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METROPOLITAN TRANSPORTATION AUTHORITY BOARD RULES
(ALSO APPLIES TO BOARD COMMITTEES)

PUBLIC INPUT

A member of the public may address the Board on agenda items, before or during the Board or
Committee’s consideration of the item for one (1) minute per item, or at the discretion of the Chair. A
request to address the Board should be submitted in person at the meeting to the Board Secretary.
Individuals requesting to speak on more than three (3) agenda items will be allowed to speak up to a
maximum of three (3) minutes per meeting. For individuals requiring translation service, time allowed
will be doubled.

Notwithstanding the foregoing, and in accordance with the Brown Act, this agenda does not provide an
opportunity for members of the public to address the Board on any Consent Calendar agenda item
that has already been considered by a Committee, composed exclusively of members of the Board, at
a public meeting wherein all interested members of the public were afforded the opportunity to
address the Committee on the item, before or during the Commitiee’s consideration of the item, and
which has not been substantially changed since the Committee heard the item.

The public may also address the Board on non-agenda items within the subject matter jurisdiction of
the Board during the public comment period, which will be held at the beginning and/or end of each
meeting. Each person will be allowed to speak for up to three (3) minutes per meeting and may speak
no more than once during the Public Comment period. Speakers will be called according to the order
in which the speaker request forms are received. Elected officials, not their staff or deputies, may be
called out of order and prior to the Board’s consideration of the relevant item.

In accordance with State Law (Brown Act), all matters to be acted on by the MTA Board must be
posted at least 72 hours prior to the Board meeting. In case of emergency, or when a subject matter
arises subsequent to the posting of the agenda, upon making certain findings, the Board may act on
an item that is not on the posted agenda.

CONDUCT IN THE BOARD ROOM - The following rules pertain to conduct at Metropolitan
Transportation Authority meetings:

REMOVAL FROM THE BOARD ROOM The Chair shall order removed from the Board Room any
person who commits the following acts with respect to any meeting of the MTA Board:

a. Disorderly behavior toward the Board or any member of the staff thereof, tending to interrupt the
due and orderly course of said meeting.

b. A breach of the peace, boisterous conduct or violent disturbance, tending to interrupt the due and
orderly course of said meeting.

c. Disobedience of any lawful order of the Chair, which shall include an order to be seated or to
refrain from addressing the Board; and

d. Any other unlawful interference with the due and orderly course of said meeting.

INFORMATION RELATING TO AGENDAS AND ACTIONS OF THE BOARD

Agendas for the Regular MTA Board meetings are prepared by the Board Secretary and are available
prior to the meeting in the MTA Records Management Department and on the Internet. Every meeting
of the MTA Board of Directors is recorded on CD’s and as MP3’s and can be made available for a
nominal charge.




DISCLOSURE OF CONTRIBUTIONS

The State Political Reform Act (Government Code Section 84308) requires that a party to a
proceeding before an agency involving a license, permit, or other entitlement for use, including all
contracts (other than competitively bid, labor, or personal employment contracts), shall disclose on the
record of the proceeding any contributions in an amount of more than $250 made within the preceding
12 months by the party, or his or her agent, to any officer of the agency, additionally PUC Code Sec.
130051.20 requires that no member accept a contribution of over ten dollars ($10) in value or amount
from a construction company, engineering firm, consultant, legal firm, or any company, vendor, or
business entity that has contracted with the authority in the preceding four years. Persons required to
make this disclosure shall do so by filing out a "Disclosure of Contribution" form which is available at
the LACMTA Board and Committee Meetings. Failure to comply with this requirement may result in
the assessment of civil or criminal penalties.

ADA REQUIREMENTS

Upon request, sign language interpretation, materials in alternative formats and other
accommodations are available to the public for MTA-sponsored meetings and events. All requests for
reasonable accommodations must be made at least three working days (72 hours) in advance of the
scheduled meeting date. Please telephone (213) 922-4600 between 8 a.m. and 5p.m., Monday
through Friday. Our TDD line is (800) 252-9040.

LIMITED ENGLISH PROFICIENCY
A Spanish language interpreter is available at all Board Meetings. Interpreters for Committee

meetings and all other languages must be requested 72 hours in advance of the meeting by calling
(213) 922-4600 or (323) 466-3876.

323.466.3876 x2
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HELPFUL PHONE NUMBERS

Copies of Agendas/Record of Board Action/Recordings of Meetings - (213) 922-4880 (Records
Management Department)

General Information/Rules of the Board - (213) 922-4600

Internet Access to Agendas - www.metro.net

TDD line (800) 252-9040

NOTE: ACTION MAY BE TAKEN ON ANY ITEM IDENTIFIED ON THE AGENDA
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CALL TO ORDER

ROLL CALL

1

SUBJECT: PROPOSITION A COMMERCIAL PAPER PROGRAM 2017-0416

RECOMMENDATION

CONSIDER:

A. AUTHORIZING the Chief Executive Officer to award the direct-pay letter

of credit (“LOC”) to be provided by Citibank, N.A. (“Citi”) for a
commitment amount of $150 million for a three-year term for the
Proposition A Commercial Paper program at an estimated cost of
$4.313 million and enter into a reimbursement agreement and related
documents associated with such LOC.

If unable to reach agreement with the recommended bank described
above, authorize the Chief Executive Officer to finalize negotiations with
each successively ranked bank for an LOC having a three-year term and
the estimated costs shown in Attachment A.

. ADOPTING a resolution with respect to the Proposition A Commercial

Paper program that approves the selection of Citi or such other banks
selected by the Chief Executive Officer for the Proposition A commercial
paper program, and the form of the reimbursement agreement, fee
agreement and reimbursement note in substantially similar form with
those on file with the Board Secretary and that makes certain benefits
findings in compliance with the Government Code, Attachment B.

(REQUIRES SEPARATE, SIMPLE MAJORITY VOTE OF THE BOARD)

Attachments: Attachment A - Recommendation Summary

Attachment B - Authorizing Resolution
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13

SUBJECT: LEASE AGREEMENT WITH THE CITY
OF LOS ANGELES DEPARTMENT OF AIRPORTS
BOARD OF COMMISSIONERS FOR PUBLIC
TRANSIT USE OF LAX TERMINAL 27

RECOMMENDATION

AUTHORIZE the Chief Executive Officer to execute a seven (7)-year lease
agreement (“Lease Agreement”) with The City of Los Angeles Board of
Airport Commissioners (“City”), having jurisdiction over Los Angeles World
Airports (“LAWA”), allowing Metro to continue leasing 2.0177 acres of land
and improvements located at Los Angeles International Airport (“LAX”)
Terminal 27, 6111 W. 96th Street, Los Angeles at a rental amount of
$7,770 per month for a total lease value of $714,448 over the (7)-year lease
term including an estimated 3.29% CPI adjustment assessed annually.

Attachments: ATTACHEMENT A - SUMMARY OF KEY LEASE TERMS
ATTACHMENT B - LEASE AREA AND PREMISIS OF TERMINAL 27

SUBJECT: LEASE OF RETAIL SPACE TO BIKE AND PARK
SANTA MONICA, LLC

RECOMMENDATION

AUTHORIZE the Chief Executive Officer (CEQ) to execute a five-year
exclusive lease agreement and a five-year extension option with Bike and
Park Santa Monica, LLC (Bike and Park) for the Kiosk S-4 space location at
Union Station in the amount of $1,970.72 monthly base rent plus an annual
increase of three percent, common area maintenance (CAM) fees, and a
percentage rent of ten percent of gross sales above the base rent, for a
total income in excess of $500,000 over the 10-year lease. Lease will start
on the earlier of 60 days from completion of the Metro Bike Hub currently
under construction or the day the Bike and Park actually commences
conducting business.

Attachments: Attachment A - Bike and Park Premises and Patio Area

Attachment B - Bike and Park Project Area

Attachment C - Bike and Park Lease Agreement Key Terms

2017-0430

2017-0412
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14 SUBJECT: CONSOLIDATED AUDIT FOR FISCAL YEAR 2016 2017-0444

RECOMMENDATION

RECEIVE AND FILE the Consolidated Audit financial and compliance audit
reports completed by Vasquez and Company (Vasquez) and Simpson and
Simpson, CPA’s (Simpson & Simpson) for the Fiscal Year ending June 30,

2016.
Attachments: Attachment A - Prop A&C Vasquez
Attachment B - Prop A&C SS
Attachment C - Measure R Vasquez
Attachment D - Measure R SS
Adjournment

Consideration of items not on the posted agenda, including: items to be presented and (if
requested) referred to staff; items to be placed on the agenda for action at a future meeting of
the Committee or Board; and/or items requiring immediate action because of an emergency
situation or where the need to take immediate action came to the attention of the Committee
subsequent to the posting of the agenda.
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FINANCE, BUDGET AND AUDIT COMMITTEE
JULY 19, 2017

SUBJECT: PROPOSITION A COMMERCIAL PAPER PROGRAM
ACTION: AWARD CONTRACT FOR LETTER OF CREDIT

RECOMMENDATION

CONSIDER:

A. AUTHORIZING the Chief Executive Officer to award the direct-pay letter of credit (“LOC”) to
be provided by Citibank, N.A. (“Citi”) for a commitment amount of $150 million for a three-year
term for the Proposition A Commercial Paper program at an estimated cost of $4.313 million and
enter into a reimbursement agreement and related documents associated with such LOC.

B. If unable to reach agreement with the recommended bank described above, authorize the
Chief Executive Officer to finalize negotiations with each successively ranked bank for an LOC
having a three-year term and the estimated costs shown in Attachment A.

C. ADOPTING a resolution with respect to the Proposition A Commercial Paper program that
approves the selection of Citi or such other banks selected by the Chief Executive Officer for the
Proposition A commercial paper program, and the form of the reimbursement agreement, fee
agreement and reimbursement note in substantially similar form with those on file with the Board
Secretary and that makes certain benefits findings in compliance with the Government Code,
Attachment B.

(REQUIRES SEPARATE, SIMPLE MAJORITY VOTE OF THE BOARD)
ISSUE

The Proposition A Commercial Paper program (“Prop A CP”) has been proven to be a flexible, cost
effective method of short-term financing for our capital program. A letter of credit or similar facility is
required for this program in order to guarantee repayment of notes at maturity. Currently the $200
million of Prop A CP LOCs with Sumitomo and Union Bank are at capacity and we are seeking to
increase liquidity by $150 million to bring us up to the authorized Prop A CP program amount of $350
million. The additional capacity is necessary because of the cash flow requirements of the Prop A
capital projects.
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DISCUSSION

The purpose of the Commercial Paper (“CP”) programs generally is to provide interim taxable or tax-
exempt financing until grant reimbursement or other funding sources are received, or until permanent
financing is arranged. The Prop A CP program authorizes us to issue and have outstanding at any
one time up to $350 million in commercial paper notes. A letter of credit is required for the Prop A CP
program in order to guarantee repayment of the maturing notes.

Commercial paper is a short-term debt instrument that can be issued with maturities from 1 to 270
days. As CP notes mature, new notes are simultaneously issued, i.e., rolled over. The LOCs
provide guaranteed liquidity to investors when their notes mature and are a required component of
the program. Additionally, the LOCs provide a safety net to us in the form of a term loan in the
unlikely event the notes cannot be remarketed, precluding any requirement that we immediately
repay the entire outstanding amount from cash. The securities are backed by a subordinate pledge
of 75% of Proposition A sales tax revenues, and we can issue either tax exempt or taxable CP under
the Prop A CP program. The all-in borrowing cost under the Prop A CP program has been just over
1.15% over the past year. Currently, the LOC Agreements with Sumitomo and Union Bank-MUFG
are scheduled to expire on March 7, 2019. Entering into this additional LOC Agreement will not only
increase capacity, but allow for flexibility in not having to renew all of the Prop A CP facilities at a
single point in time.

Requests for proposal were sent to 29 banks by our financial advisor, Montague DeRose and
Associates, LLC (“Montague”). Under our Debt Policy, the financial advisor conducts competitive
processes to select financial product providers including letters of credit. The request for proposal
required banks to have short-term ratings of at least P-1, A-1 or F-1 from at least two of the three
following rating agencies: Moody’s Investor Services, S&P Global Ratings and Fitch Ratings,
respectively, in order to respond. Evaluation criteria included pricing, any rate penalties investors
may impose on a particular bank, the status of a bank’s credit approval and willingness to execute
our form of agreement. We also wanted to maintain diversity in the number of banks providing us
with credit. Ten proposals were received for commitment amounts ranging from $75 million to $150
million for the Prop A CP program. The source selection group was composed of Treasury staff and
Montague. Proposals were received from certain banks that included alternative products or terms
that were considered to be less desirable, such as standby bond purchase agreements and
extendable commercial paper. The selection group ranked each proposer and we are recommending
Citi for the Prop A CP program for a three-year term.

Based on the lower pricing received under the RFP, assuming full utilization of the LOC facility over a
three-year contract period, the estimated cost value is lower than the cost under the current letters of
credit by more than $800,000, based on $150 million of CP. Costs will also depend on the amount of
tax-exempt and taxable debt we issue under the Prop A CP program. Additional fees and interest
could be incurred under certain extreme circumstances. To date, none of our CP notes have ever
failed to be remarketed.

DETERMINATION OF SAFETY IMPACT

Approval of this report will not impact the safety of Metro's patrons or employees.
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FINANCIAL IMPACT

Funding of $7,443,000 for the Prop A CP program is included in the FY18 budget in Cost Center
#0521, Treasury Non-Departmental, under project #610306, task 03.01, and project #611309, task
01. The cost center manager and the Chief Financial Officer will be accountable for budgeting the
cost in future years.

ALTERNATIVES CONSIDERED

The Board could choose to not increase the capacity of the Prop A CP program to $350 million. Not
increasing the capacity of the Prop A CP program would reduce our ability to quickly provide low cost,
interim financing when needed. This alternative is not recommended.

NEXT STEPS

. Negotiate final terms and conditions with the recommended bank.

. If satisfactory terms cannot be agreed upon with the recommended bank, negotiate with each
of the next highest ranked proposers in order to obtain the best combination of terms and
pricing.

. Prepare agreements and documentation to implement the LOC including, among others,

notices, reimbursement agreement, fee agreement, reimbursement notes, supplemental trust
agreement and the offering memorandum.

. Obtain credit ratings for the Prop A CP notes based on the credit ratings of the bank.

. Execute documents in the first quarter of FY2018.

ATTACHMENTS

Attachment A - Recommendation Summary
Attachment B - Authorizing Resolution

Prepared by: Donna R. Mills, Treasurer, (213) 922-4047
LuAnne Edwards Schurtz, Assistant Treasurer, (213) 922-2554

Reviewed by: Nalini Ahuja, Chief Financial Officer, (213) 922-3088

g

Phillip A. Washington \
Chief Executive Officer '
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ATTACHMENT A

Recommendation Summary for Prop A Commercial Paper Program

Maximum Estimated First | Total Estimated

Category/Rank Proposer Commitment Year Cost Costs
Letter of Credit
Citi $150,000,000 $1,474,252 $4,312,757
ICBC $150,000,000 $1,510,753 $4,432,258
Toronto Dominion $150,000,000 $1,649,753 $4,846,258
Barclays $150,000,000 $1,673,253 $4,929,758
Sumitomo $150,000,000 $1,723,253 $5,129,758
Bank of America $150,000,000 $1,778,703 $5,246,108
CP Alternatives
US Bank (Line of Credit) $150,000,000 $1,725,525 $5,076,575
JP Morgan (Direct Loan) $150,000,000 $2,053,025 $6,059,075
JP Morgan (Line of Credit) $150,000,000 $2,198,025 $6,504,075

Targeted firms are shown in bold.

Wells Fargo did not provide a $150 million facility and therefore is not included

in the above summary.

Morgan Stanley's proposal was deemed nonresponsive and is not included

in the above summary.

All costs are based on $150,000,000 facilities/CP programs for a 3 year term.




ATTACHMENT B

Authorizing Resolution

RESOLUTION OF THE LOS ANGELES COUNTY METROPOLITAN
TRANSPORTATION AUTHORITY APPROVING AND AUTHORIZING THE
EXECUTION OF ONE OR MORE REIMBURSEMENT AGREEMENTS AND
CERTAIN OTHER DOCUMENTS RELATED TO THE PROPOSITION A
COMMERCIAL PAPER PROGRAM AND AUTHORIZING OTHER
RELATED MATTERS

WHEREAS, the Los Angeles County Metropolitan Transportation Authority (the
“LACMTA”), as successor to the Los Angeles County Transportation Commission (the
“Commission”), is authorized, under Chapter 5 of Division 12 of the California Public Utilities
Code (the “Act”), to issue bonds, including but not limited to notes, to finance and refinance the
acquisition, construction or rehabilitation of facilities to be used as part of a countywide
transportation system; and

WHEREAS, pursuant to the provisions of Section 130350 of the California Public
Utilities Code, the Commission was authorized to adopt a retail transactions and use tax
ordinance applicable in the incorporated and unincorporated territory of the County of Los
Angeles (the “County”) subject to the approval of the voters of the County; and

WHEREAS, the Commission, by Ordinance No. 16 adopted August 20, 1980
(“Ordinance No. 16”), imposed a 1/2 of 1% retail transactions and use tax upon retail sales of
tangible personal property and upon the storage, use or other consumption of tangible personal
property in the County, the proceeds of the tax to be used for public transit purposes (the
“Proposition A Tax”), and such tax was approved by the electors of the County on November 4,
1980; and

WHEREAS, the revenues received by the LACMTA from the imposition of the
Proposition A Tax are, by statute, directed to be used for public transit purposes, which purposes
include a pledge of such tax to secure any bonds issued pursuant to the Act and include the
payment or provision for the payment of the principal of such bonds and any premium, interest
on such bonds and the costs of issuance of such bonds; and

WHEREAS, the LACMTA, on an on-going basis, is planning and engineering a County-
wide public transportation system (the “Public Transportation System”) to serve the County and
on an on-going basis is constructing portions of the Public Transportation System; and

WHEREAS, to facilitate the development and construction of the Public Transportation
System, as authorized by the Act, the LACMTA, by resolution adopted January 23, 1991 (the
“1991 Authorizing Resolution”), authorized and implemented a program of commercial paper
(the “Program”) involving the issuance from time to time of the Second Subordinate Sales Tax
Revenue Commercial Paper Notes, Series A (the “Notes”) for the purpose of providing for the
financing of the acquisition of real and personal property and the construction of the Public
Transportation System, provided that the aggregate principal amount of Notes and
Reimbursement Obligations (as defined in such 1991 Authorizing Resolution) outstanding at any
time shall not exceed $350,000,000; and
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WHEREAS, the Notes and other obligations incurred in connection with the Program are
issued under and secured by the Subordinate Trust Agreement, dated as of January 1, 1991 (the
“Subordinate Agreement”), by and between the LACMTA (as successor to the Commission) and
U.S. Bank Trust National Association, as successor to BancAmerica Trust Company, as
successor to Security Pacific National Trust Company (New York), as trustee (the “Trustee”);
the First Supplemental Subordinate Trust Agreement, dated as of January 1, 1991, as amended
(the “First Supplemental Trust Agreement”), by and between the LACMTA and the Trustee; the
Second Supplemental Subordinate Trust Agreement, dated as of January 1, 1994 (the “Second
Supplemental Trust Agreement”), by and between the LACMTA and the Trustee; the Third
Supplemental Subordinate Trust Agreement, dated as of December 1, 1996 (the “Third
Supplemental Trust Agreement”), by and between the LACMTA and the Trustee; the Fourth
Supplemental Subordinate Trust Agreement, dated as of December 1, 1996 (the “Fourth
Supplemental Trust Agreement”), by and between the LACMTA and the Trustee; the Fifth
Supplemental Subordinate Trust Agreement, dated as of May 1, 2004 (the “Fifth Supplemental
Trust Agreement”), by and between the LACMTA and the Trustee; the Sixth Supplemental
Subordinate Trust Agreement, dated as of September 24, 2009 (the “Sixth Supplemental Trust
Agreement”), by and between the LACMTA and the Trustee, and the Seventh Supplemental
Subordinate Trust Agreement, dated as of September 1, 2010 (the “Seventh Supplemental Trust
Agreement,” and, collectively with the Subordinate Agreement, the First Supplemental Trust
Agreement, the Second Supplemental Trust Agreement, the Third Supplemental Trust
Agreement, the Fourth Supplemental Trust Agreement, the Fifth Supplemental Trust Agreement
and the Sixth Supplemental Trust Agreement, the “Trust Agreement”), by and between the
LACMTA and the Trustee; and

WHEREAS, the LACMTA has determined that it is necessary and desirable to have the
Notes secured by one or more letters of credit (the “Letter of Credit,” or the “Letters of Credit”)
that are delivered pursuant to the terms of one or more reimbursement agreements (a
“Reimbursement Agreement,” or the “Reimbursement Agreements”) each between the
LACMTA and one or more providers of a Letter of Credit (a “Letter of Credit Provider,” or the
“Letter of Credit Providers”) that sets forth the terms and conditions for the repayment by the
LACMTA of Reimbursement Obligations; and

WHEREAS, a portion of the Notes are currently secured by an Amended and Restated
Letter of Credit (the “Sumitomo Mitsui Letter of Credit”) provided by Sumitomo Mitsui Banking
Corporation, acting through its New York Branch (“Sumitomo Mitsui”) in the stated amount of
$124,999,176 which expires on March 7, 2019; and

WHEREAS, Sumitomo Mitsui issued the Sumitomo Mitsui Letter of Credit pursuant to
the Amended and Restated Letter of Credit Reimbursement Agreement, dated as of March 1,
2016, between the LACMTA and Sumitomo Mitsui; and

WHEREAS, an additional portion of the Notes are currently secured by an Amended and
Restated Letter of Credit (the “Union Bank Letter of Credit”) provided by MUFG Union Bank,
N.A. (formerly known as Union Bank, N.A.) (“Union Bank”) in the stated amount of
$74,999,724 which expires on March 7, 2019; and
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WHEREAS, Union Bank issued the Union Bank Letter of Credit pursuant to the
Amended and Restated Letter of Credit Reimbursement Agreement, dated as of March 1, 2016,
between the LACMTA and Union Bank; and

WHEREAS, the LACMTA now desires to (a) secure an additional amount of Notes with
one or more new Letters of Credit or other security arrangements in order that, in addition to the
Notes secured by the Sumitomo Mitsui Letter of Credit and the Notes secured by the Union Bank
Letter of Credit, the LACMTA may issue additional Notes, up to the amount of such Letter(s) of
Credit or other facility(ies) (inclusive of accrued interest), to further facilitate the development
and construction of the Public Transportation System, and (b) enter into one or more new
Reimbursement Agreements with one or more new Letter of Credit Providers, pursuant to which
new Reimbursement Agreement or Reimbursement Agreements one or more new Letters of
Credit are to be issued by such new Letter of Credit Provider or Letter of Credit Providers, which
Letter of Credit Provider(s) may be selected by the LACMTA from the pool of respondents to
the LACMTA’s “Request for Proposal for Letters of Credit or Alternate Credit Facilities” (the
“Bank RFP”) distributed to potential respondents on May 8, 2017 (each a “New Letter of Credit
Provider™);

WHEREAS, so long as the Program is active, the LACMTA deems it necessary and
desirable to have one or more Letters of Credit securing the payment of principal of and interest
on the Notes as they mature from time to time; and

