

Ms. Clark
e Significant Audit Areas
o Stated that based on Bonadio’s familiarity with operations and management the
following is a list of focus areas;
* Changes in Senior Management
e The Authority has had a change in CEO, CFO, CAO, and General
Counsel. With a change like this different procedures and protocols
may have developed.
*  Other Postemployment Benefits (OPEB)
e Under GAAP the actuarial valuation of this liability is required bi-
annually. Because there was not a valuation conducted as of
3/31/2012 a valuation will be conducted this year.
= Capital Projects
e The area of focus surrounds whether any capital assets that are in
construction in progress are still good assets and do not require an
impairment entry.

Commissioner Redmond
* Inquired as to what the specific things Bondaio will be looking at with changes in senior
management.

Ms. Clark
* Bonadio will be looking at controls in place that are subject to management change such
as someone leaving which could possibly lead to a lax in control or with new
management coming on-board are the right approvals still taking place. For example in
Payroll is the proper division of responsibility occurring; in Finance are the right
approvals taking place for the issuance of payment. Through discussion, has the tone at
the top changed — does an environment of controls still exist.

Ms. Clark

¢ Audit Committee Considerations
o Key role in oversight of the process
Observations regarding internal control
Observations regarding management
High risk audit area identification
Other areas of concern or matter for discussion
* Reiterated that Bonadio works for the Board not management.

O O O O



* Communicated that the Committee meets with Bonadio multiple times per
year and to the extent that more frequent interaction is needed, Bonadio
would do so.

GASB Update
o Stated that none of the following listed will impact the Authority’s financial
statements for year ended March 31, 2013
" GASB 67 - “Financial Reporting for Pension Plans — an amendment of
GASB Statement No.25” will be effective in fiscal 2014-15.

e This alters the calculation of the actuarial liability based on the
funded status of the plan. If you are in an asset position you will
use one discount rate and if in a liability position another. In
addition future year trending of position is required.

" GASB 68 — “Accounting and Financial Reporting for Pension — an
amendment to GASB Statement No. 27” will be effective in fiscal 2015-
16.

¢ The pension liability will be recorded on the Authority’s financial
statements.

e Commented that the plans are in good shape but a liability will
need to be recorded.

o Advised that for the NYS Plan that the liability will be
spread to the Authority and will need to be recorded.

Mr. Frye

Stated to the Committee that these are significant policy changes (and as noted prior),
stated that in the past regulations the pension liability was not reported on the Statements
as separate trusts exist.

In addition commented that this change will cause a higher level of awareness by
government leaders (elected officials) and may cause changes to management approaches
in the public sector, and will improve transparency.

Ms. Clark

Commented that the liability could impact debt covenants/agreements in the future. In
addition advised that audit work will need to be completed on this line item. In past years
(excluding most recent) the Pension Plans had a separate audit conducted. If that resumes
audit work will still need to be conducted at year-end, but, less if the separate audits are
conducted.

Mr. Frye

Stated that his recommendation would be that audits of the pension plans resume in the
future.

Commissioner Vitagliano

Inquired as to whether our plans are or will be significantly underfunded and if other
municipalities are significantly underfunded.



Ms. Clark
* Advised that our plans are not significantly underfunded and that underfunding varies for
other municipalities, some are some are not.

Mr. Frye
* Noted that the Authority sponsored plans are well funded with the largest plan around
98% funded and the lowest funded plan with a $500,000 liability.

Commissioner Redmond
* Inquired as to whether or not Bonadio would be making any recommendations for
changes to benefits provided in order to get back to proper funding levels. Also how it
would impact the future transit center debt covenants.

Ms. Clark
* Advised that they would be looking at it in terms of the future status (projected) and how
it would be impacting debt covenants.

Mr. Frye
* Noted that management has been becoming increasingly informed on the GASB changes
and is in the process of consideration of an asset/liability study for the largest plan the
RTS ATU. It is likely a recommendation will be made to conduct one on each plan.
» Stated that the objective of the A&L study is to arrive at an ideal investment policy to
meet future objectives of the plan.

Mr. Miller
e GASB Updated (continued)

o GASB Preliminary Views — “Economic Condition Reporting: Financial
Projections” — preliminary stage of GASB opinion gathering regarding inclusion
of a 10 year financial projection in the financial statements.

Ms. Clark

e Audit Reporting
o Reviewed audit timetable that begins with preliminary fieldwork in December and
wraps up with presentation of the financial statements to the full Board at the
August meeting.

Commissioner Jankowski
¢ Inquired as to when the best time would be for the Board to discuss with Bonadio items
that they would like Bonadio to focus on in the audit.

Ms. Clark
o Advised that February or March would be the appropriate time.

Commissioner Jankowski



e Requested since Bonadio will not be in to meet with the Audit Committee again until the
June meeting that Ms. Clark send an email to in the spring to RGRTA Chairman
Redmond regarding soliciting feedback from the Board on audit focus areas.

Federal Single Audit Report and State Transportation Assistance Expensed Report for FY
ended 3/31/2012

Mr. Miller
e Review of Federal and State Audit

o Federal is required because of significant amount of Federal funding received
(~$28 million spread across multiple grants)

o NYS is required because of the State Transportation Operating Assistance
program (~$32M)

o A Sampling was conducted on the grants and it was found that all internal
controls are appropriate and laws/regulations are being followed

o Noted that significant communication between Finance and Grants Departments
are required to ensure the controls are in place, and commended those involved.

Mr. Frye
o Commented that grantees are required to self-certify that the proper controls are in place.

Motion to recommend the Federal Single Audit Report and State Transportation
Assistance Expended Report to the full board

e Commissioner Redmond made a motion to recommend the reports to the full Board;
Second Commissioner Vitagliano; All voted in favor

Financial Reporting Discussion

Commissioner Jankowski
e Recommended and inquired to the Committee as to its desire to have a more in depth
financial report (greens) twice per year and Multi-Year Projection review twice per year
at the four Audit Committee meetings. Stated that he felt it was important for the
Committee to review and place it in the record.

Mr. Frye
e Advised the Committee that in their hard copy packet was a series of financial sheets.
Commented that the Board meeting is a high look and that Finance staff puts together and
reviews at a company and line item level many accounts. In addition spoke to the
importance of the Multi-Year Projection to the Authority and other stakeholders such as
the State and for debt issuance.

Mr. Dobson
* Provided a summary report on the attachments that included the Board financial report, a
more detailed report for each company that is internal to Finance, and the potential
change factor sheet.



Commissioner Jankowski
* Requested the opinion of the Commissioners on this approach whereas all agreed on the
approach.

Commissioner Jankowski
* Upon conclusion of the agenda provided thanks to Mr. Frye, retiring CFO (as this is his
last Committee meeting) for his long service, dedicated support, and financial opinions.
Wished him well in his retirement.

Mr. Frye
e Expressed pride and pleasure in working for the Authority and with the Board for the
betterment of public service.

Chairman Jankowski adjourned the meeting at approximately 9:30am.

Attachments to these minutes include the PowerPoint presentation & Financial Discussion
Agenda item documents.
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