WHEREAS, the Program Termination Date, as defined in the Trust Agreement, has not
occurred nor has a Program Termination Notice, as defined in the Trust Agreement, been issued
by the LACMTA to each of the Trustee, Issuing and Paying Agent and the Dealers (each as
defined in the Trust Agreement); and

WHEREAS, Section 5922 of the Government Code of the State of California provides
that in connection with, or incidental to, the issuance or carrying of bonds (which is defined to
include notes) any public entity may enter into any contracts which the public entity determines
to be appropriate to place the obligations represented by the bonds, in whole or in part, on the
interest rate, cash flow or other basis desired by the public entity, including without limitation
contracts providing for payments based on levels of, or changes in, interest rates or stock or other
indices, or contracts to exchange cash flows or a series of payments, in each case to hedge
payment, rate, spread or similar exposure; and

WHEREAS, pursuant to Section 5922 of the Government Code of the State of California,
the LACMTA hereby finds and determines that the Reimbursement Agreements to be entered
into in connection with, or incidental to, the Program, will reduce the amount and duration of
interest rate risk with respect to the Notes and are designed to reduce the amount or duration of
payment, rate, spread or similar risk or result in a lower cost of borrowing when used in
combination with the Notes or enhance the relationship between risk and return with respect to
investments; and

WHEREAS, in order to minimize debt service and maximize benefits to the LACMTA,
the LACMTA will enter into one or more Reimbursement Agreements with one or more New
Letter of Credit Providers which will provide one or more Letters of Credit that will separately
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secure the payment of principal of and interest on certain designated Notes as issued and
maturing from time to time; and

WHEREAS, pursuant to the Bank RFP and the proposal provided in response thereto by
Citibank, N.A. (“Citi”), the LACMTA has selected Citi as a New Letter of Credit Provider to
issue a Letter of Credit in the amount of $149,999,448 (the “Citi Letter of Credit”) to secure the
payment when due of the principal of and interest on a portion of the Notes and has negotiated
the terms and conditions of a Reimbursement Agreement and a Fee Agreement with Citi relating
to such Citi Letter of Credit, subject to Citi’s ultimate delivery of the Citi Letter of Credit on
such terms and conditions as are acceptable to the LACMTA as determined by a Designated
Officer (as defined below); and

WHEREAS, Sumitomo Mitsui, Union Bank and Citi and/or such one or more other New
Letter of Credit Providers will together provide credit support for $321,463,001 in aggregate
principal amount of the Notes and $28,535,347 in interest to accrue thereon (for a combined
stated amount of $349,998,348); and

WHEREAS, forms of the following documents are on file with the Secretary of the
Board of Directors of the LACMTA and have been made available to the members of the Board
of Directors of the LACMTA (the “Board”):

@ a Letter of Credit Reimbursement Agreement (the “Citi Reimbursement
Agreement”), that is substantially similar to the forms of the Sumitomo Mitsui Amended
and Restated Reimbursement Agreement and the Union Bank Amended and Restated
Reimbursement Agreement now on file with the Secretary of the Board and will be
entered into by the LACMTA and Citi in connection with the issuance by Citi of the Citi
Letter of Credit;

(b) a Fee Agreement (the “Citi Fee Agreement”), that is substantially similar
to the forms of the Sumitomo Mitsui Amended and Restated Fee Agreement and the
Union Bank Amended and Restated Fee Agreement now on file with the Secretary of the
Board and will be entered into by the LACMTA and Citi;

(©) a Reimbursement Note (the “Citi Reimbursement Note” and collectively,
with the Citi Reimbursement Agreement and the Citi Fee Agreement, the “Documents”),
that is substantially similar to the forms of the Sumitomo Mitsui Amended and Restated
Reimbursement Note and the Union Bank Amended and Restated Reimbursement Note
now on file with the Secretary of the Board and will be executed and delivered by the
LACMTA to evidence its reimbursement obligations under the Citi Reimbursement
Agreement and the Citi Fee Agreement; and

WHEREAS, the LACMTA has been advised by its Bond Counsel that such Documents
are in appropriate form, and the LACMTA hereby acknowledges that said Documents will be
modified and amended to reflect the various details applicable to the Program and the Notes; and

WHEREAS, in the event the LACMTA decides that it is in its best interests to obtain one
or more Letters of Credit to be issued by one or more New Letter of Credit Providers who are not
Citi, instead of obtaining the Citi Letter of Credit, or to reduce the amount of the Citi Letter of
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Credit and so obtain one or more other Letters of Credit, the LACMTA will (a) enter into one or
more Reimbursement Agreements with such Other Letter of Credit Provider(s) that will be
substantially similar to the forms of the Citi Reimbursement Agreement, the Sumitomo Mitsui
Amended and Restated Reimbursement Agreement and the Union Bank Amended and Restated
Reimbursement Agreement now on file with the Secretary of the Board, (b) will enter into one or
more fee agreements with such Other Letter of Credit Provider(s) that will be substantially
similar to the forms of the Citi Fee Agreement, the Sumitomo Mitsui Amended and Restated Fee
Agreement and the Union Bank Amended and Restated Fee Agreement now on file with the
Secretary of the Board, and (c) execute and deliver one or more reimbursement notes that will be
substantially similar to the forms of the Citi Reimbursement Note, the Sumitomo Mitsui
Amended and Restated Reimbursement Note and the Union Bank Amended and Restated
Reimbursement Note now on file with the Secretary of the Board; and

WHEREAS, terms used in this Resolution and not otherwise defined herein shall have
the meanings assigned to them in the Trust Agreement

NOW, THEREFORE, BE IT RESOLVED BY THE BOARD OF DIRECTORS OF THE
LOS ANGELES COUNTY METROPOLITAN TRANSPORTATION AUTHORITY, AS
FOLLOWS:

Section 1. Findings. The foregoing recitals are true and correct and the LACMTA so
finds and determines.

Section 2. Approval of Documents; Authorization for Execution. The LACMTA
hereby approves the appointment of Citi and/or one or more such other New Letter of Credit
Providers selected and appointed by a Designated Officer (as defined below), as the provider or
providers of the Letters of Credit (including the Citi Letter of Credit, in a combined stated
amount of $349,998,348) with respect to the Program and the Notes. The form, terms and
provisions of the Documents are in all respects approved and the Chief Executive Officer of the
LACMTA, the Chief Financial Officer of the LACMTA, any Treasurer of the LACMTA, any
Assistant Treasurer of the LACMTA, or any such officer serving in an acting or interim capacity,
and any written designee of any of them (each a “Designated Officer”), any one or more thereof,
are hereby authorized, empowered and directed to execute, acknowledge and deliver each of the
Documents including counterparts thereof, in the name and on behalf of the LACMTA. The
Documents, as executed and delivered, shall be in substantially the forms now on file with the
Secretary of the Board and made available to the Board and hereby approved, or with such
changes therein as shall be approved by the Designated Officer executing the same; the
execution thereof shall constitute conclusive evidence of the Board’s approval of any and all
changes or revisions therein from the forms of the Documents now on file with the Secretary of
the Board and made available to the Board; and from and after the execution and delivery of the
Documents, the officers, agents and employees of the LACMTA are hereby authorized,
empowered and directed to do all such acts and things and to execute all such documents as may
be necessary to carry out and comply with the provisions of the Documents.

If a Designated Officer determines that it is in the LACMTAs best interests to obtain one
or more Letters of Credit to be issued by one or more New Letter of Credit Provider(s) who are
not Citi, instead of obtaining the Citi Letter of Credit, or to reduce the amount of the Citi Letter
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of Credit and so obtain one or more other Letters of Credit, the Designated Officers are hereby
authorized to (a) enter into one or more Reimbursement Agreements with one or more other New
Letter of Credit Provider(s) that is substantially similar to the form of the Citi Reimbursement
Agreement approved above and the forms of the Sumitomo Mitsui Amended and Restated
Reimbursement Agreement and the Union Bank Amended and Restated Reimbursement
Agreement (each an “Alternate Reimbursement Agreement”), all of which are now on file with
the Secretary of the Board and made available to the Board, (b) enter into one or more fee
agreements with one or more other New Letter of Credit Provider(s) that is substantially similar
to the form of the Citi Fee Agreement approved above and the forms of the Sumitomo Mitsui
Amended and Restated Fee Agreement and the Union Bank Amended and Restated Fee
Agreement (each an “Alternate Fee Agreement”), all of which are now on file with the Secretary
of the Board and made available to the Board, and (c) execute and deliver one or more
reimbursement notes that is substantially similar to the form of the Citi Reimbursement Note
approved above and the forms of the Sumitomo Mitsui Amended and Restated Reimbursement
Note and the Union Bank Amended and Restated Reimbursement Note (each an “Alternate
Reimbursement Note,” and collectively with the Alternate Reimbursement Agreement and the
Alternate Fee Agreement, the “Alternate Documents”) now on file with the Secretary of the
Board and made available to the Board. The Alternate Documents, as executed and delivered,
shall be substantially similar to the forms of the Documents now on file with the Secretary of the
Board and made available to the Board and hereby approved, or with such changes therein as
shall be approved by the Designated Officer executing the same; the execution thereof shall
constitute conclusive evidence of the Board’s approval of any and all changes or revisions
therein from the forms of the Documents now on file with the Secretary of the Board and made
available to the Board; and from and after the execution and delivery of the Alternate
Documents, the officers, agents and employees of the LACMTA are hereby authorized,
empowered and directed to do all such acts and things and to execute all such documents as may
be necessary to carry out and comply with the provisions of the Alternate Documents.

The LACMTA hereby determines that entering into the Citi Reimbursement Agreement
with Citi and/or one or more Reimbursement Agreements with one or more such other New
Letter of Credit Providers pursuant to Section 5922 of the Government Code of the State of
California would be designed to reduce the LACMTA’s cost of borrowing for the Notes. In
addition to the provisions set forth in the previous paragraph, no Designated Officer shall enter
into the Citi Reimbursement Agreement with Citi and/or one or more Reimbursement
Agreements with one or more such other New Letter of Credit Providers unless (a) each such
Reimbursement Agreement is designed (i) to reduce or hedge the amount or duration of any
payment, interest rate, spread or similar risk, or (ii) to result in a lower cost of borrowing when
used in combination with the issuance of the Notes, (b) the term of each such Reimbursement
Agreement does not exceed the Program Termination Date; (c) the amount of the Letters of
Credit issued pursuant to the terms of the Citi Reimbursement Agreement and/or such other new
Reimbursement Agreements, if any, does not, when combined with the amounts of the
Sumitomo Mitsui Amended and Restated Letter of Credit and the Union Bank Amended and
Restated Letter of Credit, exceed the principal amount of the Notes issuable under the Program;
and (d) the amounts payable by the LACMTA with respect to such Reimbursement Agreements
shall be payable solely and exclusively from Net Pledged Revenues. In accordance with Section
5922 of the Government Code of the State of California, the LACMTA hereby finds and
determines that the Reimbursement Agreements entered into in accordance with this Resolution
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and consistent with the requirements set forth herein are designed to reduce the amount or
duration of payment, interest rate, spread or similar risk or result in a lower cost of borrowing
when used in combination with the Notes.

Section 3. Additional Authorization. The Designated Officers and all officers, agents
and employees of the LACMTA, for and on behalf of the LACMTA, be and they hereby are
authorized and directed to do any and all things necessary to effect the execution and delivery of
the Documents and/or the Alternate Documents and to carry out the terms thereof. The
Designated Officers and all other officers, agents and employees of the LACMTA are further
authorized and directed, for and on behalf of the LACMTA, to execute all papers, documents,
certificates and other instruments and take all other actions that may be required in order to carry
out the authority conferred by this Resolution or the provisions of the Documents and/or the
Alternate Documents or to evidence said authority and its exercise. In connection with the
execution and delivery of the Documents and the issuance of the Citi Letter of Credit and/or the
execution and delivery of the Alternate Documents and the issuance of one or more new Letters
of Credit by one or more other New Letter of Credit Providers, the LACMTA is hereby
authorized and directed to prepare and cause to be distributed, from time to time, one or more
commercial paper offering memoranda with respect to the Notes. All actions heretofore taken by
the officers, agents and employees of the LACMTA in furtherance of this Resolution are hereby
confirmed, ratified and approved.

Section 4. Severability. The provisions of this Resolution are hereby declared to be
severable, and, if any section, phrase or provision shall for any reason be declared to be invalid,
such declaration shall not affect the validity of the remainder of the sections, phrases and
provisions hereof.

Section 5. Effective Date. This Resolution shall be effective upon adoption by the
Board.
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CERTIFICATION
The undersigned, duly qualified and acting as Board Secretary of the Los Angeles County
Metropolitan Transportation Authority, certifies that the foregoing is a true and correct copy of

the Resolution adopted at a legally convened meeting of the Board of Directors of the
Los Angeles County Metropolitan Transportation Authority held on , 2017.

[SEAL]

By

Board Secretary, Los Angeles County
Metropolitan Transportation Authority

Dated: , 2017
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CHAPMAN DRAFT DATED JULY 10, 2017

FEE AGREEMENT
DATED AS OF | , 2017]

Reference is hereby made to (i) the Letter of Credit Reimbursement Agreement dated as
of | I, 2017 (as amended, supplemented, restated or otherwise modified from time to
time the “Agreement”), between the Los Angeles County Metropolitan Transportation Authority
(the “Authority”) and Citibank, N.A. (the “Bank”), relating to the Los Angeles County
Metropolitan Transportation Authority Second Subordinate Sales Tax Revenue Commercial
Paper Notes, Series A-T-Citi and the Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue Commercial Paper Notes, Series A-TE-Citi (collectively,
the “Notes”) and (ii) the Irrevocable Letter of Credit No. [ ] dated [ 1, 2017,
issued by the Bank pursuant to the Agreement and supporting the Notes. Capitalized terms not
otherwise defined herein shall have the meanings set forth in the Agreement.

The purpose of this Fee Agreement is to confirm the agreement between the Bank and the
Authority with respect to certain fees payable by the Authority to the Bank pursuant to the
Agreement. This Fee Agreement is the Fee Agreement referenced in the Agreement, and the
terms hereof are incorporated by reference into the Agreement. This Fee Agreement and the
Agreement are to be construed as one agreement between the Authority and the Bank, and all
obligations hereunder are to be construed as obligations thereunder. All references to amounts
due and payable under the Agreement will be deemed to include all amounts, fees and expenses
payable under this Fee Agreement.

ARTICLE L. FEES.

Section 1.1.  Letter of Credit Fee. The Authority hereby agrees to pay or cause to be paid
to the Bank in arrears on October 2, 2017 (for the period from and including the Closing Date to
and including September 30, 2017) and on the first Business Day of each January, April, July and
October thereafter (each such date referred to herein as a “Quarterly Payment Date’) occurring
prior to the Termination Date and on the Termination Date, a non-refundable fee (the “Letter of
Credit Fee”) in an amount, for each day during the related fee period, equal to the product of the
Gross Available Amount for each such day in the related fee period and the applicable rate per
annum (the “Letter of Credit Fee Rate’) specified below for each day during each related fee
period. The Letter of Credit Fee shall be payable in immediately available funds and computed
on the basis of a year of 360 days and the actual number of days elapsed.

LETTER OF CREDIT
LEVEL  FITCH RATING" S&P RATING MoOODY’S RATING FEE RATE
Level 1  AA+ or above AA+ or above Aal or above 0.18%
Level 2 AA AA Aa2 0.30%
Level 3 AA- AA- Aa3 0.40%

* To the extent Fitch provides a Rating at the request of the Authority
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LETTER OF CREDIT

LEVEL  FITCH RATING® S&P RATING MoOODY’S RATING FEE RATE
Level 4 A+ A+ Al 0.55%
Level 5 A A A2 0.70%
Level 6 A- or lower A- or lower A3 or lower 0.85%

The term “Rating” as used above shall mean the long-term unenhanced debt ratings
assigned by each of Fitch (to the extent Fitch provides a Rating at the request of the Authority),
S&P and Moody’s to any Senior Lien Bonds (without giving effect to any bond insurance policy
or other credit enhancement securing such Senior Lien Bonds). In the event of a split Rating
(i.e., one of the foregoing Rating Agency’s Rating is at a different level than the Rating of either
of the other Rating Agencies), the Letter of Credit Fees shall be based upon the level in which the
lowest rating appears. Any change in the Letter of Credit Fee Rate resulting from a change in a
Rating shall be and become effective as of and on the date of the announcement of the change in
such Rating. References to ratings above are references to rating categories as presently
determined by the Rating Agencies and, in the event of adoption of any new or changed rating
system by any such Rating Agency, including, without limitation, any recalibration or
realignment of the long-term unenhanced debt rating of any unenhanced Senior Lien Bonds in
connection with the adoption of a “global” rating scale, each of the Ratings from the Rating
Agency in question referred to above shall be deemed to refer to the rating category under the
new rating system which most closely approximates the applicable rating category as currently in
effect. The Authority acknowledges, and the Bank agrees, that as of the Effective Date, the
Letter of Credit Fee Rate is that specified above for Level 1. Upon the occurrence and during the
continuance of an Event of Default or in the event that any Rating is suspended, withdrawn, is
otherwise unavailable (but excluding any suspension of any such Ratings if the Rating Agency in
question stipulates in writing to the Authority and the Bank that the rating action is being taken
by such Rating Agency for non-credit related reasons) or is reduced below “A3” (or its
equivalent) by Moody’s, “A-" (or its equivalent) by Fitch or “A-" (or its equivalent) by S&P, the
Letter of Credit Fee Rate shall automatically increase by 3.00% per annum above the Letter of
Credit Fee Rate otherwise in effect. The Letter of Credit Fees shall be payable quarterly in
arrears, together with interest on the Letter of Credit Fees from the date payment is due until
payment in full at the Default Rate. The Letter of Credit Fee shall be payable in immediately
available funds and computed on the basis of a year of 360 days and the actual number of days
elapsed.

Section 1.2.  Drawing Fee. The Authority agrees to pay to the Bank, quarterly in arrears
on each Quarterly Payment Date occurring prior to the Termination Date and on the Termination
Date, a drawing fee of $350 for each Drawing under the Letter of Credit during the quarter
ending on each Quarterly Payment Date; provided, however, that no such drawing fee shall be
due and payable by the Authority to the Bank until the Bank has invoiced the Authority for such
drawing fee; provided, further, however, that the failure by the Bank to invoice the Authority for
such drawing fee shall not relieve the Authority of its obligation to make payment of such



drawing fee and such drawing fee shall be due and payable on the next Quarterly Payment Date
after the Bank invoices the Authority for any such drawing fee.

Section 1.3.  Transfer Fee. Upon each transfer of the Letter of Credit in accordance with
its terms, the Authority agrees to pay to the Bank a transfer fee in an amount equal to $3,500,
plus, in each case, the reasonable fees and expenses of counsel to the Bank, payable on the date
of such transfer.

Section 1.4.  Amendment Fee. The Authority shall pay to the Bank an amendment fee in
a minimum amount equal to $3,500 or such other amount reasonably determined by the Bank and
agreed to by the Authority for any amendment, supplement or modification to the Letter of
Credit, the Agreement or any Related Document not requested by the Bank and with respect to
any waiver or consent to be provided by the Bank in connection with amendment, supplement or
modification to the Letter of Credit, the Agreement or the Related Document, plus the Bank’s
reasonable costs and expenses (including, without limitation, reasonable attorneys’ fees and
expenses) which the Bank may incur by reason of or in connection with such amendment,
supplement, modification, waiver or consent, payable not later than the effective date of each
such amendment.

Section 1.5.  Termination Fee. Notwithstanding anything set forth herein or in the
Agreement to the contrary, the Authority agrees not to terminate or replace the Letter of Credit
prior to the first (1st) anniversary of the Effective Date (the “Initial Period”), without the
payment by the Authority to the Bank of a termination fee in an amount equal to (i) the product
of (A) the Letter of Credit Fee Rate in effect on the date of termination or replacement, (B) the
Gross Available Amount as of the date of termination, and (C) a fraction, the numerator of which
is equal to the number of days from and including the date of such termination to and including
the first (1st) anniversary of the Closing Date, and the denominator of which is 360; provided
further, however, that no termination fee shall become payable under this Section 1.5 if the
Authority terminates or replaces the Letter of Credit pursuant to the terms hereof and the terms of
the Agreement as the result of (i) the Bank’s senior unsecured short-term ratings having been
reduced by any two Rating Agencies below “A-1"" (or its equivalent) by S&P, “FI” (or its
equivalent) by Fitch or “VMIG-1" (or its equivalent) by Moody’s or (ii) the Notes being
refinanced with a long-term financing of the Authority.

Section 1.6.  Reduction Fees. Notwithstanding the foregoing and anything set forth
herein or in the Agreement to the contrary, the Authority agrees not to permanently reduce the
Stated Amount of the Letter of Credit during the Initial Period, without the payment by the
Authority to the Bank of a reduction fee in connection with each and every permanent reduction
of the Stated Amount in an amount equal to the product of (A) the Letter of Credit Fee Rate in
effect on the date of such permanent reduction, (B) the difference between the Stated Amount
prior to such permanent reduction and the Stated Amount after such permanent reduction, and
(C) a fraction, the numerator of which is equal to the number of days from and including the date
of such permanent reduction to and including the first (1st) anniversary of the Effective Date, and
the denominator of which is 360; provided, however, that no reduction fee shall become payable
under this Section 1.6 if the Authority permanently reduces the Stated Amount of the Letter of
Credit pursuant to the terms hereof and of the Agreement as the result of (i) the Bank’s senior
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unsecured short-term ratings having been reduced by any two Rating Agencies below “4-1" (or
its equivalent) by S&P, “FI1” (or its equivalent) by Fitch or “VMIG-1" (or its equivalent) by
Moody’s or (ii) a portion of the Notes being refinanced with the proceeds of a long-term
financing of the Authority.

ARTICLE II.  MISCELLANEOUS.

Section 2.1.  Out-of-Pocket Expenses, Administration. (a) The Authority shall pay to the
Bank promptly upon receipt of a properly detailed invoice any and all reasonable fees and
expenses of the Bank (including the out-of-pocket expenses of the Bank, and the reasonable fees
of counsel to the Bank, plus disbursements of counsel to the Bank), all payable in accordance
with this Fee Agreement. The reasonable fees of counsel to the Bank shall be paid directly to
Chapman and Cutler LLP in accordance with the instructions provided by Chapman and
Cutler LLP.

(b) The Authority further agrees to pay promptly upon receipt of a properly detailed
invoice all of the Bank’s out-of-pocket expenses (including, without limitation, reasonable fees
and disbursements of counsel for the Bank) arising in connection with the administration and
enforcement of, preservation of rights in connection with a workout, restructuring or default
under, or amendment or waiver with respect to the Agreement, the Letter of Credit and the other
Related Documents.

Section 2.2. Amendments. No amendment to this Fee Agreement shall become effective
without the prior written consent of the Authority and the Bank.

Section 2.3.  Governing Law. THIS FEE AGREEMENT SHALL BE GOVERNED BY, AND
CONSTRUED IN ACCORDANCE WITH, THE LAWS OF THE STATE OF CALIFORNIA.

Section 2.4.  Counterparts. This Fee Agreement may be executed in two or more
counterparts, each of which shall constitute an original but both or all of which, when taken
together, shall constitute but one instrument. This Fee Agreement may be delivered by the
exchange of signed signature pages by facsimile transmission or by attaching a pdf copy to an
email, and any printed or copied version of any signature page so delivered shall have the same
force and effect as an originally signed version of such signature page.

Section 2.5.  Severability. Any provision of this Fee Agreement which is prohibited,
unenforceable or not authorized in any jurisdiction shall, as to such jurisdiction, be ineffective to
the extent of such prohibition, unenforceability or non-authorization without invalidating the
remaining provisions hereof or affecting the validity, enforceability or legality of such provision
in any other jurisdiction.



IN WITNESS WHEREOF, the parties hereto have caused this Fee Agreement to be duly
executed and delivered by their respective officers as of date first set forth above.

LoS ANGELES COUNTY METROPOLITAN
TRANSPORTATION AUTHORITY

By:
Name:
Title:

[SIGNATURE PAGE TO LACMTA/CITIBANK FEE AGREEMENT]



CITIBANK, N.A.

By:

Name:

Title:

[SIGNATURE PAGE TO LACMTA/CITIBANK FEE AGREEMENT]



Chapman and Cutler: July 10, 2017

LETTER OF CREDIT REIMBURSEMENT AGREEMENT
BETWEEN
Los ANGELES COUNTY METROPOLITAN TRANSPORTATION AUTHORITY
AND

CITIBANK, N.A.

Relating to up to

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi
(Proposition A)

and

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-T-Citi
(Proposition A)

DATE AS OF | , 2017]

NEITHER THE FAITH AND THE CREDIT NOR THE TAXING POWER OF THE COUNTY OF LOS ANGELES,
THE STATE OF CALIFORNIA OR ANY PUBLIC AGENCY, OTHER THAN THE L0OS ANGELES COUNTY
METROPOLITAN TRANSPORTATION AUTHORITY TO THE EXTENT OF THE NET PLEDGED REVENUES
AS DEFINED HEREIN, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF AND INTEREST ON THIS
OBLIGATION.

THE PRINCIPAL OF AND INTEREST ON THIS OBLIGATION ARE JUNIOR AND SUBORDINATE IN ALL
RESPECTS TO THE SENIOR LIEN BONDS AS TO LIEN ON AND SOURCE AND SECURITY FOR PAYMENT
FROM THE NET PLEDGED REVENUES.
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LETTER OF CREDIT REIMBURSEMENT AGREEMENT

THIS LETTER OF CREDIT REIMBURSEMENT AGREEMENT (as amended, supplemented or
otherwise modified from time to time, this “Reimbursement Agreement” or this “Agreement”) is
executed and entered into as [ [, 2017, by and between Los ANGELES COUNTY
METROPOLITAN TRANSPORTATION AUTHORITY (the “Authority”) and CITIBANK, N.A. (the
“Bank”). All capitalized terms used herein and not otherwise defined in connection with such
use shall have the meanings set forth in Article I.

WHEREAS, the Authority has authorized and issued, and intends to issue from time to
time, Notes (as hereinafter defined) in an aggregate principal amount which, together with
accrued interest thereon to the stated maturity dates thereof, does not exceed $150,000,000 at any
one time outstanding;

WHEREAS, the Notes are issued pursuant to the Subordinate Trust Agreement, dated as of
January 1, 1991 (the “Subordinate Trust Agreement”), a First Supplemental Subordinate Trust
Agreement, dated as of January 1, 1991 (the “First Supplemental Subordinate Trust
Agreement”), a Second Supplemental Subordinate Trust Agreement, dated as of January 1, 1994
(the “Second Supplemental Subordinate Trust Agreement”), a Third Supplemental Subordinate
Trust Agreement, dated as of December 1, 1996 (the “Third Supplemental Subordinate Trust
Agreement”), a Fourth Supplemental Subordinate Trust Agreement, dated as of December 1,
1996 (the “Fourth Supplemental Subordinate Trust Agreement”), a Fifth Supplemental
Subordinate Trust Agreement, dated as of May 1, 2004 (the “Fifth Supplemental Subordinate
Trust Agreement”), a Sixth Supplemental Subordinate Trust Agreement, dated as of September
24, 2009 (the “Sixth Supplemental Subordinate Trust Agreement”), and a Seventh Supplemental
Subordinate Trust Agreement, dated as of September 30, 2010 (the “Seventh Supplemental
Subordinate Trust Agreement” and collectively with the Subordinate Trust Agreement, the First
Supplemental Subordinate Trust Agreement, the Second Supplemental Subordinate Trust
Agreement, the Third Supplemental Subordinate Trust Agreement, the Fourth Supplemental
Subordinate Trust Agreement, the Fifth Supplement Trust Agreement, and Sixth Supplemental
Subordinate Trust Agreement, collectively referred to herein as the “Trust Agreement”), each by
and between the Authority and the Trustee, and pursuant to which, the Authority is required to
furnish a letter of credit in connection with the Notes to be issued from time to time by the
Authority under the Program;

WHEREAS, the Authority has requested that the Bank issue the Letter of Credit to the
Paying Agent, as beneficiary, in order to assure the payment at maturity of the principal of and
interest on Notes issued in accordance with their terms;

WHEREAS, the Authority has requested the Bank provide the Letter of Credit in an
original stated amount of $[149,999,999] for the payment by the Paying Agent at maturity of the
principal of and interest on the Notes;

WHEREAS, the Bank is prepared to issue the Letter of Credit upon the terms and
conditions set forth in this Reimbursement Agreement; and



WHEREAS, the Reimbursement Obligations, including the Reimbursement Note, of the
Authority hereunder and the other obligations of the Authority hereunder and under the Fee
Agreement are secured by a pledge of and lien on the Pledged Revenues which pledge and lien is
junior and subordinate in all respects to, but only to, the pledge of and lien thereon securing the
Senior Lien Bonds.

Now, THEREFORE, in consideration of the agreements set forth herein and in order to
induce the Bank to issue the Letter of Credit, the Bank and the Authority agree as follows:

ARTICLE |

DEFINITIONS

Section 1.01. Definitions. In addition to terms defined at other places in this
Reimbursement Agreement, the following defined terms are wused throughout this
Reimbursement Agreement with the following meanings:

“Act” shall mean the Los Angeles County Transportation Authority Commission
Revenue Bond Act, Section 130500 et seq. of the California Public Utilities Code, as amended
from time to time.

“Affiliate” means any other Person controlling or controlled by or under common control
with the Authority. For purposes of this definition, “control,” when used with respect to any
specified Person, means the power to direct the management and policies of such Person, directly
or indirectly, whether through the ownership of voting securities, by contract or otherwise.

“Agreement” has the meaning set forth in the introductory paragraph hereof.

“Amortization Commencement Date” means the date that is two hundred seventy (270)
days immediately succeeding the date the related Drawing was made.

“Amortization End Date” means the earliest to occur of (A) the date on which the Letter
of Credit is replaced by an alternate Letter of Credit pursuant to the terms of the Trust
Agreement, (B) the date on which the Bank accelerates all obligations due and owing hereunder
pursuant to the terms of Section 7.02 hereof, (C) the date on which the Letter of Credit
terminates in accordance with its terms (except as a result of the occurrence of the date set forth
in paragraph (a) of the definition of “Stated Expiration Date” set forth in the Letter of Credit),
(D) the three-year anniversary of the date of the related Drawing and (E) the Program
Termination Date.

“Annual Historical Proposition A Debt Service Payments” has the meaning set forth in
Section 5.01(b)(iii) hereof.

“Annual Historical Proposition A Sales Tax Receipts” has the meaning set forth in
Section 5.01(b)(iii) hereof.

“Anti-Terrorism Laws” has the meaning set forth in Section 4.24 hereof.



“Authority” has the meaning set forth in the introductory paragraph hereof.

“Authority Financial Statements” means the financial statements of the Authority as
described in 4.06 and 5.01(b) hereof.

“Authorized Representative” means any of the Chief Executive Officer of the Authority,
the Deputy Chief Executive Officer of the Authority, the Executive Director of the Authority,
Chief Financial Officer of the Authority, the Treasurer of the Authority, the General Counsel of
the Authority, the Board Secretary of the Authority, the Board of Directors of the Authority, as a
whole, or any other authorized representative or authorized spokesperson conveying an official
position of the Board or the Authority.

“Bank” has the meaning set forth in the introductory paragraph hereof.

“Bank Agreement” means any credit agreement, bond purchase agreement, liquidity
agreement, direct purchase agreement, standby bond purchase agreement, reimbursement
agreement or other agreement or instrument (or any amendment, supplement or modification
thereto) entered into by the Authority with any Person, directly or indirectly, or otherwise
consented to by the Authority, under which any Person or Persons undertakes to make loans,
extend credit or liquidity to the Authority in connection with, or to directly purchase, any Senior
Lien Bonds, Parity and Senior Debt or any Subordinate Obligations.

“Bank Rate” means the Base Rate; provided, however, that immediately and
automatically upon the occurrence of an Event of Default (and without any notice given with
respect thereto) and during the continuance of such Event of Default, “Bank Rate” shall mean the
Default Rate.

“Bankruptcy Code” means the federal Bankruptcy Code of 1978, as it may be amended
from time to time (Title 11 of the United States Code), and any successor statute thereto.

“Base Rate” means, for any day, a variable rate of interest per annum equal to the Fed
Funds Rate as in effect on such day plus four and one-half percent (4.50%).

“Board of Equalization” means the California State Board of Equalization that collects
the Proposition A Sales Tax.

“Business Day” means any day other than (a) a Saturday or Sunday or other day on which
commercial banks in Los Angeles, California or New York, New York are authorized or required
by law or executive order to close or (b) a day on which the New York Stock Exchange is
authorized or obligated by law or executive order to be closed, or (c) a day on which commercial
banks are authorized or required by law or executive order to be closed in the city in which
demands for payment are to be presented under the Letter of Credit.

“Calculation Ratio” has the meaning set forth in Section 5.01(b)(iii) hereof.

“Change in Law” means the occurrence, after the Closing Date, of any of the following:
(a) the adoption or taking effect of any Law, including, without limitation, any Risk-Based
Capital Guidelines, (b) any change in any Law or in the administration, interpretation,



implementation or application thereof by any Governmental Authority or (c) the making or
issuance of any request, rule, ruling, guideline, regulation or directive (whether or not having the
force of law) by any Governmental Authority; provided that notwithstanding anything herein to
the contrary, (i) the Dodd Frank Wall Street Reform and Consumer Protection Act and all
requests, rules, ruling, guidelines, regulations or directives thereunder or issued in connection
therewith and (ii) all requests, rules, rulings, guidelines, regulations or directives promulgated by
the Bank for International Settlements, the Basel Committee on Banking Supervision (or any
successor or similar authority) or the United States or foreign regulatory authorities, shall in each
case be deemed to be a “Change in Law,” regardless of the date enacted, adopted or issued.

“Closing Date” means [ ], 2017, subject to the satisfaction or waiver by the
Bank of all of the conditions precedent to the issuance of the Letter of Credit set forth in Article
I11 hereof.

“Counsel” means an attorney duly admitted to practice law before the highest court of
any state.

“Currency Hedge Agreement” has the meaning set forth in the definition of “Projected
Maximum Total Annual Debt Service” set forth in this Section 1.01.

“Dealer” means the institution appointed from time to time by the Authority to act as a
Dealer for the Notes pursuant to the Dealer Agreement and the terms hereof and, as of the
Closing Date, means each of Goldman, Sachs & Co., Barclays Capital Inc. and RBC Capital
Markets, LLC.

“Dealer Agreement” means each Dealer Agreement between the Authority and a Dealer
relating to the Notes, as amended and supplemented from time to time in accordance with the
terms hereof and thereof.

“Debt” means, with respect to any Person, all items that would be classified as a liability
of such person in accordance with generally accepted accounting principles including, without
limitation, (a) indebtedness or liability for borrowed money, or for the deferred purchase price of
property or services (including trade obligations); (b) obligations as lessee under leases which
should have been, or should be, recorded as capital leases in accordance with generally accepted
accounting principles; (c) current liabilities in respect of unfunded vested benefits under
employee benefit plans; (d) obligations issued for the account of any other Person; (e) all
obligations arising under acceptance facilities; (f) all guarantees, endorsements (other than for
collection or deposit in the ordinary course of business) and other contingent obligations to
purchase, to provide funds for payment, to supply funds to invest in any other Person or
otherwise to assure a creditor against loss; (g) obligations secured by any mortgage, lien, pledge,
security interest or other charge or encumbrance on property, whether or not the obligations have
been assumed; and (h) obligations of such Person under Interest Rate Protection Agreements.

“Default” means the occurrence of any Event of Default or any event, which with the
giving of notice or the passage of time or both would constitute an Event of Default.

“Default Rate” means the interest rate per annum equal to the sum of the Base Rate from
time to time in effect plus three percent (3.00%).



“Dollars” and “$” means the lawful currency of the United States of America.

“Drawing” means a drawing under the Letter of Credit to pay the principal of and interest
on Notes on their respective maturity dates.

“Drawing Date” means the date the Bank honors a Drawing under the Letter of Credit.
“DTC” means The Depository Trust Company, New York, New York.

“EMMA” means Electronic Municipal Market Access as provided by the Municipal
Securities Rulemaking Board.

“Environmental Laws” means any and all federal, state, local, and foreign statutes, laws,
regulations, ordinances, or rules, and all judgments, orders, decrees, permits, concessions, grants,
franchises, licenses, permits, agreements or governmental restrictions relating to air, water or
land pollution, wetlands, or the protection of the environment or the release of any materials into
the environment, including air, water or land and those related to Hazardous Materials, air
emissions and discharges to waste or public systems.

“Environmental Liability” means any liability, contingent or otherwise (including any
liability for damages, costs of environmental remediation, fines, penalties or indemnities), of the
Authority directly or indirectly resulting from or based upon (a) violation of any Environmental
Law, (b) the generation, use, handling, transportation, storage, treatment or disposal of any
Hazardous Materials, (c) exposure to any Hazardous Materials, (d) the release or threatened
release of any Hazardous Materials into the environment or (e) any contract, agreement or other
consensual arrangement pursuant to which liability is assumed or imposed with respect to any of
the foregoing.

“ERISA” means the Employee Retirement Income Security Act of 1974, as amended, or
any successor statute thereto.

“Event of Default” means the occurrence of any of the events defined as such in Section
7.01 hereof.

“Excess Interest” has the meaning set forth in Section 2.03(g) hereof.
“Excess Interest Fee Amount” has the meaning set forth in Section 2.03(g) hereof.
“Executive Order” has the meaning set forth in Section 4.24 hereof.

“Fed Funds Rate” means for any day, a fluctuating interest rate per annum equal to the
weighted average of the rates on overnight Federal funds transactions with members of the
Federal Reserve System arranged by Federal funds brokers, as published for such day (or, if such
day is not a Business Day, for the next preceding Business Day) by the Federal Reserve Bank of
New York, or, if such rate is not published for any day which is a Business Day, the average of
the quotations for such day on such transactions received by the Bank from three Federal funds
brokers of recognized standing selected by it, provided that if the Fed Funds Rate shall less than
zero, such rate shall be deemed to be zero for purposes of this Agreement.



“Fee Agreement” means the Fee Agreement dated the Closing Date by and between the
Bank and the Authority, as amended, supplemented, modified or restated from time to time in
accordance with the terms hereof and thereof.

“Fifth Supplemental Subordinate Trust Agreement” has the meaning set forth in the
second recital hereof.

“Final Drawing Notice” means a Final Drawing Notice in the form of Schedule Il to the
Letter of Credit.

“First Supplemental Subordinate Trust Agreement” has the meaning set forth in the
second recital hereof.

“Fiscal Year” means the fiscal year of the Authority ending on June 30 of each calendar
year.

“Fitch” means Fitch Inc., or if such corporation is dissolved or liquidated or otherwise
ceases to perform securities rating services, such other nationally recognized securities rating
agency as may be designated in writing by the Authority and reasonably acceptable to the Bank.

“Fourth Supplemental Subordinate Trust Agreement” has the meaning set forth in the
second recital hereof.

“GAAP” means generally accepted accounting principles in the United States set forth in
the opinions and pronouncements of the Accounting Principles Board and the American Institute
of Certified Public Accountants and the statements and pronouncements of the Government
Accounting Standards Board or such other principles as may be approved by a significant
segment of the accounting profession in the United States, that are applicable to the
circumstances as of the date of determination, consistently applied.

“Governmental Authority” means any national, state or local government (whether
domestic or foreign), any political subdivision thereof or any other governmental, quasi-
governmental, judicial, public or statutory instrumentality, authority, body, agency, bureau,
central bank or comparable authority and shall include the Authority.

“Gross Available Amount” means, as of any date, the Stated Amount of the Letter of
Credit without regard to reductions subject to reinstatement in effect on such date.

“Guarantee” by any Person means any obligation, contingent or otherwise, of such
Person directly or indirectly guaranteeing any Debt of any other Person and, without limiting the
generality of the foregoing, any obligation, direct or indirect, contingent or otherwise, of such
Person (a) to purchase or pay (or advance or supply funds for the purchase or payment of) such
Debt (whether arising by virtue of partnership arrangements, by agreement to keep well, to
purchase assets, goods, securities or services, to take or pay, or to maintain financial statement
conditions or otherwise), (b) entered into for the purpose of assuring in any other manner the
obligee of such Debt of the payment thereof or to protect such obligee against loss in respect
thereof (in whole or in part) or (c) with respect to any letter of credit issued for the account of
such Person or as to which such Person is otherwise liable for reimbursement of drawings,



provided that the term Guarantee shall not include (i) endorsements for collection or deposit in
the ordinary course of business, or (ii) performance or completion guarantees. The term
“Guarantee” used as a verb has a corresponding meaning.

“Hazardous Materials” means (a) any petroleum or petroleum products, flammable
substance, explosives, radioactive materials, hazardous waste or contaminants, toxic wastes,
substances or contaminants, or any other wastes, contaminants, or pollutants; (b) asbestos in any
form that is or could become friable, urea formaldehyde foam insulation, transformers, or other
equipment that contains dielectric fluid containing levels of polychlorinated biphenyls or radon
gas; (c) any chemicals, materials or substances defined as or included in the definition of
“hazardous substances,” “hazardous materials,” “extremely hazardous wastes,” “restricted
hazardous wastes,” “toxic substances,” “toxic pollutants,” “contaminants” or “pollutants,” or
words of similar import, under any applicable Environmental Law; (d) any other chemical,
material or substance, exposure to which is prohibited, limited, or regulated by any governmental
authority; and (e) any other chemical, material or substance which may or could pose a hazard to
the environment.
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“Historical Ratio” has the meaning set forth in Section 5.01(b)(iii) hereof.

“Incipient Invalidity Event” means (i) the validity or enforceability of any provision of
the Act or Ordinance No. 16 that impacts (A) the Authority’s ability or obligation to levy the
Proposition A Sales Tax in the incorporated and unincorporated territory of the County of Los
Angeles in accordance with the provisions of the Act and Ordinance No. 16 which affects the
Authority’s ability or obligation to make payments of principal of or interest on the Notes, the
Reimbursement Note, any Unreimbursed Drawings, any Liquidity Advances, the other
Reimbursement Obligations and all other payment obligations due and owing the Bank under
this Reimbursement Agreement or the pledge of and lien on Net Pledged Revenues securing the
payments of principal of or interest on the Notes, the Reimbursement Note, any Unreimbursed
Drawings, any Liquidity Advances, the other Reimbursement Obligations and all other payment
obligations due and owing the Bank under this Reimbursement Agreement, or (B) the Board of
Equalization’s ability or obligation to collect the Proposition A Sales Tax or to pay the Pledged
Tax to the Trustee, in each case, which affects the Authority’s ability or obligation to make
payments of principal of or interest on the Notes, the Reimbursement Note, any Unreimbursed
Drawing, any Liquidity Advances, the other Reimbursement Obligations or any other payment
obligation due and owing the Bank under this Reimbursement Agreement or the pledge of and
lien on Net Pledged Revenues securing the payments of principal of or interest on the Notes, the
Reimbursement Note, any Unreimbursed Drawing, any Liquidity Advances, the other
Reimbursement Obligations and all other payment obligations due and owing the Bank under
this Reimbursement Agreement is publicly contested or publicly repudiated by an Authorized
Representative of the Authority, or (ii) the validity or enforceability of any such provision
described in clause (i)(A) or (i)(B) above is deemed to be invalid or unenforceable as a result of
an Authorized Representative of the Authority or the State or any instrumentality of the State or
any other Governmental Authority with appropriate jurisdiction taking or being permitted to take
any official action, or introducing or duly enacting any statute or legislation or issuing an
executive order, or (iii) any such provision described in clause (i)(A) or (i)(B) is determined by a
court of competent jurisdiction or any instrumentality of the State or any other Governmental
Authority with appropriate jurisdiction in a proceeding subject to further appeals to be invalid or



unenforceable, or (iv) the validity or enforceability of any Payment and Collateral Obligation is
publicly contested or publicly repudiated by an Authorized Representative of the Authority, or
(v) the validity or enforceability of any Payment and Collateral Obligation is deemed to be
invalid or unenforceable as a result of an Authorized Representative of the Authority or the State
or any instrumentality of the State or any Governmental Authority with appropriate jurisdiction
taking or being permitted to take any official action or introducing or duly enacting any statute or
legislation or issuing an executive order, or (vi) any Payment and Collateral Obligation is
declared invalid or unenforceable in a proceeding subject to further appeals by the State or any
instrumentality of the State or any other Governmental Authority with appropriate jurisdiction,
or (vii) any provision of the Act or Ordinance No. 16 is supplemented, modified or amended in a
manner that makes invalid or unenforceable (A) the Authority’s ability or obligation to levy the
Proposition A Sales Tax in the incorporated and unincorporated territory of the County of Los
Angeles in accordance with the provisions of the Act and Ordinance No. 16 which affects the
Authority’s ability or obligation to make payments of principal of or interest on the Notes, the
Reimbursement Note, any Unreimbursed Drawings, any Liquidity Advances, the other
Reimbursement Obligations and all other payment obligations due and owing the Bank under
this Reimbursement Agreement or the pledge of and lien on Net Pledged Revenues securing the
payments of principal of or interest on the Notes, the Reimbursement Note, any Unreimbursed
Drawings, any Liquidity Advances, the other Reimbursement Obligations and all other payment
obligations due and owing the Bank under this Reimbursement Agreement, or (B) the Board of
Equalization’s ability or obligation to collect the Proposition A Sales Tax or the Board of
Equalization’s ability or obligation to make payment of the Pledged Tax to the Trustee, in each
case, which affects the Authority’s ability or obligation to make payments of principal of or
interest on the Notes, the Reimbursement Note, any Unreimbursed Drawings, any Liquidity
Advances, the other Reimbursement Obligations and all other payment obligations due and
owing the Bank under this Reimbursement Agreement or the pledge of and lien on Net Pledged
Revenues securing the payments of principal of or interest on the Notes, the Reimbursement
Note, any Unreimbursed Drawings, any Liquidity Advances, the other Reimbursement
Obligations and all other payment obligations due and owing the Bank under this
Reimbursement Agreement, or (viii) any provision of this Reimbursement Agreement, the Notes,
the Reimbursement Note or the Trust Agreement relating to the Authority’s ability or obligation
to make payments of principal of or interest on the Notes, the Reimbursement Note, any
Unreimbursed Drawings, any Liquidity Advances, the other Reimbursement Obligations and all
other payment obligations due and owing the Bank under this Reimbursement Agreement or the
pledge of and lien on the Net Pledged Revenues to secure the payment of principal of and
interest on the Notes, the Reimbursement Note, any Unreimbursed Drawings, any Liquidity
Advances, the other Reimbursement Obligations and all other payment obligations due and
owing the Bank under this Reimbursement Agreement is publicly contested or publicly
repudiated by an Authorized Representative of the Authority, or (ix) the State or any
instrumentality of the State or any other Governmental Authority with appropriate jurisdiction
shall, by official action, makes a finding or ruling or through the enactment of any statute or
legislation or the issuance of an executive order determines that any provision of this
Reimbursement Agreement, the Notes, the Reimbursement Note or the Trust Agreement relating
to the Authority’s ability or obligation to make payments of principal of or interest on the Notes,
the Reimbursement Note, any Unreimbursed Drawings, any Liquidity Advances, the other
Reimbursement Obligations and all other payment obligations due and owing the Bank under



this Reimbursement Agreement or the pledge of and the lien on Net Pledged Revenues to secure
the payment of principal of or interest on the Notes, the Reimbursement Note, any Unreimbursed
Drawings, any Liquidity Advances, the other Reimbursement Obligations and all other payment
obligations due and owing the Bank under this Reimbursement Agreement is not valid and
binding on the Authority.

“Interest Payment Date” means, with respect to each Unreimbursed Drawing or Liquidity
Advance, each of the following: (i) the first Business Day of each calendar month and (ii)(A) at
maturity or upon the earlier acceleration thereof or (B) after maturity or acceleration, upon
demand.

“Interest Portion” means that portion of each Drawing used to pay interest accrued on
Notes on their respective maturity dates.

“Interest Rate Protection Agreement” means (a) any and all rate swap transactions, basis
swaps, credit derivative transactions, forward rate transactions, commodity swaps, commodity
options, forward commodity contracts, equity or equity index swaps or options, bond or bond
price or bond index swaps or options or forward bond or forward bond price or forward bond
index transactions, interest rate options, forward foreign exchange transactions, cap transactions,
floor transactions, collar transactions, currency swap transactions, cross-currency rate swap
transactions, currency options, spot contracts, or any other similar transactions or any
combination of any of the foregoing (including any options to enter into any of the foregoing),
whether or not any such transaction is governed by or subject to any master agreement, and (b)
any and all transactions of any kind, and the related confirmations, which are subject to the terms
and conditions of, or governed by, any form of master agreement published by the International
Swaps and Derivatives Association, Inc. or any International Foreign Exchange Master
Agreement, including any such obligations or liabilities thereunder.

“Invalidity Event” means (i) the Act or Ordinance No. 16 is repealed, (ii) a Federal court
or any other court with appropriate jurisdiction or the State or any instrumentality of the State or
any other Governmental Authority with appropriate jurisdiction determines in a final
nonappealable order or judgment, as the case may be, that a provision or provisions of the Act or
Ordinance No. 16 have been supplemented, modified and/or amended in a manner that makes
invalid or unenforceable (A) the Authority’s obligation to levy the Proposition A Sales Tax in
the incorporated and unincorporated territory of the County of Los Angeles in accordance with
the provisions of the Act and Ordinance No. 16 which affects the Authority’s ability or
obligation to make payments of principal of or interest on the Notes, the Reimbursement Note,
any Unreimbursed Drawings, any Liquidity Advances, all other Reimbursement Obligations and
any other payment obligations due and owing the Bank hereunder or the pledge of and lien on
Net Pledged Revenues securing the payments of principal of or interest on the Notes, the
Reimbursement Note, any Unreimbursed Drawing, any Liquidity Advances, the other
Reimbursement Obligations or any other payment obligation due and owing the Bank hereunder
or (B) the Board of Equalization’s obligation to collect the Proposition A Sales Tax or the Board
of Equalization’s ability or obligation to make payment of the Pledged Tax directly to the
Trustee, in each case, which affects the Authority’s ability or obligation to make payments of
principal of or interest on the Notes, the Reimbursement Note, any Unreimbursed Drawing, any
Liquidity Advances, the other Reimbursement Obligations or any other payment obligation due



and owing the Bank hereunder or the pledge of and lien on Net Pledged Revenues securing the
payments of principal of or interest on the Notes, the Reimbursement Note, any Unreimbursed
Drawing, any Liquidity Advances, the other Reimbursement Obligations or any other payment
obligation due and owing the Bank hereunder, (iii) the Act or Ordinance No. 16 is ruled to be
null and void by a Federal court or any court with appropriate jurisdiction or the State or any
instrumentality of the State or any other Governmental Authority with appropriate jurisdiction,
(iv) any provision of this Reimbursement Agreement, any Note, the Reimbursement Note or the
Trust Agreement relating to the Authority’s ability or obligation to make payments of the
principal of or interest on the Notes, the Reimbursement Note, any Unreimbursed Drawing, any
Liquidity Advances, the other Reimbursement Obligations or any other payment obligation due
and owing the Bank hereunder or the pledge of and lien on the Net Pledged Revenues to secure
the payment of principal of and interest on the Notes, the Reimbursement Note, any
Unreimbursed Drawing, any Liquidity Advances, the other Reimbursement Obligations or any
other payment obligation due and owing the Bank hereunder (each such provision, a “Payment
and Collateral Obligation”) is ruled to be null and void by a Federal court or any other court with
appropriate jurisdiction or the State or any instrumentality of the State or any other
Governmental Authority with appropriate jurisdiction in a final nonappealable order or judgment
by such court or the State or any instrumentality of the State, as applicable, or (v) an Authorized
Representative of the Authority publicly denies, contests or repudiates that the Authority has any
or further liability or obligation with respect to payments of principal of or interest on the Notes,
the Reimbursement Note, any Unreimbursed Drawing, any Liquidity Advances, the other
Reimbursement Obligations or any other payment obligation due and owing the Bank hereunder
under the Act or Ordinance No. 16 or any Payment and Collateral Obligation.

“Issuing and Paying Agency Agreement” means the Issuing and Paying Agent Agreement
dated January 1, 1991, between the Authority and the Paying Agent and any other similar
agreement between the Authority and any successor Paying Agent under the Trust Agreement, as
amended, supplemented, modified or restated from time to time in accordance with the terms
hereof and thereof.

“Law” means any treaty or any federal, regional, state and local law, statute, rule,
ordinance, regulation, code, license, authorization, decision, injunction, interpretation, order or
decree of any court or other Governmental Authority.

“Letter of Credit” means Irrevocable Letter of Credit No. | | issued by the
Bank pursuant to this Reimbursement Agreement and dated the Closing Date, as amended,
supplemented, modified or restated from time to time pursuant to its terms.

“Lien” means, with respect to any asset, (a) any lien, charge, claim, mortgage, security
interest, pledge, security deed, deed of trust, assignment or other encumbrance of any kind in

respect of such asset or (b) the interest of a vendor or lessor under any conditional sale
agreement, capital lease or other title retention agreement relating to such asset.

“Liquidity Advance” has the meaning set forth in Section 2.03(b)(i) hereof.

“Local Allocation” means 25% of the Proposition A Sales Tax, calculated on an annual
basis, which 25% is, under Ordinance No. 16, allocated to local jurisdictions.
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“Material Adverse Effect” means any event that causes a material adverse change in or a
material adverse effect on (A) the validity or enforceability of this Reimbursement Agreement,
the Notes or any of the other Related Documents, (B) the validity, enforceability or perfection of
the pledge of and lien on the Net Pledged Revenues under the Trust Agreement and hereunder,
(C) the status of the Authority as a public entity created and validly existing under the laws of the
State of California, (D) the exemption of interest on the Tax-Exempt Notes from federal income
tax or (E) the collection of the Pledged Tax that could reasonably be expected to have a material
adverse effect on the ability of the Authority to pay debt service on the Senior Lien Bonds, the
Subordinate Obligations, the other Reimbursement Obligations and all other Obligations due and
owing to the Bank hereunder.

“Maximum Rate” means the maximum non-usurious interest rate payable by the
Authority under applicable law.

“Moody’s” means Moody’s Investors Service, Inc. and its successors and assigns.

“Net Pledged Revenues” has the meaning set forth in Article I of the Subordinate Trust
Agreement.

“No Issuance Notice” means a No Issuance Notice in the form of Schedule I to the Letter
of Credit.

“Notes” means the Los Angeles County Metropolitan Transportation Authority Second
Subordinate Sales Tax Revenue Commercial Paper Notes, Series A-TE-Citi and the Los Angeles
County Metropolitan Transportation Authority Second Subordinate Sales Tax Revenue
Commercial Paper Notes, Series A-T-Citi.

“Obligations” means all Reimbursement Obligations, all fees payable or reimbursable
hereunder and under the Fee Agreement to the Bank (including, without limitation, any
obligation to reimburse the Bank pursuant to this Reimbursement Agreement) and all other
obligations of the Authority to the Bank arising under or in relation to this Reimbursement
Agreement or the other Related Documents.

“OFAC” has the meaning set forth in Section 4.24 hereof.

“Offering Memorandum” means any Commercial Paper Offering Memorandum of the
Authority relating to the Notes that will be distributed on or prior to the date of the issuance of
any Notes.

“Ordinance No. 16” means “An Ordinance Establishing a Retail Transactions and Use
Tax in the County of Los Angeles for Public Transit Purposes” adopted by the Authority on
August 20, 1980.

“Original Stated Amount” has the meaning set forth in Section 2.01 hereof.

“Other Taxes” has the meaning set forth in Section 2.07(b)(i) hereof.
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“Parity and Senior Debt” means (i) any bonds, notes, certificates, debentures or other
evidence of similar indebtedness issued by or on behalf of the Authority pursuant to the Trust
Agreement or the Senior Trust Agreement and secured by a lien on Pledged Revenues or Net
Pledged Revenues ranking senior to or on a parity with the Notes, the Reimbursement Note and
the other Obligations, as applicable, (ii) the obligations which are scheduled payments of the
Authority under any Interest Rate Protection Agreement (which are secured pursuant to the Trust
Agreement or the Senior Trust Agreement and secured by a lien on Pledged Revenues or Net
Pledged Revenues ranking senior to or on a parity with the Notes, the Reimbursement Note and
the other Obligations, as applicable), which such Interest Rate Protection Agreement provides
interest rate support with respect to any indebtedness issued by or on behalf of the Authority
pursuant to the Trust Agreement or the Senior Trust Agreement and secured by a lien on Pledged
Revenues or Net Pledged Revenues ranking senior to or on a parity with the Notes, the
Reimbursement Note and the other Obligations, as applicable, (iii) any obligation of the
Authority as lessee under a capital lease secured by a lien on Pledged Revenues or Net Pledged
Revenues ranking senior to or on a parity with the Notes, the Reimbursement Note and the other
Obligations, as applicable (x) which is not subject to appropriation or abatement or (y) which is
rated by each Rating Agency then rating the Notes at a level equal to or higher than the long-
term unenhanced debt rating assigned by each such Rating Agency to the Senior Lien Bonds and
(iv) any Guarantee by the Authority secured by a lien on Pledged Revenues or Net Pledged
Revenues ranking senior to or on a parity with the Notes, the Reimbursement Note and the other
Obligations, as applicable (provided, however, that the failure to pay any such Guarantee as a
result of any set-off, recoupment or counterclaim or any other defense to payment under such
Guarantee by the Authority shall not constitute a failure to pay Parity and Senior Debt for
purposes of this Reimbursement Agreement).

“Participant(s)” has the meaning set forth in Section 10.07 hereof.

“Patriot Act” means the Uniting and Strengthening America by Providing Appropriate
Tools Required to Intercept and Obstruct Terrorism Act of 2001, Title I1l of Pub. L. 107 56
(signed into law October 26, 2001), as amended.

“Payment and Collateral Obligation” has the meaning set forth in the definition of the
term “Invalidity Event” herein.

“Paying Agent” means the institution appointed from time to time by the Authority and,
satisfactory to the Bank, to act as Issuing and Paying Agent under the Issuing and Paying
Agency Agreement and the Trust Agreement, which on the Closing Date is U.S. Bank National
Association.

“Person” means any natural person, corporation, partnership, association, trust, joint
venture, public body or other legal entity.

“Plan” means an employee benefit plan maintained for employees of the Authority that is
covered by ERISA.

“Pledged Revenues” has the meaning set forth in Article I of the Subordinate Trust
Agreement.
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“Pledged Tax” has the meaning set forth in Article | of the Subordinate Trust Agreement.

“Principal Portion” means that portion of each Drawing used to pay the principal of
Notes at maturity.

“Program” means the “Commercial Paper Program” as defined in the Subordinate Trust
Agreement.

“Program Termination Date” has the meaning set forth in the First Supplemental
Subordinate Trust Agreement (as amended by the Seventh Supplemental Subordinate Trust
Agreement).

“Projected Maximum Total Annual Debt Service” means, at any point in time, maximum
Total Annual Debt Service for the then current or any future fiscal year (subject to clause (i)
below in this definition), calculated by the Authority as provided in this definition. For purposes
of calculating Projected Maximum Total Annual Debt Service the following assumptions shall
be used to calculate the principal and interest becoming due in any fiscal year (subject to clause
(i) below in this definition):

@) in determining the principal amount due in each year, payment shall
(unless a different subsection of this definition applies for purposes of determining
principal maturities or amortization) be assumed to be made in accordance with any
amortization schedule established for such Proposition A Indebtedness, including any
scheduled redemption or prepayment of Proposition A Indebtedness on the basis of
accreted value, and for such purpose, the redemption payment shall be deemed a
principal payment;

(b) if any of the Proposition A Indebtedness issued or proposed to be issued
constitutes Balloon Indebtedness (as hereinafter defined in this definition), then, for
purposes of determining Projected Maximum Total Annual Debt Service, such amounts
that constitute Balloon Indebtedness shall be treated as if the principal amount of such
Proposition A Indebtedness were to be amortized in substantially equal annual
installments of principal and interest over a term of 25 years and the interest rate used for
such computation shall be the Bond Buyer Revenue Bond Index, for the last week of the
month preceding the date of calculation, as published in The Bond Buyer, or if such index
is no longer published, in a similar index selected by the Bank with notice to the
Authority;

(© if any Proposition A Indebtedness issued or proposed to be issued
constitutes Tender Indebtedness (as hereinafter defined in this definition), then for
purposes of determining the amounts of principal and interest due in any fiscal year on
such Proposition A Indebtedness, the options or obligations of the owners of such
Proposition A Indebtedness to tender the same for purchase or payment prior to their
stated maturity or maturities shall be treated as a principal maturity (but any such amount
treated as a maturity shall not be eligible for treatment as Balloon Indebtedness)
occurring on the first date on which owners of such Proposition A Indebtedness may or
are required to tender such Proposition A Indebtedness, except that any such option or
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obligation of Tender Indebtedness shall be ignored and not treated as a principal maturity
if such Proposition A Indebtedness is rated in one of the two highest long term rating
categories (without reference to gradations such as “plus” or “minus”) by Moody’s or by
Standard & Poor’s or such Proposition A Indebtedness is rated in the highest short term
note or commercial paper rating categories by Moody’s or by Standard & Poor’s, in
which case such Proposition A Indebtedness will be treated as Variable Rate
Indebtedness;

(d) if any Proposition A Indebtedness issued or proposed to be issued
constitutes tax-exempt Variable Rate Indebtedness, the interest rate on such Proposition
A Indebtedness shall be assumed to be 150% of the greater of (i) the daily average rate of
interest during the 36 month period ending with the month preceding the date of
calculation quoted for 30 day interest periods for tax-exempt debt in the Short-Term Tax-
Exempt Yields index for Prime Commercial Paper A-1/P-1 (30 days) as published in The
Bond Buyer, or if such rate has been published for a shorter period only, such shorter
period, or if such index is no longer published, a similar index selected by the Bank, with
notice to the Authority, or (ii) the rate of interest on such Proposition A Indebtedness on
the date of calculation; provided, that in the event that such Variable Rate Indebtedness is
issued in connection with an interest rate swap agreement in which the Authority has
agreed to pay a fixed interest rate and such interest rate swap agreement has been
reviewed and approved by any two of the three entities identified in the definition of
Rating Agency herein and the Bank, for purposes of this definition, the interest rate for
purposes of computing Projected Maximum Total Annual Debt Service shall be such
fixed rate for the period that such interest rate swap agreement is contracted to remain in
full force and effect and thereafter shall be assumed to be such maximum interest rate
described above;

(e) if any Proposition A Indebtedness issued or proposed to be issued
constitutes taxable Variable Rate Indebtedness, the interest rate on such Proposition A
Indebtedness shall be assumed to be 150% of the greater of (i) the daily average rate of
interest during the 36 month period ending with the month preceding the date of
calculation quoted for 30 day interest periods for taxable Proposition A Indebtedness with
the type of interest rate setting mechanism used for such Proposition A Indebtedness or
(ii) the rate of interest on such Proposition A Indebtedness on the date of calculation; and,
provided further, that in the event that such Variable Rate Indebtedness is issued in
connection with an interest rate swap agreement in which the Authority has agreed to pay
a fixed interest rate and such interest rate swap agreement has been reviewed and
approved by any two of the three entities identified in the definition of Rating Agency
herein and the Bank, for purposes of this definition, the interest rate for purposes of
computing Projected Maximum Total Annual Debt Service shall be such fixed rate for
the period that such interest rate swap agreement is contracted to remain in full force and
effect and thereafter shall be assumed to be such maximum interest rate described above;

)] if moneys or Government Obligations (as hereinafter defined in this
definition) have been irrevocably deposited with and are held by the Trustee or another
fiduciary to be used to pay principal of and/or interest on specified Proposition A
Indebtedness as it comes due, and the sufficiency of such deposits has been verified to the
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Bank by the Trustee or other fiduciary, such principal or interest, as the case may be,
shall not be included in calculating Projected Maximum Total Annual Debt Service;

(9) if any Proposition A Indebtedness issued or proposed to be issued is to be
payable in a currency other than lawful currency of the United States, the amount of
principal of and interest on such Proposition A Indebtedness shall be assumed to be (i)
the amount of Dollars payable under a foreign exchange contract, currency swap
agreement, foreign exchange futures contract, foreign exchange option contract, synthetic
cap or other similar agreement (a “Currency Hedge Agreement”) to receive payments in
that currency in amounts sufficient to pay the Proposition A Indebtedness and (ii) for any
payments of principal of and interest on such Proposition A Indebtedness with respect to
which the Authority has not entered into a Currency Hedge Agreement, 125% of the
amount of Dollars required to purchase the amount of currency required to make such
payments at the average exchange rate as quoted in The Wall Street Journal for a six
month period ending not more than one month prior to the date of calculation;

(h)  for purposes of this definition:

“Balloon Indebtedness” means Proposition A Indebtedness 25% or more
of the principal of which matures on the same date and such amount is not
required by the documents governing such Proposition A Indebtedness to be
amortized by payment or redemption prior to such date. Commercial paper shall
be treated as Balloon Indebtedness for the purposes of this definition. If any
Indebtedness consists partially of Proposition A Indebtedness bearing interest at a
fixed rate and partially of Variable Rate Indebtedness, the portion constituting
Variable Rate Indebtedness and the portion bearing interest at a fixed rate shall be
treated as separate issues for purposes of determining whether any such
Proposition A Indebtedness constitutes Balloon Indebtedness.

“Government Obligations” means (i) direct obligations of, or obligations
the full and timely payment of the principal of and interest on which are
unconditionally guaranteed by, the United States of America, (ii) U.S. Treasury
STRIPS, and (iii) the interest component of Resolution Funding Corporation
STRIPS for which separation of principal and interest is made by request to the
Federal Reserve Bank of New York in book entry form; it is specifically hereby
provided that the obligations described in this definition and which constitute
Government Obligations shall not include shares in mutual funds or in unit
investment trusts which invest in obligations described in clause (i), (ii), or (iii) of
this definition.

“Tender Indebtedness” means any Proposition A Indebtedness or portions
of Proposition A Indebtedness a feature of which is an option which is exercisable
but for the passage of time or the giving of notice or both, on the part of the
owners thereof, or an obligation, under the terms of such Proposition A
Indebtedness, to tender all or a portion of such Proposition A Indebtedness prior
to the stated maturity date of such Proposition A Indebtedness to the Authority or
a fiduciary or agent for payment or purchase and requiring that such Proposition
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A Indebtedness or portions of Proposition A Indebtedness be purchased if
properly presented; and

Q) in determining Total Annual Debt Service and Projected Maximum Total
Debt Service, the debt service payment owed by the Authority with respect to Proposition
A Indebtedness on July 1 of each year shall be included in the fiscal year of the Authority
ending on the June 30 next preceding such July 1.

“Property” means any interest in any kind of property or asset, whether real, personal or
mixed, tangible or intangible, and whether now owned or hereafter acquired.

“Proposition A Indebtedness” means any Debt or Guarantee which is secured by a Lien
on Proposition A Sales Tax revenues, whether senior to or on parity with any Subordinate
Obligations, including, without limitation and without duplication, all commissions, discounts
and other fees and charges owed with respect to letters of credit or other similar obligations
secured by a Lien on Proposition A Sales Tax revenues that is senor to or on a parity with any
Subordinate Obligations.

“Proposition A Sales Tax” means the retail transactions and use tax imposed by
Ordinance No. 16 and approved by the electors of the County at an election held November 4,
1980.

“Quarterly Principal Payment” has the meaning set forth in Section 2.03(b)(ii) hereof.

“Rating Agency” means Standard & Poor’s, Moody’s or Fitch or any successor or
additional rating agency that rates the Notes at the written request of the Authority with the
written consent of the Bank.

“Reduction Fee” has the meaning set forth in the Fee Agreement.

“Reimbursement Agreement” has the meaning set forth in the introductory paragraph
hereof.

“Reimbursement Agreements” means, collectively, any reimbursement agreement
pursuant to which a letter of credit has been issued to support commercial paper notes issued by
or on behalf of the Authority and secured by Net Pledged Revenues.

“Reimbursement Note” means the Reimbursement Note made by the Authority in favor
of the Bank that shall be in the maximum principal amount equal to the Original Stated Amount
of the Letter of Credit and shall be in the form attached hereto as Exhibit A.

“Reimbursement Obligations” means the obligations of the Authority under this
Reimbursement Agreement to reimburse the Bank for Drawings pursuant to and in accordance
with this Reimbursement Agreement and to pay the Reimbursement Note and repay
Unreimbursed Drawings and outstanding Liquidity Advances, together with interest thereon,
pursuant to and in accordance with this Reimbursement Agreement.
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“Related Documents” means, collectively, this Reimbursement Agreement, the Fee
Agreement, the Dealer Agreement, the Letter of Credit, the Reimbursement Note, the Notes, the
Senior Trust Agreement, the Trust Agreement, the Issuing and Paying Agency Agreement and
any exhibits, instruments or agreements relating thereto.

“Revenue Fund” has the meaning set forth in the Senior Lien Trust Agreement.

“Risk-Based Capital Guidelines” means (i) the risk-based capital guidelines in effect in
the United States, including transition rules, and (ii) the corresponding capital regulations
promulgated by regulatory authorities outside the United States including transition rules, and
any amendments to such regulations.

“Second Supplemental Subordinate Trust Agreement” has the meaning set forth in the
second recital hereof.

“Second Tier Obligations” has the same meaning as the term “Second Tier Subordinate
Lien Obligations” set forth in that certain Twelfth Supplemental Trust Agreement.

“Senior Lien Bonds” shall have the meaning given to such term in Article I of the
Subordinate Trust Agreement.

“Senior Trust Agreement” means the Trust Agreement dated as of July 1, 1986 by and
between the Authority and the Senior Trustee as supplemented, amended or otherwise modified
from time to time in accordance with the terms hereof and thereof.

“Senior Trustee” means The Bank of New York Mellon Trust Company, N.A., formerly
known as The Bank of New York Trust Company, N.A., as successor to BNY Western Trust
Company, as successor in interest to Wells Fargo Bank, N.A., as successor by merger to First
Interstate Bank of California, or its permitted successor trustee under the Senior Trust
Agreement.

“Seventh Supplemental Subordinate Trust Agreement” has the meaning set forth in the
second recital hereof.

“SIFMA Rate” means, on any date, a rate determined on the basis of the seven day high
grade market index of tax-exempt variable rate demand obligations, as produced by Municipal
Market Data and published or made available by SIFMA or any Person acting in cooperation
with or under the sponsorship of SIFMA and acceptable to the Bank and effective from such
date. In the event Municipal Market Data no longer produces an index satisfying the
requirements of the preceding sentence, the SIFMA Rate (a/k/a, the “SIFMA Municipal Swap
Index”) shall be deemed to be the S&P Weekly High Grade Index, or if either such index is not
available, such other similar national index as reasonably designated by the Bank.

“Sixth Supplemental Subordinate Trust Agreement” has the meaning set forth in the
second recital hereof.

“Standard & Poor’s” means S&P Global Ratings, a Standard & Poor’s Financial
Services LLC business, and it successors and assigns.
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“State” means the State of California.

“Stated Amount” shall have the meaning given to such term in paragraph 2 of the Letter
of Credit. Stated Amount is defined as the “Aggregate Letter of Credit Commitment” in the First
Supplemental Subordinate Trust Agreement.

“Stated Expiration Date” means the date specified in paragraph 1(a) of the Letter of
Credit on which the Letter of Credit is scheduled to expire, as such date may be extended from
time to time as provided in Section 9.02 hereof and in paragraph 1(a) of the Letter of Credit.

“Subordinate Obligations” means the obligations of the Authority issued or secured
pursuant to the Trust Agreement and which are referred to in the Trust Agreement as
“Subordinate Obligations.”

“Subordinate Trust Agreement” has the meaning set forth in the second recital hereof.

“Tax-Exempt Notes” means the Los Angeles County Metropolitan Transportation
Authority Second Subordinate Sales Tax Revenue Commercial Paper Notes, Series A-TE-Citi.

“Termination Fee” has the meaning set forth in the Fee Agreement.
“Term Out Period” has the meaning set forth in Section 2.03(b)(ii) hereof.

“Third Supplemental Subordinate Trust Agreement” has the meaning set forth in the
second recital hereof.

“Total Annual Debt Service” means, for any fiscal year (subject to clause (i) in the
definition of Projected Maximum Total Annual Debt Service), total principal becoming due in
such period and total interest expenses (including that portion attributable to capital leases) of the
Authority in respect of all outstanding Proposition A Indebtedness.

“Trust Agreement” has the meaning set forth in the second recital to this Reimbursement
Agreement.

“Trustee” means U.S. Bank National Association or its permitted successor as successor
trustee under the Trust Agreement.

“Twelfth Supplemental Trust Agreement” means that certain Twelfth Supplemental Trust
Agreement dated as of September 1, 1993, by and between the Authority and the Senior Trustee,
which supplements the Senior Trust Agreement.

“Unreimbursed Drawing” has the meaning set forth in Section 2.03(a)(i) hereof.

“Variable Rate Indebtedness” means any portion of indebtedness the interest rate on
which is not established at the time of incurrence of such indebtedness and has not at some
subsequent date been established at a single numerical rate for the entire term of the
indebtedness.
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Section 1.02. Accounting Matters. All accounting terms used herein without definition
shall be interpreted in accordance with GAAP and, except as otherwise expressly provided
herein all accounting determinations required to be made pursuant to this Reimbursement
Agreement shall be made in accordance with GAAP.

Section 1.03. Interpretation. All words used herein shall be construed to be of such
gender or number as the circumstances require. Any reference herein to an Article or Section
shall constitute a reference to the corresponding Article or Section of this Reimbursement
Agreement unless otherwise specified. Reference to any document means such document as
amended or supplemented from time to time as permitted under Section 6.01(b) hereof. All
references to time herein shall, unless otherwise specified constitute a reference to the prevailing
time in New York, New York.

Section 1.04. Relation to Other Documents. Nothing in this Reimbursement Agreement
shall be deemed to amend, or relieve the Authority of any of its obligations under, any Related
Document. To the extent any provision of this Reimbursement Agreement conflicts with any
provision of any other Related Document to which the Authority or the Bank is a party, the
provisions of this Reimbursement Agreement shall control.

Section 1.05. Computation of Time Periods. In this Reimbursement Agreement, in the
computation of a period of time from a specified date to a later specified date, unless otherwise
specified herein, the word “from” means “from and including” and the words “to” and “until”
each mean “to and including.”

ARTICLE Il

REIMBURSEMENT, REIMBURSEMENT NOTE,
FEES AND PAYMENT PROVISIONS

Section 2.01. Extension of Expiration Date of Original Letter of Credit; Execution and
Delivery of Letter of Credit; Letter of Credit Drawings.

@ Upon the terms, subject to the conditions and relying upon the
representations and warranties set forth in this Reimbursement Agreement or
incorporated herein by reference, the Bank agrees to issue the Letter of Credit
substantially in the form of Appendix | hereto on the Closing Date. The Letter of Credit
shall be in the original stated amount of $[149,999,999] (the “Original Stated Amount™),
which is the sum of (i) the total aggregated principal amount of the Notes secured by the
Letter of Credit ($[137,770,507]) plus (ii) interest accrued thereon at an assumed rate of
twelve percent (12%) per annum for a period of 270 days on the basis of a 365 day year
($[12,229,492]). In addition to the conditions set forth in Article Ill hereof, on the
Closing Date, the following conditions shall be satisfied as determined by the Bank and
its counsel:

(A)  All representations and warranties of the Authority contained in
Article IV hereof shall be true and correct.
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(B) No Default or Event of Default shall have occurred and be
continuing and no Default or Event of Default shall occur as a result of the
issuance of the Letter of Credit.

(b) The Paying Agent is authorized to make drawings under the Letter of
Credit in accordance with its terms. The Authority hereby directs the Bank to make
payments under the Letter of Credit in the manner therein provided. The Authority
hereby irrevocably approves reductions and reinstatements of the Stated Amount as
provided therein.

Section 2.02. Reduction and Termination of the Letter of Credit. Notwithstanding any
provisions of this Agreement or the Letter of Credit to the contrary, the Authority agrees not to
terminate or replace the Letter of Credit or permanently reduce the Stated Amount of the Letter
of Credit (provided that any such permanent reduction shall be in an amount equal to $5,000,000
or any integral multiple of $1,000,000 in excess thereof; provided further, however, that with
respect to a reduction of the Stated Amount solely for purposes of defeasance of a portion of the
Notes in connection with federal tax law post-issuance compliance procedures as directed or
approved by counsel to the Authority, such reduction may be in an amount less than $1,000,000),
except upon (i) the payment by the Authority to the Bank of a Termination Fee or Reduction Fee,
if and as applicable under the terms of the Fee Agreement, (ii) in the event the Letter of Credit is
terminated or replaced, the payment to the Bank of all Obligations payable hereunder and under
the Fee Agreement and (iii) the Authority providing the Bank with thirty (30) days prior written
notice of its intent to terminate or replace the Letter of Credit or permanently reduce the Stated
Amount of the Letter of Credit; provided that all payments to the Bank referred to in clause (i)
and (ii) above shall be made in immediately available funds; provided, further, that any such
termination or reduction of the Letter of Credit shall be in compliance with the terms and
conditions of the Trust Agreement. The Authority agrees that any termination of the Letter of
Credit as a result of the provision of any substitute letter of credit will require, as a condition
thereto, that the Authority or the provider of such substitute letter of credit will provide funds on
the date of such termination, which funds will be sufficient to pay in full at the time of
termination of the Letter of Credit all Obligations due and owing to the Bank hereunder and
under the Fee Agreement.

Section 2.03. Reimbursement of Drawings and Interest Rates.

@ Q) On the date on which the Bank honors a Drawing under the Letter
of Credit, such Drawing under the Letter of Credit shall constitute an unreimbursed
drawing (an “Unreimbursed Drawing”). The Paying Agent shall use the proceeds of any
such Unreimbursed Drawing for the purpose of paying the principal of and/or interest on
maturing Notes on behalf and for the account of the Authority.

(i)  The Authority agrees to reimburse the Bank for (x) the Principal Portion
of each Unreimbursed Drawing under the Letter of Credit on the earliest to occur of (A)
delivery to the Paying Agent or the Trustee of any letter of credit (as provided in Section
6.01 of the First Supplemental Subordinate Trust Agreement) in substitution for and upon
cancellation of the Letter of Credit, (B) the date on which the Letter of Credit terminates
in accordance with its terms (other than as the result of the occurrence of the date set
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forth in paragraph (a) of the definition of “Stated Expiration Date” set forth in the Letter
of Credit), (C) the date on which the Bank accelerates all obligations due and owing
hereunder pursuant to the terms of Section 7.02 hereof, (D) the Amortization
Commencement Date, if the conditions precedent set forth in Section 3.02 hereof are not
satisfied on the applicable Amortization Commencement Date, (E) the Program
Termination Date and (F) the Amortization End Date, if the conditions precedent set forth
in Section 3.02 hereof were satisfied on the applicable Amortization Commencement
Date and (y) the Interest Portion of each Unreimbursed Drawing under the Letter of
Credit on the date such Unreimbursed Drawing is made.

(b) ())(A) If the conditions precedent contained in Section 3.02 hereof are
satisfied on the related Amortization Commencement Date, the Principal Portion of the
related Unreimbursed Drawing under the Agreement shall convert to a liquidity advance
(each, a “Liquidity Advance”) to the Authority, and (B) if the conditions precedent
contained in Section 3.02 hereof are not satisfied on the related Amortization
Commencement Date, the Principal Portion of the related Unreimbursed Drawing shall
be due and payable on such Amortization Commencement Date.

(i)  The Authority agrees to reimburse the Bank for each Liquidity Advance
under this Reimbursement Agreement on the earliest to occur of (A) delivery to the
Paying Agent or the Trustee of any letter of credit (as provided in Section 6.01 of the
First Supplemental Subordinate Trust Agreement) in substitution for and upon
cancellation of the Letter of Credit, (B) the date on which the Bank accelerates all
obligations due and owing hereunder pursuant to the terms of Section 7.02 hereof, (C) the
date on which the Letter of Credit terminates in accordance with its terms (other than as a
result of the occurrence of the date set forth in paragraph (a) of the definition of “Stated
Expiration Date” set forth in the Letter of Credit), and (D) the applicable Amortization
End Date, subject to the conditions set forth below. The Bank shall provide term out
funding for all Liquidity Advances in accordance with the terms of this Section
2.03(b)(ii) if the conditions precedent set forth in Section 3.02 hereof are satisfied on the
related Amortization Commencement Date. In the event that the conditions precedent set
forth in Section 3.02 hereof are satisfied on any Amortization Commencement Date, the
related Liquidity Advance shall amortize and be payable over a two year and three month
period from the related Amortization Commencement Date (the “Term Out Period”) with
principal payable in approximately equal quarterly installments (each, a “Quarterly
Principal Payment”) commencing on the related Amortization Commencement Date (the
“Initial Payment Date”) and succeeding dates every three months after the Initial
Payment Date (provided, however, if any such date is not a Business Day, the related
principal payment date shall be the next succeeding day which is a Business Day)
occurring after the Initial Payment Date and prior to the two year and three month
anniversary of the related Amortization Commencement Date. Notwithstanding anything
to the contrary contained herein, all Liquidity Advances shall be due and payable on the
related Amortization End Date. In the event that the conditions precedent set forth in
Section 3.02 hereof are not satisfied on an Amortization Commencement Date, the
Principal Portion of the related Unreimbursed Drawing shall not convert to a Liquidity
Advance and shall be due and payable on such date.
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(o) Mandatory Prepayment. Notwithstanding the provisions of Section
2.03(a) and (b) hereof: (i) upon the issuance of Notes on any date when Unreimbursed
Drawings or Liquidity Advances are outstanding under any of the Reimbursement
Agreements, the proceeds of the issuance of such Notes shall be used to repay
Unreimbursed Drawings and outstanding Liquidity Advances on a pro rata basis under
each of the Reimbursement Agreements to the extent that the proceeds of the issuance of
such Notes are not used to repay Notes maturing on such date; and (ii) all Unreimbursed
Drawings and Liquidity Advances and all other amounts owed to the Bank hereunder
shall be due and payable in full on the date of (A) delivery to the Paying Agent or the
Trustee of any letter of credit (as provided in Section 6.01 of the First Supplemental
Subordinate Trust Agreement) in substitution for and upon cancellation of the Letter of
Credit, (B) any other voluntary termination by the Authority of the Letter of Credit, (C)
acceleration thereof as permitted under Section 7.02 hereof (D) with respect to
Unreimbursed Drawings, the Amortization Commencement Date, if the conditions
precedent set forth in Section 3.02 hereof are not satisfied on the applicable Amortization
Commencement Date, and (E) with respect to outstanding Liquidity Advances, the
Amortization End Date, if the conditions precedent set forth in Section 3.02 hereof were
satisfied on the applicable Amortization Commencement Date.

(d) Optional Prepayment. The Authority may from time to time prepay all or
any part of the outstanding principal amount of Unreimbursed Drawings and Liquidity
Advances, without premium or penalty, but with payment of all accrued but unpaid
interest to the date of prepayment on the principal amount prepaid; provided that, the
principal amount of any such prepayment shall be in an amount not less than $5,000,000,
and in integral multiples of $1,000,000 in excess thereof, unless a lesser amount will
suffice to repay the outstanding principal balance of any Unreimbursed Drawings and
outstanding Liquidity Advances in full.

(e Allocation of Unreimbursed Drawing and Liquidity Advance Payments
and Prepayments. Unless and insofar as expressly provided otherwise herein, the amount
of each payment and prepayment of the outstanding principal amount of Unreimbursed
Drawings and Liquidity Advances shall be allocated after payment of all accrued interest
on the Unreimbursed Drawings and Liquidity Advances to the payment of the principal
of all outstanding Unreimbursed Drawings and Liquidity Advances in their inverse order
of maturity.

()] Interest on the Unreimbursed Drawings and Liquidity Advances.

Q) Interest on Unreimbursed Drawings and Liquidity Advances shall
accrue from and including the applicable Drawing Date to, but excluding, the date
on which such Unreimbursed Drawings and Liquidity Advances are repaid in full.
Interest on Unreimbursed Drawings and Liquidity Advances shall accrue at a per
annum rate equal to the Bank Rate or the Default Rate, as applicable.

(i) Interest accruing on Unreimbursed Drawings and Liquidity
Advances shall be due and payable in arrears on each Interest Payment Date
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commencing on the first Interest Payment Date to occur following the date any
Unreimbursed Drawings or Liquidity Advances are outstanding.

(9) Interest Recapture. If the rate of interest payable hereunder shall exceed
the Maximum Rate for any period for which interest is payable, then (a) interest at the
Maximum Rate shall be due and payable with respect to such interest period and (b)
interest at the rate equal to the difference between (i) the rate of interest calculated in
accordance with the terms hereof without regard to the Maximum Rate and (ii) the
Maximum Rate (the “Excess Interest”), shall be deferred until such date as the rate of
interest calculated in accordance with the terms hereof ceases to exceed the Maximum
Rate, at which time the Authority shall pay to the Bank, with respect to amounts then
payable to the Bank that are required to accrue interest hereunder, such portion of the
deferred Excess Interest as will cause the rate of interest then paid to the Bank to equal
the Maximum Rate, which payments of deferred Excess Interest shall continue to apply
to such unpaid amounts hereunder until all deferred Excess Interest is fully paid to the
Bank. Upon the date all Obligations are payable hereunder and in the Fee Agreement
following the termination of the Letter of Credit, in consideration for the limitation of the
rate of interest otherwise payable hereunder and in the Fee Agreement, the Authority
shall pay to the Bank a fee equal to the amount of all unpaid deferred Excess Interest (the
“Excess Interest Fee Amount”).

Section 2.04. Default Rate. The Authority agrees to pay to the Bank interest on any and
all amounts owed by the Authority under this Reimbursement Agreement from and after the
earlier of (a) the occurrence of an Event of Default and until such Event of Default is cured and
(b) the date such amounts are due and payable but not paid until payment thereof in full, at a
fluctuating interest rate per annum equal to the Default Rate.

Section 2.05. Fees. The Authority hereby agrees to pay, or cause to be paid, to the Bank
all fees and amounts due pursuant to the terms of the Fee Agreement at the times and in the
amounts set forth in the Fee Agreement. The terms of the Fee Agreement are hereby
incorporated herein by reference as of fully set forth herein. All references to amounts or
obligations due hereunder or under this Agreement shall be deemed to include all amounts and
obligations (including, without limitation, fees and expenses) under the Fee Agreement.

Section 2.06. Taxes and Expenses. The Authority will promptly pay (i) the reasonable
fees and expenses of the Bank incurred in connection with the preparation, negotiation,
execution and delivery of this Reimbursement Agreement, the Letter of Credit and the other
Related Documents, (ii) the fees and disbursements of Chapman and Cutler LLP, special counsel
to the Bank, incurred in connection with the preparation, negotiation, execution and delivery of
this Reimbursement Agreement and the other Related Documents, (iii) the fees and
disbursements of counsel to the Bank with respect to advising the Bank as to the rights and
responsibilities under this Reimbursement Agreement after the occurrence of an Event of
Default, and (iv) all costs and expenses, if any, in connection with any amendment to or the
enforcement of this Reimbursement Agreement and any other documents which may be
delivered in connection herewith or therewith, including in each case the reasonable fees and
disbursements of counsel to the Bank. In addition, the Authority shall pay any and all stamp and
other taxes and fees payable or determined to be payable in connection with the execution,
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delivery, filing, and recording of this Reimbursement Agreement and the security contemplated
by the Related Documents (other than taxes based on the net income of the Bank) and agrees to
hold the Bank harmless from and against any and all liabilities with respect to or resulting from
any delay in paying or omission to pay such taxes and fees; provided, however, that the
Authority may reasonably contest any such taxes or fees with the prior written consent of the
Bank, which consent, if an Event of Default does not then exist, shall not be unreasonably
withheld. In addition, the Authority agrees to pay, after the occurrence of an Event of Default,
all costs and expenses (including attorneys’ fees and costs of settlement) incurred by the Bank in
enforcing any obligations or in collecting any payments due from the Authority hereunder by
reason of such Event of Default or in connection with any refinancing or restructuring of the
credit arrangements provided under this Reimbursement Agreement in the nature of a “workout”
or of any insolvency or bankruptcy proceedings. The obligations of the Authority under this
Section 2.06 shall survive the termination of this Reimbursement Agreement.

Section 2.07. Increased Costs; Net of Taxes.

@) Increased Costs. (i) If the Bank or any Participant shall have determined
that a Change in Law shall have occurred that shall (A) change the basis of
taxation of payments to the Bank or such Participant of any amounts payable
hereunder (except for taxes on the overall net income of the Bank or such
Participant), (B) impose, modify or deem applicable any reserve, capital or
liquidity ratio, special deposit, compulsory loan, insurance charge or similar
requirement against issuing and maintaining its obligations under the Letter of
Credit, issuing or honoring Drawings under the Letter of Credit or making
Liquidity Advances hereunder or assets held by, or deposits with or for the
account of, the Bank or such Participant or (C) impose on the Bank or such
Participant any other such condition, cost or expense regarding this
Reimbursement Agreement or the Letter of Credit and the result of any event
referred to in clause (A), (B) or (C) above shall be to increase the cost to the Bank
or such Participant of entering into and performing this Reimbursement
Agreement or the Letter of Credit or to reduce the amount of any sum received or
receivable by the Bank or such Participant hereunder, then, upon demand by the
Bank or such Participant, the Authority shall pay to the Bank or such Participant
such additional amount or amounts as will compensate the Bank or such
Participant for such increased costs or reductions in amount.

(i) If the Bank or any Participant shall have determined that a Change
in Law shall have occurred that shall impose, modify or deem applicable any
capital or liquidity adequacy or similar requirement (including, without limitation,
a request or requirement that affects the manner in which the Bank or such
Participant or any corporation controlling the Bank or such Participant allocates
capital or liquidity resources to its commitments, including its obligations under
agreements similar to this Reimbursement Agreement and the Letter of Credit,
that either (A) affects or would affect the amount of capital or liquidity to be
maintained by the Bank or such Participant or any corporation controlling the
Bank or such Participant or (B) reduces or would reduce the rate of return on the
Bank’s or such Participant’s or the Bank’s or such Participant’s controlling
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corporation’s capital or liquidity to a level below that which the Bank or such
Participant or the Bank’s or such Participant’s controlling corporation could have
achieved but for Change in Law (taking into consideration the Bank’s or such
Participant’s or the Bank’s or such Participant’s controlling corporation’s policies
with respect to capital or liquidity adequacy would yield prior to the imposition or
modification of such requirement) hereunder, then upon demand by the Bank or
such Participant, the Authority shall pay to the Bank or such Participant such
additional amounts as will compensate the Bank or such Participant or any
corporation controlling the Bank or such Participant, as the case may be, for such
costs of maintaining such increased capital or liquidity or such reduction in the
rate of return on the Bank’s or the Bank’s controlling corporation’s capital or
liquidity or the Participant’s or the Participant’s controlling corporation’s capital
or liquidity related to the maintenance of this Reimbursement Agreement and the
Letter of Credit.

(@iii)  All payments of amounts referred to in clauses (i) and (ii) of this
Section 2.07(a) shall be paid by the Authority to the Bank or Participant and shall
bear interest thereon if not paid to the Bank or such Participant within 30 days of
the Authority’s receipt of such notice until payment in full thereof at an interest
rate per annum equal to the Default Rate in effect, from time to time, payable on
demand. A certificate as to such increased cost, increased capital or liquidity, or
reduction in return incurred by the Bank or any Participant as a result of any event
mentioned in clause (i) or (ii) of this Section 2.07(a) setting forth, in reasonable
detail, the basis for calculation and the amount of such calculation shall be
submitted by the Bank or such Participant to the Authority and shall be conclusive
as to the amount thereof, unless either party hereto determines with a reasonable
time that there has been a manifest error in such calculation. In making the
determinations contemplated by the above referenced certificate, the Bank or any
Participant may make such reasonable estimates, assumptions, allocations and the
like that the Bank or such Participant in good faith determines to be appropriate.
Notwithstanding any provision in this Section 2.07(a) to the contrary, (i) amounts
payable to such Participant pursuant to this Section 2.07(a) shall not exceed the
amount the Bank would have been paid under this Section 2.07(a) with respect to
the interest granted to the Participant had such interest not been granted and
(ii) the Authority shall not be required to compensate the Bank or any Participant
pursuant to this Section 2.07(a) for any increased costs incurred or reductions
suffered more than six (6) months prior to the date that the Bank or any
Participant, as the case may be, notifies the Authority of the Change in Law
giving rise to such increased costs or reductions and the Bank’s or any
Participant’s intention to claim compensation therefor (except that if the Change
in Law giving rise to such increased costs or reductions is retroactively
applicable, then the six (6) month period referred to above shall be extended to
include the period of retroactive effect thereof). The provisions of this Section
2.07(a) shall survive the termination of this Reimbursement Agreement.

(b) Net of Taxes, Etc. (i) Any and all payments to the Bank by the Authority
hereunder shall be made free and clear of and without deduction for any and all
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present or future taxes, levies, imposts, duties, deductions, assessments, fees,
charges, withholdings (including backup withholding), liabilities or other charges
imposed thereon, including any interest, fines, additions to tax or penalties
applicable thereto, but excluding taxes imposed on or measured by the net income
or capital of the Bank by any jurisdiction or any political subdivision or taxing
authority thereof or therein solely as a result of a connection between the Bank
and such jurisdiction or political subdivision (all such non excluded taxes, levies,
imposts, duties, deductions, assessments, fees, charges, withholdings (including
backup withholding), liabilities and other charges, including any interest, fines or
additions to tax or penalties applicable thereto, being hereinafter referred to as
“Taxes”). If the Authority shall be required by law to withhold or deduct any
Taxes imposed by the United States or any political subdivision thereof from or in
respect of any sum payable hereunder to the Bank, (i) the sum payable shall be
increased as may be necessary so that after making all required deductions
(including deductions applicable to additional sums payable under this Section
2.07(b)), the Bank receives an amount equal to the sum it would have received
had no such deductions been made, (ii) the Authority shall make such deductions
and (iii) the Authority shall pay the full amount deducted to the relevant taxation
authority or other authority in accordance with applicable law. If the Authority
shall make any payment under this Section 2.07(b) to or for the benefit of the
Bank with respect to Taxes and if the Bank shall claim a refund of such taxes or
any credit or deduction for such Taxes against any other taxes payable by the
Bank to any taxing jurisdiction in the United States, then the Bank shall pay to the
Authority an amount equal to the amount of any refund actually received by the
Bank or the amount by which such other taxes are actually reduced; provided, that
the aggregate amount payable by the Bank pursuant to this sentence shall not
exceed the aggregate amount previously paid by the Authority with respect to
such Taxes. In addition, the Authority agrees to pay any present or future stamp,
recording or documentary taxes and any other excise or property taxes, charges or
similar levies that arise under the laws of the United States of America, the State
of California, the State of New York or any other taxing jurisdiction from any
payment made hereunder or from the execution or delivery or otherwise with
respect to this Reimbursement Agreement (hereinafter referred to as “Other
Taxes”). The Bank shall provide to the Authority within a reasonable time a copy
of any written notification it receives with respect to Taxes or Other Taxes owing
by the Authority to the Bank hereunder; provided that the Bank’s failure to send
such notice shall not relieve the Authority of its obligation to pay such amounts
hereunder.

(i)  The Authority shall, to the fullest extent permitted by law and
subject to the provisions hereof, indemnify and reimburse the Bank for the full
amount of Taxes and Other Taxes including any Taxes or Other Taxes imposed
by any jurisdiction on amounts payable under this Section 2.07(b) paid by the
Bank or any liability (including penalties, interest and expenses) arising therefrom
or with respect thereto, whether or not such Taxes or Other Taxes were correctly
or legally asserted; provided that the Authority shall not be obligated to indemnify
the Bank for any penalties, interest or expenses relating to Taxes or Other Taxes
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arising from the Bank’s gross negligence or willful misconduct. The Bank agrees
to give notice to the Authority of the assertion of any claim against the Bank
relating to such Taxes or Other Taxes as promptly as is practicable after being
notified of such assertion; provided that the Bank’s failure to notify the Authority
promptly of such assertion shall not relieve the Authority of its obligation under
this Section 2.07(b). Payments by the Authority pursuant to this indemnification
shall be made within thirty (30) days from the date the Bank makes written
demand therefor, which demand shall be accompanied by a certificate describing
in reasonable detail the basis thereof. The Bank agrees to repay to the Authority
any refund (including that portion of any interest that was included as part of such
refund) with respect to Taxes or Other Taxes paid by the Authority pursuant to
this Section 2.07(b) received by the Bank for Taxes or Other Taxes that were paid
by the Authority pursuant to this Section 2.07(b) and to contest, with the
cooperation and at the expense of the Authority, any such Taxes or Other Taxes
which the Bank or the Authority reasonably believes not to have been properly
assessed.

(iif)  Within thirty (30) days after the date of any payment of Taxes by
the Authority, the Authority shall furnish to the Bank the original or a certified
copy of a receipt evidencing payment thereof.

(iv)  The obligations of the Authority under this Section 2.07(b) shall
survive the termination of this Reimbursement Agreement.

Section 2.08. Method of Payment. Except as may be otherwise provided for herein or in
the Fee Agreement, all fees under this Agreement and the Fee Agreement shall be computed on
the basis of a year of 360 days and the actual number of days elapsed and interest on amounts
owed hereunder or under the Fee Agreement shall be computed on the basis of a year of 365
days and the actual number of days elapsed. Interest shall accrue during each period during
which interest is computed from and including the first day thereof to but excluding the last day
thereof. All payments by the Authority to the Bank hereunder and under the Fee Agreement
shall be nonrefundable and made in lawful currency of the United States and in immediately
available funds. Amounts payable to the Bank hereunder shall be transferred to Citbank, N.A.
ABA 021000089 for credit to A/C# 4058-0089, Ref: LACMTA, Attn: Valerie Burrows (or to
such other account of the Bank as the Bank may specify by written notice to the Authority) not
later than 2:00 p.m. New York, New York time, on the date payment is due. Any payment
received by the Bank after 2:00 p.m., New York, New York time, shall be deemed to have been
received by the Bank on the next Business Day. If any payment hereunder is due on a day that is
not a Business Day, then such payment shall be due on the immediately succeeding Business
Day and such additional time shall be taken into account in calculating the fees or interest paid
hereunder on such date.

Section 2.09. Maintenance of Accounts. The Bank shall maintain in accordance with its
usual practice an account or accounts evidencing the indebtedness of the Authority and the
amounts payable and paid from time to time hereunder. In any legal action or proceeding in
respect of this Reimbursement Agreement, the entries made in such account or accounts shall be
presumptive evidence, in the absence of manifest error, of the existence and amounts of the
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obligations of the Authority therein recorded. The failure to record any such amount shall not,
however, limit or otherwise affect the obligations of the Authority hereunder to repay all
amounts owed hereunder, together with all interest accrued thereon as provided in this Article I1.

Section 2.10. Reimbursement Note.

@) The Unreimbursed Drawings and outstanding Liquidity Advances and all
other amounts due and owing to the Bank hereunder and under the Fee Agreement shall
be evidenced by a single Reimbursement Note payable to the order of the Bank in a
maximum amount equal to the greater of (i) Original Stated Amount and (ii) all
Obligations due and owing hereunder and under the Fee Agreement.

(b) The Bank shall record the date, amount and maturity of each
Unreimbursed Drawing or outstanding Liquidity Advance made by it and the date and
amount of each payment of principal made by or on behalf of the Authority with respect
thereto, and prior to any transfer of its Reimbursement Note shall endorse on the schedule
forming a part thereof appropriate notations to evidence the foregoing information with
respect to each such Unreimbursed Drawing or outstanding Liquidity Advance then
outstanding; provided that the failure of the Bank to make any such recordation or
endorsement shall not affect the obligations of the Authority hereunder or under such
Reimbursement Note. The Bank is hereby irrevocably authorized by the Authority to
endorse its Reimbursement Note and to attach to and make a part of the Reimbursement
Note a continuation of any such schedule as and when required.

Section 2.11. Source of Funds. All payments made by the Bank pursuant to the Letter of
Credit shall be made from funds of the Bank and not from the funds of any other Person.

Section 2.12. Security.

@ The Authority hereby grants to the Bank a Lien on and pledge of Net
Pledged Revenues to secure the Reimbursement Obligations. The pledge of the Net
Pledged Revenues pursuant to this Section 2.12(a) is a valid and binding obligation of the
Authority, on a pari passu basis with the holders of all Notes and all other Subordinate
Obligations. No filing, registration, recording or publication of this Reimbursement
Agreement or the Trust Agreement or any other instrument nor any prior separation or
physical delivery of the Net Pledged Revenues is required to establish the pledge
provided for hereunder or under the Trust Agreement or to perfect, protect or maintain
the Lien created thereby on the Net Pledged Revenues to secure the Reimbursement
Obligations.

(b) The Authority hereby grants to the Bank a Lien on and pledge of the Net
Pledged Revenues to secure all Obligations of the Authority under this Reimbursement
Agreement and the Fee Agreement (other than Reimbursement Obligations) which such
Lien on and pledge of the Net Pledged Revenues shall be junior and subordinate in all
respects to the Liens on, security interests in and the pledges of the Net Pledged
Revenues set forth in the Trust Agreement and this Reimbursement Agreement, as
applicable, for the equal and proportionate benefit of and security of the Notes, all
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Subordinate Obligations and all Reimbursement Obligations. No filing, registration,
recording or publication of this Reimbursement Agreement or the Trust Agreement or
any other instrument nor any prior separation or physical delivery of the Net Pledged
Revenues is required to establish the pledge provided for under this Reimbursement
Agreement or the Trust Agreement or to perfect, protect or maintain the Lien created
thereby on the Net Pledged Revenues to secure the obligations hereunder.

ARTICLE Il

CONDITIONS PRECEDENT

Section 3.01. Conditions Precedent to Issuance of Letter of Credit. As conditions
precedent to the obligation of the Bank to issue the Letter of Credit, each of the following
conditions enumerated in this Section 3.01 shall have been fulfilled to the reasonable satisfaction
of the Bank and its counsel, Chapman and Cutler LLP. The Bank’s issuance of the Letter of
Credit shall evidence its agreement that such conditions have been met to the reasonable
satisfaction of the Bank and its counsel, or waived.

@ Representations. (i) There shall exist no Default or Event of Default nor
shall a Default or Event of Default result from the issuance of the Letter of Credit or the
execution, delivery or performance of this Reimbursement Agreement or any other
Related Document to which the Authority is a party and (ii) all representations and
warranties made by the Authority herein or in any of the other Related Documents to
which it is a party shall be true and correct with the same effect as though such
representations and warranties had been made at and as of such time.

(b) Other Documents. On the Closing Date, the Bank shall have received
certified or executed copies, as applicable, of each of the following documents, together
with a certificate of the Authority that all such documents are in full force and effect on
the Closing Date:

Q) The Related Documents;

(i) Resolutions of the Authority authorizing the Authority to enter into
this Reimbursement Agreement;

(iii)  An incumbency certificate with respect to the officers of the
Authority who are authorized to execute this Reimbursement Agreement and the
other Related Documents to which the Authority is a party;

(iv) A certificate from the Authority to the following effect:

(A)  The audited Authority Financial Statements as of June 30,
2016, including the balance sheet as of such date of said period, all
examined and reported on by Crowe Horwath LLP, as heretofore
delivered to the Bank correctly and fairly present the financial condition of
the Authority as of said dates and the results of the operations of the
Authority for such period, have been prepared in accordance with GAAP
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consistently applied except as stated in the notes thereto; and there has
been no material adverse change in the condition, financial or otherwise,
of the Authority since June 30, 2016, from that set forth in the Authority
Financial Statements as of, and for the period ended on, that date except as
otherwise disclosed to the Bank in writing.

(B) The Authority hereby makes to the Bank the same
representations and warranties as are set forth by the Authority in each
Related Document, which representations and warranties are true and
correct with the same effect as though such representations and warranties
had been made at and as of the date hereof.

(C)  All representations and warranties made by the Authority in
this Reimbursement Agreement are true and correct with the same effect
as though such representations and warranties had been made at and as of
the date hereof.

(D) No Default or Event of Default has occurred and is
continuing or would result from the issuance of the Letter of Credit or the
execution, delivery or performance of this Reimbursement Agreement or
the other Related Documents to which the Authority is a party.

(© Legal Opinions. The Bank shall have received (i) an opinion of bond
counsel to the Authority to the effect that this Reimbursement Agreement and the Fee
Agreement are the duly authorized, legal, valid and binding obligations of the Authority,
all in form and substance satisfactory to the Bank, addressed to the Bank and dated the
Closing Date and (ii) an opinion of counsel to the Authority in form and substance
satisfactory to the Bank, addressed to the Bank and dated the Closing Date.

(d) Certain Payments. The Authority shall have paid or cause to be paid all
fees due and payable on the Closing Date pursuant to the terms of the Fee Agreement and
this Reimbursement Agreement.

(e) Rating. (i) The Bank shall have received satisfactory evidence that the
Notes shall have been assigned short term ratings of “P-1” by Moody’s and “A-1" by
S&P, in each case, after taking into consideration the Letter of Credit, and (ii) the
Authority’s Senior Lien Bonds shall have been assigned long-term unenhanced ratings of
“Aal” by Moody’s and “AAA” by S&P.

)] CUSIP and Reimbursement Note Rating. The Bank shall have received
satisfactory evidence that (i) a CUSIP number has been obtained and reserved from S&P
CUSIP Services for the Reimbursement Note, and (ii) a long-term rating of at least
“Baa3” has been assigned to the Reimbursement Note by Moody’s.

(9) No Contravention. No law, regulation, ruling or other action of the United
States, the State of California or the State of New York or any political subdivision or
authority therein or thereof shall be in effect or shall have occurred, the effect of which
would be to prevent the Authority or the Bank from fulfilling its respective obligations
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under this Reimbursement Agreement, the Letter of Credit and the other Related
Documents; and

(h) Legal Requirements. All legal requirements provided herein incident to
the execution, delivery and performance of the Related Documents and the transactions
contemplated thereby, shall be reasonably satisfactory to the Bank and its counsel.

Section 3.02. Conditions Precedent to Liquidity Advances. Following any payment by
the Bank under the Letter of Credit pursuant to a Drawing, a Liquidity Advance shall be made
available to the Authority only if on the applicable Amortization Commencement Date the
following statements shall be true:

@ the representations and warranties of the Authority contained in Article 1V
of this Reimbursement Agreement and in the other Related Documents are correct in all
material respects on and as of the applicable Amortization Commencement Date as
though made on and as of such date;

(b) no Default or Event of Default shall have occurred and be continuing;

(© the interest rate applicable to Unreimbursed Drawings, Liquidity
Advances and other obligations owed to the Bank hereunder shall not be subject to any
limitation under the laws or Constitution of the State of California which would result in
the Maximum Rate being less than 25% per annum (as demonstrated by delivery to the
Bank of either (i) a written certificate of the Authority representing that the foregoing is
true on the related Amortization Commencement Date or (ii) an opinion of counsel to the
Authority opining that the foregoing is true on the related Amortization Commencement
Date); and

(d) the Program Termination Date shall not have occurred on or prior to such
date.

Unless the Authority shall have previously advised the Bank in writing that one or more
of the above statements is no longer true, the Authority shall be deemed to have represented and
warranted on each Amortization Commencement Date that both of the above statements are true
and correct.

ARTICLE IV

REPRESENTATIONS AND WARRANTIES

In order to induce the Bank to enter into this Reimbursement Agreement and to issue the
Letter of Credit, the Authority represents and warrants to the Bank as follows:

Section 4.01. Organization, Powers, Etc. The Authority (i) is a public entity established
pursuant to the laws of the State of California validly organized and existing under and by virtue
of the laws of the State of California, (ii) has full power and authority to own its properties and
carry on its business as now conducted, (iii) has full power and authority to execute (or adopt, if
applicable), deliver and perform its obligations under this Reimbursement Agreement and the
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other Related Documents, to borrow hereunder and to execute, deliver and perform its
obligations under the Notes and (iv) may only contest the validity or enforceability of any
provision of, or deny that the Authority has any liability or obligation under, the Act, Ordinance
No. 16, this Reimbursement Agreement, any Note or any other Related Document by an act of
its governing body.

Section 4.02. Authorization, Absence of Conflicts, Etc. The execution (or adoption, if
applicable), delivery and performance of this Reimbursement Agreement, the Notes and the
other Related Documents (i) have been duly authorized by the Authority, (ii) do not and will not,
to any material extent, conflict with, or result in violation of any applicable provision of law,
including the Act and Ordinance No. 16, or any order, rule or regulation of any court or other
agency of government and (iii) do not and will not, to any material extent, conflict with, result in
a violation of or constitute a default under, the Senior Trust Agreement or the Trust Agreement
or any other resolution, agreement or instrument to which the Authority is a party or by which
the Authority or any of its property is bound.

Section 4.03. Governmental Consent or Approval. The execution (or adoption, if
applicable), delivery and performance of this Reimbursement Agreement, the Notes and the
other Related Documents do not and will not require registration with, or the consent or approval
of, or any other action by, any federal, state or other Governmental Authority or regulatory body
other than those which have been made or given and are in full force and effect; provided that no
representation is made as to any blue sky or securities law of any jurisdiction.

Section 4.04. Binding Obligations. This Reimbursement Agreement, the Notes and the
other Related Documents are legal, valid and binding obligations of the Authority, enforceable
against the Authority in accordance with their terms, subject to any applicable bankruptcy,
insolvency, debt adjustment, moratorium, reorganization or other similar laws, judicial discretion
and principles of equity relating to or affecting creditors’ rights or contractual obligations
generally or limitations on remedies against public entities in the State of California.

Section 4.05. Litigation. There is no action or investigation pending or, to the
knowledge of the Authority, threatened, against the Authority before any court or administrative
agency which questions the validity of any act or the validity of any proceeding taken by the
Authority in connection with the execution and delivery of this Reimbursement Agreement, the
Notes or the other Related Documents, or wherein an unfavorable decision, ruling or finding
would in any way adversely affect (A) the validity or enforceability of this Reimbursement
Agreement, the Notes or the other Related Documents, (B) the validity, enforceability or
perfection of the pledge of and lien on the Net Pledged Revenues and on the amounts held in
Funds, Accounts and Subaccounts under the Trust Agreement, (C) the status of the Authority as
a public entity created and validly existing under the laws of the State of California or (D) the
exemption of interest on the Tax-Exempt Notes from the gross income of the recipients thereof
for federal income tax purposes. To the knowledge of the Authority, there is no action, pending
or threatened, which questions the validity of the Act, Ordinance No. 16 or the Proposition A
Sales Tax nor is there any pending initiative or referendum qualified for the ballot which would
seek to amend, annul, modify or replace the Act or Ordinance No. 16 or to diminish or reallocate
the Proposition A Sales Tax.
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Section 4.06. Financial Condition. All of the Authority’s financial statements that have
been furnished to the Bank have been prepared in conformity with GAAP (except as noted
therein) and are comprised of a balance sheet and a statement of revenues and expenditures and
changes in fund balances. All of such financial statements accurately present, in all material
respects, the financial condition of the Authority, including the Pledged Revenues as of the dates
thereof, and other than as has been disclosed to the Bank, there has been no material adverse
changes in the business or affairs of the Authority or with respect to the Pledged Revenues since
the date the last such report was so furnished to the Bank.

Section 4.07. Offering Memorandum. Upon the preparation of the Offering
Memorandum, which will be prepared and distributed prior to the issuance of any Notes, the
Authority will represent and warrant to the Bank on the date of distribution of the Offering
Memorandum as follows:

The information contained in the Offering Memorandum was as of the date thereof, and
is as of the date hereof, true and correct in all material respects. The Authority makes no
representation or warranty as to information in the Offering Memorandum under
Appendix A and Appendix C to the Offering Memorandum.

Section 4.08. Related Documents. Each of the Related Documents is in full force and
effect. Except as previously disclosed in writing to the Bank, no event of default and no event
which, with the giving of notice, the passage of time or both, would constitute an event of
default, presently exists under any of the Related Documents. Except as previously disclosed in
writing to the Bank, neither the Authority nor any other party thereto has waived or deferred
performance of any material obligation under any Related Document.

Section 4.09. Incorporation of Representations and Warranties. The Authority hereby
makes to the Bank the same representations and warranties as are set forth by the Authority in
each Related Document, which representations and warranties, as well as the related defined
terms contained therein, are hereby incorporated by reference for the benefit of the Bank with the
same effect as if each and every such representation and warranty and defined term were set
forth herein in its entirety. No amendment to such representations and warranties or defined
terms made pursuant to any Related Document shall be effective to amend such representations
and warranties and defined terms as incorporated by reference herein without the prior written
consent of the Bank.

Section 4.10. Margin Regulations. The Authority is not engaged in the business of
extending credit for the purpose of purchasing or carrying margin stock (within the meaning of
Regulation U or X of the Board of Governors of the Federal Reserve System), and no part of the
proceeds furnished by the Bank pursuant to a Drawing under the Letter of Credit will be used to
purchase or carry any margin stock or to extend credit to others for the purpose of purchasing or
carrying any margin stock.

Section 4.11. No Event of Default. No Event of Default or Default has occurred and is
continuing.
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Section 4.12. The Notes. Each Note will be duly issued under the Trust Agreement and
will be entitled to the benefits thereof.

Section 4.13. Security; Pledge of Net Pledged Revenues Securing Reimbursement
Obligations. The Notes and all Reimbursement Obligations are secured by a first lien on and
pledge of Net Pledged Revenues pursuant to Section 4.01 of the Subordinate Trust Agreement.
The pledge of the Net Pledged Revenues under the Trust Agreement is a valid and binding
obligation of the Authority, on a pari passu basis with the holders of all Subordinate Obligations,
subject to any applicable bankruptcy, insolvency, debt adjustment, moratorium, reorganization or
other similar laws, judicial decisions and principles of equity relating to or affecting creditors’
rights or contractual obligations generally or limitations of remedies against public entities in
California. All other Obligations (other than Reimbursement Obligations) of the Authority under
this Reimbursement Agreement and the Fee Agreement are secured by a Lien on the Net Pledged
Revenues subordinate in all respects to the Notes and the Reimbursement Obligations. No filing,
registration, recording or publication of the Trust Agreement or any other instrument nor any
prior separation or physical delivery of the Net Pledged Revenues is required to establish the
pledge provided for under the Trust Agreement or to perfect, protect or maintain the Lien created
thereby on the Net Pledged Revenues and amounts held under the Trust Agreement in Funds,
Accounts or Subaccounts to secure the Notes and the Reimbursement Obligations.

Section 4.14. Sovereign Immunity. The Authority is subject to claims and to suit for
damages in connection with its obligations under this Reimbursement Agreement pursuant to and
in accordance with the laws of the State of California applicable to public entities such as the
Authority; provided, however, that a claimant shall be required to comply with the provisions of
the Tort Claims Act set forth in California Government Code Section 810 et seq. in tort or
contract suits, actions or proceedings brought against the Authority.

Section 4.15. Accurate Information. All information, reports and other papers and data
with respect to the Authority furnished to the Bank, at the time the same were so furnished, were
accurate in all material respects. Any financial, budget and other projections furnished to the
Bank were prepared in good faith on the basis of the assumptions stated therein, which
assumptions were fair and reasonable in light of conditions existing at the time of delivery of
such financial, budget or other projections.

Section 4.16. Pari Passu. Under the laws of the State of California, the obligation of the
Authority under this Reimbursement Agreement to pay interest at the Bank Rate on all
Reimbursement Obligations due and owing the Bank hereunder constitutes a charge and lien on
the Net Pledged Revenues equal to and on a parity with the charge and lien upon the Net Pledged
Revenues for the payment of the Notes (as defined in the First Supplemental Subordinate Trust
Agreement).

Section 4.17. Maximum Rate. The terms of this Agreement and the other Related
Documents regarding the calculation of interest and fees do not violate any applicable usury
laws.

Section 4.18. No Proposed Legal Changes.
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€)) To the best knowledge of the Authority, there is no proposed amendment
to the Constitution of the State of California or any published administrative
interpretation of the Constitution of the State of California or any State of California law,
or any proposition or referendum (or proposed proposition or referendum) or other ballot
initiative or any legislation that has passed either house of the State legislature, or any
published judicial decision interpreting any of the foregoing, the effect of which could
reasonably be expected to have a Material Adverse Effect.

(b) There is no amendment to the Constitution of the State of California or
any published administrative interpretation of the Constitution of the State of California
or any State of California law, or any proposition or referendum (or proposed proposition
or referendum) or other ballot initiative or any legislation that has passed either house of
the State legislature, or any published judicial decision interpreting any of the foregoing,
the effect of which could reasonably be expected to have a Material Adverse Effect.

Section 4.19. Valid Lien. The Authority’s irrevocable pledge of the Net Pledged
Revenues and amounts hereunder and under the Trust Agreement and in the Funds, Accounts
and Subaccounts under the Trust Agreement to and for the payment of the obligations of the
Authority under this Reimbursement Agreement and for the payment of the Notes, the
Reimbursement Obligations and the other Obligations is valid and binding and no further acts,
instruments, approvals or consents are necessary for the creation, validity or perfection thereof.
The provisions of the Trust Agreement constitute a contract between the Authority and the Note
owners and the Bank, and any such Note owner, subject to the provisions of the Trust
Agreement, and the Bank, may at law or in equity, by suit, action, mandamus or other
proceedings, enforce and compel the performance of all duties required to be performed by the
Authority as a result of issuing the Notes.

Section 4.20. ERISA; Plans; Employee Benefit Plans. The Authority is not subject to
ERISA and maintains no Plans.

Section 4.21. Solvency. After giving effect to the issuance of the Notes and the other
obligations contemplated by this Reimbursement Agreement and the Fee Agreement, the
Authority is solvent, having assets of a fair value which exceeds the amount required to pay its
debts (including contingent, subordinated, unmatured and unliquidated liabilities) as they
become absolute and matured, and the Authority is able to and anticipates that it will be able to
meet its debts as they mature and has adequate capital to conduct its business in which it is
engaged.

Section 4.22. Environmental Laws. (i) The Authority and its Property have not become
subject to any Environmental Liability nor does the Authority know of any basis for any
Environmental Liability, (ii) the Authority has not received notice to the effect that any of the
Authority’s Property or its operations are not in compliance with any of the requirements of any
Environmental Laws or any applicable federal, state or local health and safety statutes and
regulations or are the subject of any governmental investigation evaluating whether any remedial
action is needed to respond to a release of any toxic or hazardous waste or substance into the
environment, and (iii) to the best of the knowledge of the Authority, the Authority and its
Property are in compliance with all Environmental Laws and the Authority has obtained and
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maintains or complies with any permit, license or other approval required under any
Environmental Law, in each of (i), (ii) and (iii) above, except with respect to any matters that,
individually or in the aggregate, could not reasonably be expected to result in a Material Adverse
Effect.

Section 4.23. No Existing Right to Accelerate. As of the Closing Date, other than in
accordance with the terms of the Trust Agreement or as a result of an “event of default”
thereunder, no Person, including, without limitation, a credit facility provider or a liquidity
provider, either of which provides credit enhancement or liquidity support to any Senior Lien
Bonds or Subordinate Obligations, has a right under any indenture or any supplemental indenture
relating to any Senior Lien Bonds or Subordinate Obligations or any other document or
agreement relating to any Senior Lien Bonds or Subordinate Obligations, to direct the Trustee or
any other Person to declare the principal of and interest on any Senior Lien Bonds or Subordinate
Obligations to be immediately due and payable.

Section 4.24. Anti-Terrorism Laws. Neither the Authority nor any Affiliates thereof is in
violation of any Laws relating to terrorism or money laundering (“Anti-Terrorism Laws”),
including Executive Order No. 13224 on Terrorist Financing, effective September 24, 2001 (the
“Executive Order”), and the Patriot Act;

@ neither the Authority nor any Affiliate thereof is any of the following:

Q) a Person that is listed in the annex to, or is otherwise subject to the
provisions of, the Executive Order;

(i) aPerson owned or controlled by, or acting for or on behalf of, any
Person that is listed in the annex to, or is otherwise subject to the provisions of,
the Executive Order;

(iii)  a Person with which the Bank is prohibited from dealing or
otherwise engaging in any transaction by any Anti-Terrorism Law;

(iv) a Person that commits, threatens or conspires to commit or
supports “terrorism” as defined in the Executive Order; or

(V) a Person that is named as a “specially designated national and
blocked person” on the most current list published by the Office of Foreign Asset
Control (“OFAC”) or any list of Persons issued by OFAC pursuant to the
Executive Order at its official website or any replacement website or other
replacement official publication of such list; and

(b) to the best knowledge of the Authority, neither the Authority nor any
Affiliate thereof (A) conducts any business or engages in making or receiving any
contribution of funds, goods or services to or for the benefit of any Person described in
subsection (i) above, (B) deals in, or otherwise engages in any transaction relating to, any
property or interests in property blocked pursuant to the Executive Order or (C) engages
in or conspires to engage in any transaction that evades or avoids, or has the purpose of
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evading or avoiding, or attempts to violate, any of the prohibitions set forth in any Anti-
Terrorism Law.

ARTICLE V

AFFIRMATIVE COVENANTS

Section 5.01. Covenants of the Authority. Until the termination of the Letter of Credit
and the payment in full to the Bank of all amounts payable to the Bank hereunder and under the
Fee Agreement, the Authority hereby covenants and agrees that it will:

@) Notice of Default. As promptly as practical after the date the Authority
shall have obtained knowledge of the occurrence of either an Event of Default or a
Default or breach of this Reimbursement Agreement or the Trust Agreement, provide
notice of the same to the Bank and, in each case, provide to the Bank the written
statement of the Authority setting forth the details of each such event and the action
which the Authority proposes to take with respect thereto;

(b) Annual Reports; Semi Annual Reports; Quarterly Statements, Budgets.

Q) Annual Reports. Within one hundred and ninety five (195) days
after the end of each Fiscal Year of the Authority, provide to the Bank audited
financial statements consisting of a balance sheet and a statement of revenues,
expenditures and changes in fund balances of the Authority, including the Net
Pledged Revenues for such Fiscal Year, setting forth in comparative form the
corresponding figures (if any) for the preceding Fiscal Year, all in reasonable
detail, and accompanied by an unqualified opinion of a nationally recognized
independent certified public accounting firm stating that they have been prepared
in accordance with GAAP and accompanied by a certification from the Chief
Executive Officer of the Authority, the Deputy Chief Executive Officer of the
Authority of the Authority, the Chief Financial Officer of the Authority or the
Treasurer of the Authority addressed to the Bank stating that neither an Event of
Default nor a Default has occurred which was continuing at the end of such Fiscal
Year or on the date of his or her certification, or, if such an event has occurred
and was continuing at the end of such Fiscal Year or on the date of his or her
certification, indicating the nature of such event and the action which the
Authority proposes to take with respect thereto.

(i) Semi-annual Financial Statements. As soon as available, and in
any event within one hundred (100) days after each June 30 and December 31,
provide to the Bank the unaudited financial statements of the Authority including
the balance sheet as of each June 30 and December 31 and a statement of income
and expenses, all in reasonable detail and accompanied by a certification from the
Chief Executive Officer of the Authority, the Deputy Chief Executive Officer of
the Authority of the Authority, the Chief Financial Officer of the Authority or the
Treasurer of the Authority addressed to the Bank stating that neither an Event of
Default, nor a Default has occurred which was continuing at the end of such six
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month period or on the date of his or her certification, or, if such an event has
occurred and was continuing at the end of such six month period or on the date of
his or her certification, indicating the nature of such event and the action which
the Authority proposes to take with respect thereto.

(i) Quarterly Statements. As soon as available, and in any event
within fifteen (15) days after the end of each March 31 (such quarterly period to
include each day from and including January 1st of each year to and including
March 31st of each year), July 1 (such quarterly period to include each day from
and including April 1st of each year to and including July 1st of each year),
September 30 (such quarterly period to include each day from and including July
1st of each year to and including September 30th of each year) and January 1
(such quarterly period to include each day from and including October 1st of each
year to and including January 1st of each year), provide to the Bank a statement of
(a) the amount of all Proposition A Sales Tax received by the Authority or the
Senior Trustee, on behalf of the Authority, during such fiscal quarter and all such
amounts that are available to make debt service payments on the Senior Lien
Bonds, Second Tier Obligations and Subordinate Obligations, (b) the amount of
all Proposition A Sales Tax received by the Authority or the Senior Trustee, on
behalf of the Authority, during the twelve (12) months ended as of the end of such
fiscal quarter and all such amounts that are available to make debt service
payments on the Senior Lien Bonds, Second Tier Obligations and Subordinate
Obligations (such amounts available to make debt service payments, the “Annual
Historical Proposition A Sales Tax Receipts”), (c¢) the amount of all payments of
principal of and interest on the Senior Lien Bonds, Second Tier Obligations and
Subordinate Obligations (the “Annual Historical Proposition A Debt Service
Payments”) during the twelve (12) months ended as of the end of each January 1,
March 31, July 1 and September 30, (d) a projection by the Authority of the
amount of principal and interest coming due on the Senior Lien Bonds, Second
Tier Obligations and the Subordinate Obligations for the five (5) years after the
end of each January 1, March 31, July 1 and September 30 (with respect to any
Senior Lien Bonds, Second Tier Obligations or Subordinate Obligations bearing
interest at variable rates of interest or with respect to which other payments may
be made subject to the occurrence of contingencies, the Authority may provide for
such assumptions as the Authority determines are reasonable under the
circumstances), and (e) a calculation (the “Calculation Ratio”) showing the ratio
(the “Historical Ratio”) that the Annual Historical Proposition A Sales Tax
Receipts bear to the Annual Historical Proposition A Debt Service Payments after
the end of each January 1, March 31, July 1 and September 30;

(©) Offering Circulars and Material Event Notices. Within ten (10) days after
the issuance of any securities payable from Pledged Revenues senior to or on a parity
with the Notes or Net Pledged Revenues by the Authority with respect to which a final
official statement or other offering circular has been prepared by the Authority, provide
the Bank with a copy of such official statement or offering circular;
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(d) Notice of Adverse Change. Notify the Bank as soon as possible after the
Treasurer of the Authority acquires knowledge of the occurrence of (i) the filing of a
complaint against the Authority in any court or administrative agency, where the amount
claimed is in excess of Fifteen Million Dollars ($15,000,000) and which is payable from
Pledged Revenues, (ii) the filing of any action which could lead to an initiative or
referendum which could annul, amend, modify or replace the Act or Ordinance No. 16 or
which could lead to the diminution or reallocation of the Proposition A Sales Tax, (iii)
any action, suit, proceeding, inquiry or investigation before or by any court, public board
or body pending or threatened wherein an unfavorable decision, ruling or finding could
have a Material Adverse Effect or (iv) any other event which, in the reasonable judgment
of the Authority, is likely to have a Material Adverse Effect;

(e Other Information. Provide to the Bank such other information respecting
the business affairs, financial condition and/or operations of the Authority, as the Bank
may from time to time reasonably request;

U] Inspections; Discussion. Permit the Bank or its representatives, at any
reasonable time during normal business hours and from time to time at the request of the
Bank to the extent that the Authority is not legally precluded from permitting access
thereto: to visit and inspect the properties of the Authority; to examine and make copies
of and take abstracts from the records and books of account of the Authority; and to
discuss the affairs, finances and accounts of the Authority with the appropriate officers of
the Authority; provided that, if required by the Authority, as a condition to the Bank
being permitted by the Authority to make or conduct any such visit, inspection,
examination or discussion, the Bank shall certify to the Authority that the same is being
made or conducted solely in order to assist the Bank in evaluating its position under this
Reimbursement Agreement;

(9) Further Assurances. Take any and all actions necessary or reasonably
requested by the Bank to (i) perfect and protect, any lien, pledge or security interest or
other right or interest given, or purported to be given to the Bank or any other Person
under or in connection with this Reimbursement Agreement or the other Related
Documents, (ii) enable the Bank to exercise or enforce its rights under or in connection
with this Reimbursement Agreement or (iii) allow the Bank to pledge the Reimbursement
Note to any Federal Reserve Bank;

(h) Taxes and Liabilities. Pay all its indebtedness and obligations promptly
and in accordance with their terms and pay and discharge or cause to be paid and
discharged promptly all taxes, assessments and governmental charges or levies imposed
upon it or upon its income and profits, or upon any of its property, real, personal or
mixed, or upon any part thereof, before the same shall become in default, which default
could have a Material Adverse Effect; provided that the Authority shall have the right to
defer payment or performance of obligations to Persons other than the Bank so long as it
is contesting in good faith the validity of such obligations by appropriate legal action and
no final order or judgment has been entered with respect to such obligations;
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0] Dealer.

Q) Not, without the prior written consent of the Bank, appoint or
permit the appointment of a successor Dealer. The Authority shall at all times
maintain a Dealer under the First Supplemental Subordinate Trust Agreement. If
the Dealer fails to sell Notes (the proceeds of which will be used to pay a
Liquidity Advance or an Unreimbursed Drawing) after any Unreimbursed
Drawing for thirty (30) consecutive days, then the Authority agrees, at the written
request of the Bank, to cause the Dealer to be replaced with a Dealer reasonably
satisfactory to the Bank. Any dealer agreement with a successor Dealer shall
provide that (a) such dealer may resign upon at least sixty (60) days prior written
notice to the Authority, the Trustee, the Paying Agent and the Bank, and (b) such
dealer shall use its best efforts to remarket the Notes without regard to the Bank
Rate (i.e., whether or not the rate to be borne by the Notes is less than the Bank
Rate) up to the maximum rate as required under the Related Documents.

(i) The Authority covenants that it will not agree to permit any Dealer
to resign with fewer days notice then is specified in the Dealer Agreement and not
prior to providing such prior written notice to the Authority, the Bank, the Paying
Agent and the Trustee; provided, however, that the Dealer may resign by giving
only thirty (30) days prior written notice to the Bank, the Paying Agent and the
Trustee in the event the Authority has provided a substitute dealer reasonably
satisfactory to the Bank prior to such thirtieth (30th) day.

(iii)  Any Dealer shall have capital of not less than $500,000,000, and
such Dealer or its parent organization shall have an underlying rating from
Moody’s and S&P of at least “A3” (or its equivalent) and “A-" (or its equivalent),
respectively;

() Alternate Letter of Credit. Use its best efforts to obtain an Alternate Letter
of Credit to replace the Letter of Credit in the event the Bank shall determine not to
extend the Stated Expiration Date. The Authority agrees to obtain an Alternate Letter of
Credit to replace the Letter of Credit in the event the Authority terminates this
Reimbursement Agreement pursuant to the terms hereof. The Authority agrees that, as a
condition to the effectiveness of the Alternate Letter of Credit, the issuer of the Alternate
Letter of Credit will provide funds, to the extent necessary, in addition to other funds
available, on the date the Alternate Letter of Credit becomes effective for the satisfaction
of all outstanding Reimbursement Obligations through the date the Alternative Letter of
Credit becomes effective. On such date, the Authority shall pay in full all other amounts
due under this Reimbursement Agreement (including the Excess Interest Fee Amount to
the extent permitted by law and unpaid interest thereon); or

(K) Paying Agent and Trustee. Without the prior written consent of the Bank,
which consent shall not be unreasonably withheld, conditioned or delayed, not take any
action or refrain from taking any action that results in a change of the Paying Agent or
the Trustee. Any Paying Agent and Trustee shall have capital of not less than
$500,000,000, and any such Paying Agent or Trustee or its respective parent organization
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shall have an underlying rating from Moody’s and S&P of at least “A2” (or its
equivalent) and “A” (or its equivalent), respectively.

Q) Incorporation of Covenants. The covenants of the Authority set forth in
each of the Related Documents to which the Authority is a party are hereby incorporated
by reference in this Reimbursement Agreement for the benefit of the Bank. To the extent
that any such incorporated provision permits any Person to waive compliance with or
consent to such provision or requires that a document, opinion, report or other instrument
or any event or condition be acceptable or satisfactory to any Person, for purposes of this
Reimbursement Agreement, such compliance shall be waived, or such provision shall be
consented to, only if it is waived or consented to, as the case may be, by the Bank and
such document, opinion, report or other instrument shall be acceptable or satisfactory to
the Bank. No amendment to such covenants (or the defined terms relating thereto) made
pursuant to the Related Documents, which could reasonably be expected to have a
Material Adverse Effect, shall be effective to amend such incorporated covenants without
the prior written consent of the Bank.

(m)  Book-Entry Eligibility. The Authority covenants that at all times from and
including the Closing Date until and including the date of maturity of the Notes, the
Authority shall use commercially reasonable efforts to cause the Notes to be eligible for,
and to be registered with, DTC’s book-entry delivery services and that such registration
with DTC shall not be discontinued without the Bank’s prior written consent.

(n)  Waiver of Sovereign Immunity. The Authority hereby agrees not to assert
the defense of any future right of sovereign or governmental immunity in any legal
proceeding to enforce or collect upon the obligations of the Authority under this
Reimbursement Agreement or the transactions contemplated hereby.

(o) Credit Facilities.

Q) In the event that the Authority shall, directly or indirectly, enter
into or otherwise consent to any Bank Agreement, which such Bank Agreement
provides such Person with additional or more restrictive covenants (except any
covenants with respect to any fees payable by the Authority hereunder or under
the Fee Agreement) and/or additional or more restrictive events of default
(collectively, the “Additional Rights”) than are provided to the Bank in this
Reimbursement Agreement, then, upon the occurrence of an event of default
(without regard to a waiver of such event of default) under such agreement (or
amendment thereto) caused by such Additional Rights, such Additional Rights
shall automatically be deemed to be incorporated into this Reimbursement
Agreement and the Bank shall have the benefits of such Additional Rights;
provided, however, that such Additional Rights shall automatically be deemed to
be incorporated into this Reimbursement Agreement and the Bank shall have the
benefits of such Additional Rights only from and after the occurrence of an event
of default under the related Bank Agreement caused by the Additional Rights or a
failure by the Authority to comply with such Additional Rights. The Authority
shall promptly, upon the occurrence of an event of default (without regard to a
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waiver of such event of default) under the related Bank Agreement caused by
such Additional Rights or a failure by the Authority to comply with such
Additional Rights, enter into an amendment to this Reimbursement Agreement to
include such Additional Rights, provided that the Bank shall maintain the benefit
of such Additional Rights even if the Authority fails to provide such amendment.
If the Authority shall amend the Bank Agreement such that it no longer provides
for such Additional Rights, then, without the consent of the Bank, this
Reimbursement Agreement shall automatically no longer contain the related
Additional Rights and the Bank shall no longer have the benefits of any of the
related Additional Rights.

(i) In the event that (A) the Authority shall enter into or otherwise
consent to any Bank Agreement, which such Bank Agreement provides for any
term or provision which permits any outstanding advance, loan or drawing to be
amortized over a period shorter than the Amortization Period set forth in Section
2.03(b) hereof (such shorter amortization period, the “Shorter Amortization
Period”) and (B) the Calculation Ratio delivered with respect to the end of the
immediately preceding fiscal quarter pursuant to Section 5.01(b)(iii) shows an
Historical Ratio of 130% or less, then, until the Authority delivers a Calculation
Ratio showing the Historical Ratio to be greater than 130%, this Reimbursement
Agreement shall automatically be deemed to be amended such that the
Amortization Period set forth in Section 2.03(b) hereof shall be such Shorter
Amortization Period. Upon the occurrence of the conditions set forth in the
immediately preceding sentence, the Authority shall promptly enter into an
amendment to this Reimbursement Agreement such that the Amortization Period
equals such Shorter Amortization Period, provided that the Amortization Period
shall equal the Shorter Amortization Period regardless of whether this
Reimbursement Agreement is amended. If the Authority shall amend the Bank
Agreement such that it no longer provides for an amortization of the related
advance, loan or Drawing for a period less than the Amortization Period, then,
without the consent of the Bank, the Amortization Period shall once again equal
the period provided in Section 2.03(b) hereof.

(p) Right to Accelerate. In the event that the Authority shall, directly or
indirectly, enter into or otherwise consent to any Bank Agreement, which such Bank
Agreement includes the right to accelerate the payment of the principal of or interest on
any series of Senior Lien Bonds or Subordinate Obligations, the Bank shall be deemed to
have the right to accelerate the payment of principal of and interest on any outstanding
Reimbursement Obligations (and all other obligations due and owing hereunder and
under the Reimbursement Note and under the Fee Agreement) upon the occurrence and
during the continuance of an event of termination or an event of default under such Bank
Agreement permitting an acceleration of such bonds or debt. The Authority shall
promptly, upon the occurrence of the Authority entering into an agreement (or
amendment thereto) which provides for the right to accelerate any Senior Lien Bonds or
Subordinate Obligations, enter into an amendment to this Reimbursement Agreement to
include a provision which permits the Bank to accelerate outstanding Reimbursement
Obligations (and all other obligations due and owing hereunder, under the
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Reimbursement Note and under the Fee Agreement), provided that the Bank shall
maintain the benefit of such provision even if the Authority fails to provide such
amendment. The release, termination or other discharge of such other documentation that
provides for acceleration of any Senior Lien Bonds or Subordinate Obligations, shall be
effective to amend, release, terminate or discharge (as applicable) such provision as
incorporated by reference herein without the consent of the Bank.

(a) Historical Debt Service Coverage Ratio. As of each of January 1, March
31, July 1 and September 30, the Authority shall maintain a ratio of (i) Annual Historical
Proposition A Sales Tax Receipts to (ii) Annual Historical Proposition A Debt Service
Payments (excluding any termination payment under any Interest Rate Protection
Agreement paid by the Authority during such Fiscal Year and any principal maturities of
commercial paper notes issued under the Trust Agreement and maturing during such
Fiscal Year if such principal maturities are paid with the proceeds of (x) “rollover”
commercial paper notes issued pursuant to the Trust Agreement during such Fiscal Year
or (y) a draw under a credit or liquidity facility) (such ratio and any ratio of similar effect
are referred to herein as a “Historical Debt Service Coverage Ratio”) of not less than 1.80
to 1.00; provided, however, that in the event the Authority shall, directly or indirectly,
enter into or otherwise consent to any Bank Agreement, which such Bank Agreement
provides such Person with a covenant that requires the Authority to maintain a Historical
Debt Service Coverage Ratio greater than 1.80 to 1.00, then this Section 5.01(q) shall be
deemed to be amended to include such more restrictive Historical Debt Service Coverage
Ratio for so long as such Bank Agreement remains in effect.

)] Receipt and Deposit of Pledged Revenues. The Authority shall use its best
efforts to assure that the Board of Equalization pays the Pledged Tax directly to the
Senior Trustee on a monthly basis; and if at any time any Pledged Tax is paid to the
Authority by the Board of Equalization instead of being paid directly to the Senior
Trustee, immediately upon receipt, the Authority shall transfer such Pledged Tax to the
Senior Trustee for credit to the Revenue Fund held under the Senior Trust Agreement;
and during such time as such Pledged Tax is held by the Authority (prior to transfer to the
Senior Trustee), such Pledged Tax will be impressed with a trust and held for the
bondholders under the Senior Trust Agreement and, to the extent such amounts exceed
amounts required to be deposited in the funds held under the Senior Trust Agreement, in
trust for the holders of the Subordinate Obligations including, without limitation, the
holders of the Reimbursement Notes.

ARTICLE VI

NEGATIVE COVENANTS

Section 6.01. Negative Covenants of the Authority. Until the termination of the Letter of
Credit and this Reimbursement Agreement and the payment in full to the Bank of all amounts
payable to the Bank hereunder, the Authority hereby covenants and agrees that it will not:

@ Compliance With Laws, Etc. Violate any laws, rules, regulations, or
governmental orders to which it is subject and of which it is aware after diligent inquiry,

43



which violation involves a reasonable likelihood of materially and adversely affecting its
financial condition;

(b)  Amendments. Modify, amend or supplement, or give any consent to any
modification, amendment or supplement or make any waiver with respect to, any
provision of any Related Document without the prior written consent of the Bank;
provided, however, that nothing contained in this Section 6.01(b) shall require the
consent of the Bank to the execution and delivery of supplements to the Senior Trust
Agreement or the Trust Agreement that are made solely for the purpose of specifying the
terms of additional Debt issued in accordance with the terms thereof and of Section
6.01(f) of this Reimbursement Agreement;

(c) Affiliates. Unless expressly permitted by law, permit the Dealer to sell
Notes to the Authority or an Affiliate of the Authority;

(d) Liens, Etc. Create or suffer to exist any Lien upon or with respect to any
of the funds or accounts created under the Trust Agreement except those Liens
specifically permitted under the Trust Agreement; provided, however, that in no event
will the Authority permit any Lien upon the Pledged Revenues or Net Pledged Revenues
securing any termination payment pursuant to any Interest Rate Protection Agreement to
be senior to the Lien on Net Pledged Revenues securing the Notes, the Reimbursement
Note and the other Reimbursement Obligations other than Interest Rate Agreements that
are outstanding as of the Closing Date and as otherwise consented to in writing by the
Bank;

(e Certain Information. Include in an offering document for the Notes (or
any other offering document) any information concerning the Bank (other than
identifying the Bank as a party to this Reimbursement Agreement and the issuer of the
Letter of Credit) that is not supplied in writing, or otherwise consented in writing, by the
Bank expressly for inclusion therein. Except as may be required by law (including, but
limited to, federal and state securities laws), the Authority shall not use the Bank’s name
in any published materials (other than the Authority’s staff reports, annual statements,
audited financial statements, rating agency presentations) without the prior written
consent of the Bank (which consent shall not be unreasonably withheld); provided that,
without the prior written consent of the Bank, the Authority may identify the Bank as a
party to this Reimbursement Agreement and as the issuer of the Letter of Credit, the
stated amount of the Letter of Credit, the expiration date of the Letter of Credit and that
the Authority’s obligations under this Agreement are secured by Net Pledged Revenues
in offering documents with respect to the Senior Lien Bonds and the Subordinate
Obligations, so long as no other information relating to this Reimbursement Agreement,
the Fee Agreement or the Bank is disclosed in such offering documents without the prior
written consent of the Bank.

From time to time, the Authority expects to publish offering documents with
respect to the Notes that will require the Authority to include therein certain information
about the Bank. At the reasonable request of the Authority, the Bank will provide the
Authority with updated information about the Bank of the type included in Appendix A
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to the Offering Memorandum under the caption [“Certain Information Regarding the
Banks — Citibank, N.A.”] in the Offering Memorandum for inclusion in such offering
documents; or

()] Additional Debt.

Q) (A) In addition to the requirements set forth in Section 2.11 of the
Senior Trust Agreement and Section 2.09 of the Subordinate Trust Agreement,
issue any additional Senior Lien Bonds, Second Tier Obligations or Subordinate
Obligations until there shall first be delivered to the Senior Trustee or the Trustee,
as applicable, a certificate prepared by a Consultant showing that the Pledged Tax
collected for any 12 consecutive months out of the 18 consecutive months
immediately preceding the issuance of the proposed Senior Lien Bonds, Second
Tier Obligations or Subordinate Obligations was at least equal to 180% of
Projected Maximum Total Annual Debt Service for all Senior Lien Bonds,
Second Tier Obligations, and Subordinate Obligations which will be Outstanding
immediately after the issuance of the proposed Senior Lien Bonds, Second Tier
Obligations or Subordinate Obligations.

(B)  Notwithstanding the foregoing, in the event that the Authority
shall, directly or indirectly, enter into or otherwise consent to any Bank
Agreement, which such Bank Agreement provides such Person with a covenant
that restricts the issuance of additional Senior Lien Bonds, Second Tier
Obligations or Subordinate Obligations based upon satisfaction of a condition
precedent that the Pledged Tax collected for any 12 consecutive months out of the
18 consecutive months immediately preceding the issuance of the proposed
Senior Lien Bonds, Second Tier Obligations or Subordinate Obligations be a
greater percentage than 180% (any such greater percentage referred to herein as a
“More Stringent Additional Debt Percentage”) of the Projected Maximum Total
Annual Debt Service for all Senior Lien Bonds, Second Tier Obligations, and
Subordinate Obligations which will be Outstanding immediately after the
issuance of the proposed Senior Lien Bonds, Second Tier Obligations or
Subordinate Obligations, then the percentage set forth in Section 6.01(f)(i)(A)
shall be deemed to be amended or replaced with the More Stringent Additional
Debt Percentage on the issuance of any additional Senior Lien Bonds, Second
Tier Obligations or Subordinate Obligations for so long as such Bank Agreement
remains in effect.

(i) The Authority shall deliver to the Bank the certificate set forth in
Section 6.01(f)(i) hereof concurrently when the same is delivered to the Senior
Trustee or the Trustee, as applicable.
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ARTICLE VII

EVENTS OF DEFAULT

Section 7.01. Events of Default. If any of the following events shall occur, each such
event shall be an “Event of Default”:

@ Failure to pay, or cause to be paid, when due (i) any Reimbursement
Obligations or any interest thereon, (ii) any principal of or interest on any commercial
paper notes issued pursuant to the Trust Agreement as and when due under the Trust
Agreement; or (iii) any principal of, premium or interest on any Parity and Senior Debt;

(b) The Authority shall (i) commence a voluntary case or other proceeding
seeking liquidation, reorganization, arrangement, adjustment, winding up, dissolution,
composition or other similar relief with respect to itself or its indebtedness under any
bankruptcy, insolvency, reorganization or other similar law for the relief of debtors now
or hereafter in effect or seeking the appointment of a trustee, receiver, liguidator,
custodian or other similar official for it or a substantial part of its property, (ii) consent to
any such relief or to the appointment of or taking possession by any such official in an
involuntary case or other proceeding commenced against it, (iii) make a general
assignment for the benefit of creditors, or (iv) admit, in writing, its inability to pay its
indebtedness as it becomes due, (v) become insolvent within the meaning of Section
101(32) of the Bankruptcy Code, or (vi) take any official action to authorize any of the
foregoing;

(© Any of the following shall occur with respect to the Authority (i) an
involuntary case or other proceeding shall be commenced against the Authority seeking
liquidation, reorganization or other relief with respect to it or its debts under any
bankruptcy, insolvency or other similar law now or hereafter in effect or seeking the
appointment of a trustee, receiver, liquidator, custodian or other similar official of it or
any substantial part of its property, and such involuntary case or other proceeding shall
not be dismissed within ninety (90) days; or (ii) an order for relief shall be entered against
the Authority under the federal bankruptcy laws as now or hereafter in effect or pursuant
to any other state or federal laws concerning insolvency or of similar purpose; or (iii)
there shall be commenced against the Authority any case, proceeding or other action
seeking the issuance of a warrant of attachment, execution, restraint or similar process
against all or any substantial part of its assets, which results in the entry of an order for
any such relief which shall not have been vacated, discharged, or stayed or bonded
pending appeal within ninety (90) days from the entry thereof; or (iv) the Authority shall
take any action in furtherance of, or indicating its consent to, approval of, or
acquiescence in, any of the acts set forth in clause (i), (ii) or (iii) above; or (v) the
Authority shall generally not, or shall be unable to, or shall admit in writing its inability
to, pay its debts as the same becomes due or (vi) a debt moratorium, debt adjustment,
debt restructuring or comparable extraordinary restriction with respect to the payment of
principal of or interest on the indebtedness of the Authority shall be declared or imposed
pursuant to a finding or ruling by the Authority, the United States of America, the State
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of California, any instrumentality thereof or any other Governmental Authority of
competent jurisdiction over the Authority;

(d) The occurrence of (i) an Incipient Invalidity Event or (ii) an Invalidity
Event;

(e) Any of Moody’s or S&P either (i) withdraws or suspends the underlying
long-term rating of any Subordinate Obligations, Senior Lien Bonds or Parity and Senior
Debt for credit related reasons or (ii) reduce the long-term underlying rating of any
Subordinate Obligations, Senior Lien Bonds or Parity and Senior Debt, in the case of
S&P, below “A-” (or its equivalent) or in the case of Moody’s, below “A3” (or its
equivalent);

()] The existence of one or more final, non-appealable judgments against the
Authority for the payment of money payable out of Pledged Revenues ranking senior to
or on a parity with the Subordinate Obligations, the operation or result of which,
individually or in the aggregate, equals or exceed $15,000,000, and such judgment,
attachment or levy shall remain unpaid or the lien created thereby shall remain
undischarged or unbonded (by property other than any of the Pledged Revenues) for a
period of thirty (30) days;

(09) Any Subordinate Obligations, Senior Lien Bonds, Parity and Senior Debt
or any termination payment under any Interest Rate Protection Agreement that is secured
by a lien on Pledged Revenues ranking senior to or on a parity with the Notes shall not be
paid when and as the same shall become due and payable (whether by scheduled
maturity, required redemption, or acceleration), or any default shall occur under any
Subordinate Obligations, Senior Lien Bonds, any Parity and Senior Debt or any
termination payment under any Interest Rate Protection Agreement that is secured by a
lien on Pledged Revenues ranking senior to or on a parity with the Notes or under any
indenture, agreement or other instrument pursuant to which any such Subordinate
Obligations, Senior Lien Bonds, any Parity and Senior Debt or any termination payment
under any Interest Rate Protection Agreement that is secured by a lien on Pledged
Revenues ranking senior to or on a parity with the Notes was issued and such payment
default shall continue for a period of time sufficient to permit the acceleration of the
maturity of any such Subordinate Obligations, Senior Lien Bonds, any Parity and Senior
Debt or any termination payment under any Interest Rate Protection Agreement that is
secured by a lien on Pledged Revenues ranking senior to or on a parity with the Notes
(whether or not any such Subordinate Obligations, Senior Lien Bonds, any Parity and
Senior Debt or any termination payment under any Interest Rate Protection Agreement
that is secured by a lien on Pledged Revenues ranking senior to or on a parity with the
Notes is in fact accelerated);

(h) Any material representation or warranty made by the Authority under or in
connection with this Reimbursement Agreement (including, without limitation,
representations and warranties incorporated herein by reference) shall prove to be untrue
in any material respect on the date as of which it was made or deemed made;
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Q) Failure to pay or cause to be paid, when due any other obligation owed to
the Bank hereunder and under the Fee Agreement (other than those referenced in Section
7.01(a) hereof) (together with interest thereon at the Default Rate) and such failure shall
continue for five (5) days after the Trustee and the Authority have received written notice
from the Bank that any such amount was not paid when due;

() The breach by the Authority of any of the terms or provisions of Section
5.01(i), (j), (k), (m), (n) or (q) hereof or Section 6.01(b), (c), (d), (f)(i) or (f)(ii) hereof;

(K) The breach by the Authority of any material terms or provisions of this
Reimbursement Agreement (other than breaches specifically addressed in this Section
7.01) and the continuance of such default for thirty (30) days after written notice thereof
shall have been received by the Authority from the Bank;

() (i) The occurrence of any event of default under the Senior Trust
Agreement or the Trust Agreement (which is not waived pursuant to the terms thereof);
or (ii) the occurrence of any event of default or termination under any of the Related
Documents (which is not waived pursuant to the terms thereof) which is not otherwise
described in this Section 7.01, other than the failure of the Bank to honor a properly
presented and conforming draw;

(m)  Any Lien created by this Reimbursement Agreement, the Trust Agreement
or the Senior Trust Agreement in favor of, or for the benefit of, the Bank shall at any time
or for any reason (except as expressly permitted to be released by the terms of such
governing document) not constitute a valid Lien;

(n) At any time, (i) the Senior Lien Bonds shall not have been assigned a long
term rating from at least one of Moody’s, S&P or Fitch for credit related reasons or (ii)
the Reimbursement Note shall not have been assigned at least one long-term rating of at
least investment grade from at least one of Moody’s, S&P or Fitch;

(o) The Authority shall default in the payment of the principal of or interest
on any Debt owed to the Bank secured by or payable from the Proposition A Sales Tax;

(p) There shall be a change in any applicable law that shall limit the per
annum maximum rate of interest applicable to any Note to a rate of interest per annum
less than 12% and the SIFMA Rate shall be greater than 6% per annum;

(@0  Any Governmental Authority of competent jurisdiction shall declare a
financial emergency or similar declaration with respect to the Authority and shall appoint
or designate, with respect to the Authority, an entity such as an organization, a board, a
commission, an authority, an agency or any other similar body to manage the affairs and
operations of the Authority and such appointed entity has the authority to intercept or
direct all or substantially all of the Proposition A Sales Tax; or

) The Authority shall issue any Senior Lien Bonds, Second Tier Obligations
or Subordinate Obligations and the Pledged Tax collected for any 12 consecutive months
out of the 18 consecutive months immediately preceding such issuance was less than
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130% of Projected Maximum Total Annual Debt Service for all Senior Lien Bonds,
Second Tier Obligations, and Subordinate Obligations which are outstanding after such
issuance.

Section 7.02. Remedies.

Q) Upon the occurrence and during the continuation of an Event of Default,
the Bank, in its sole discretion, may take any one or more of the following actions, and
the taking of any one of such actions shall not preclude the taking of any other of such
actions: (a) deliver to the Paying Agent a Final Drawing Notice to the effect that an
Event of Default has been declared under this Reimbursement Agreement and that the
Letter of Credit will terminate 10 days after receipt of such Notice and requesting that the
Paying Agent make a Final Drawing (as defined in the Letter of Credit) under the Letter
of Credit in an amount equal to the principal of the outstanding Notes plus interest to
their maturity, (b) deliver to the Paying Agent a notice in the form of Schedule | to the
Letter of Credit (a “No Issuance Notice”) and on the maturity date for the last Note to
mature which was issued prior to the delivery of such No Issuance Notice and upon the
Bank honoring the Drawing under the Letter of Credit with respect to such Note, the
Letter of Credit shall be terminated and returned to the Bank, (c) deliver to the Paying
Agent a notice in the form of Schedule Il to the Letter of Credit (a “Reduction Notice)
and on the maturity date for the last Note to mature which was issued and outstanding
prior to the delivery of such Reduction Notice, the Stated Amount of the Letter of Credit
shall be reduced to the principal amount of Notes outstanding on the date of the issuance
of the Reduction Notice, (d) cure any default, event of default or event of
nonperformance under this Reimbursement Agreement or under any of the other Related
Documents or (e) exercise any other rights or remedies available under any Related
Document or any other agreement or at law or in equity.

(i) Upon the occurrence of an Event of Default under Section 7.01(b), (c),
(D() or (r) hereof, the Bank may, by notice to the Authority and the Trustee, declare all
outstanding Obligations of the Authority (including, without limitation, outstanding
Reimbursement Obligations) to be immediately due and payable (provided that the
obligations of the Authority hereunder shall become automatically and immediately due
and payable without such notice upon the occurrence of an event of default under 7.01(b)
or (c) hereof or under Section 8.01(e) under the Senior Trust Agreement, such
acceleration shall automatically occur (unless such automatic acceleration is expressly
waived by the Bank in writing)), and such amounts shall thereupon become immediately
due and payable without presentment, demand, protest or other notice of any kind, all of
which are hereby waived by the Authority.

(ili)  The rights and remedies of the Bank specified herein are for the sole and
exclusive benefit, use and protection of the Bank, and the Bank is entitled, but shall have
no duty or obligation to the Authority, the Trustee, the Paying Agent, the holders of any
Senior Lien Bonds or Subordinate Lien Obligations or any other Person, (i) to exercise or
to refrain from exercising any right or remedy reserved to the Bank hereunder, or (ii) to
cause the Trustee, the Paying Agent or any other Person to exercise or to refrain from
exercising any right or remedy available to it under any of the Related Documents.
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ARTICLE VI

NATURE OF OBLIGATIONS; INDEMNIFICATION

Section 8.01. Obligations Absolute. The payment obligations of the Authority arising
under this Reimbursement Agreement are secured as provided in Section 2.12 hereof and the
Trust Agreement in accordance with its terms and shall be paid and performed strictly in
accordance with the terms of this Reimbursement Agreement, under all circumstances
whatsoever, including, without limitation, the following circumstances:

@) any lack of validity or enforceability of all or any of the Related
Documents;

(b) any amendment or waiver of or any consent to or departure from all or any
of the Related Documents;

(© any exchange, release or non—perfection of any collateral;

(d) the existence of any claim, set off, defense, or other right which the
Authority may have at any time against the Paying Agent, the Trustee, any Dealer, the
Bank (other than the defense of the payment to the Bank in accordance with the terms of
this Reimbursement Agreement) or any other person or entity, whether in connection
with this Reimbursement Agreement, the other Related Documents or any unrelated
transactions;

(e) any certificate, notice or any other document presented under this
Reimbursement Agreement proving to be forged, fraudulent, invalid or insufficient in any
respect or any statement therein being untrue or inaccurate in any material respect
whatsoever; or

()] any other circumstances or happening whatsoever, whether or not similar
to any of the foregoing.

Section 8.02. Continuing Obligation. This Reimbursement Agreement is a continuing
obligation, shall survive the expiration of the Letter of Credit and shall (a) be binding upon the
Authority, its successors and assigns, and (b) inure to the benefit of and be enforceable by the
Bank and its successors, transferees and assigns; provided that the Authority may not, except as
otherwise expressly provided herein, assign all or any part of this Reimbursement Agreement
without the prior written consent of the Bank.

Section 8.03. Liability of the Bank. The Authority agrees that the Bank shall have no
responsibility for the acts or omissions of any Dealer, the Trustee, the Paying Agent, or any
agent thereof, and any transferee beneficiary of the Letter of Credit with respect to its use of the
Letter of Credit. Neither the Bank nor any of its officers or directors shall be liable or
responsible for: (a) the use which may be made of the Letter of Credit or for any acts or
omissions of the Paying Agent, the Trustee or any agent of the Paying Agent or the Trustee and
any transferee beneficiary in connection therewith; (b) the validity or genuineness of documents,
or of any endorsement(s) thereon, even if such documents should in fact prove to be in any or all
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respects invalid, fraudulent or forged; (c) payment by the Bank against presentation of
documents which do not comply with the terms of the Letter of Credit, including failure of any
documents to bear any reference or adequate reference to the Letter of Credit; or (d) any other
circumstances whatsoever in making or failing to make payment under the Letter of Credit;
provided, however, that the Authority shall have a claim against the Bank, and the Bank shall be
liable to the Authority, to the extent of any direct compensatory, as opposed to consequential,
damages suffered by the Authority which the Authority proves in a final, non-appealable
judgment that such direct damages were caused by the Bank’s gross negligence or willful
misconduct in connection with the Letter of Credit (it being understood that the Bank assumes no
liability or responsibility for the genuineness, falsification or effect of any document which
appears to be regular on its face). The Bank is hereby expressly authorized and directed to honor
any demand for payment which is made under the Letter of Credit without regard to, and without
any duty on its part to inquire into the existence of, any disputes or controversies between or
among the Authority, the Trustee, the Paying Agent, any transferee beneficiary of the Letter of
Credit or any other Person or the respective rights, duties or liabilities of any of them, or whether
any facts or occurrences represented in any of the documents presented under the Letter of Credit
are true and correct.

Section 8.04. Indemnification.

@) General. To the extent permitted by applicable law, the Authority agrees
to indemnify and hold harmless the Bank from and against any and all claims, damages,
losses, liabilities and reasonable costs or expenses (including, without limitation,
reasonable attorneys’ fees and expenses) whatsoever which the Bank may incur (or which
may be claimed against the Bank by any person or entity whatsoever) by reason of or in
connection with (i) the offering, sale, remarketing or resale of the Notes (including,
without limitation, by reason of any untrue statement or alleged untrue statement of any
material fact contained in the Offering Memorandum (other than in connection with the
description of the Bank, the Letter of Credit or this Reimbursement Agreement therein)
or in any supplement or amendment thereof or remarketing circular relating thereto, or
the omission or alleged omission to state therein a material fact necessary to make such
statements, in the light of the circumstances in which they are or were made, not
misleading); (ii) the validity, sufficiency or genuineness of the Related Documents, the
Offering Memorandum (other than in connection with the description of the Bank under
Appendix A — [“Certain Information Regarding the Banks — Citbank, N.A.”]) or any
supplement or amendment thereof or remarketing circular relating thereto; or (iii) the
execution and delivery of this Reimbursement Agreement or the issuance of the Letter of
Credit, or the honoring of Drawings under the Letter of Credit; provided that the
Authority shall not be required to indemnify the Bank for any losses, claims, damages,
liabilities, costs and expenses to the extent that such losses, claims, damages, liabilities,
costs and expenses were caused by the willful misconduct or gross negligence of the
Bank as determined by a court of competent jurisdiction in a final nonappealable
judgment.

(b) Waiver of Consequential Damages, Etc. To the fullest extent permitted by
applicable law, the Authority shall not assert, and hereby waives, and acknowledges that
no other Person shall have, any claim against any Indemnitee, on any theory of liability,
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for special, indirect, consequential or punitive damages (as opposed to direct or actual
damages) arising out of, in connection with, or as a result of, this Agreement, any other
Related Document or any agreement or instrument contemplated hereby, the transactions
contemplated hereby or thereby, the Letter of Credit or the use of the proceeds of
Drawings thereunder. No Indemnitee referred to in subsection (b) above shall be liable
for any damages arising from the use by unintended recipients of any information or
other materials distributed to such unintended recipients by such Indemnitee through
telecommunications, electronic or other information transmission systems in connection
with this Agreement or the other Program Documents or the transactions contemplated
hereby or thereby.

(© Taxes, Etc. To the extent permitted by law, the Authority agrees to
indemnify and hold the Bank harmless (on a net after tax basis) from any present or
future claim or liability for stamp, transfer, documentary, excise or other similar tax and
any penalties or interest with respect thereto, which may be assessed, levied or collected
by any Government Authority in connection with the execution, delivery and
performance of, or any payment made under, this Reimbursement Agreement, the Notes
and the other Related Documents, or any amendment thereto.

Section 8.05. Facsimile Documents. At the request of the Authority, the Letter of Credit
provides that demands for payment thereunder may be presented to the Bank by, among other
methods, facsimile. The Authority acknowledges and assumes all risks relating to the use of
such facsimile demands for payment and agrees that its obligations under this Reimbursement
Agreement and the other Related Documents shall remain absolute, unconditional and
irrevocable as provided in Section 8.01 above if the Bank honors such facsimile demands for
payment.

ARTICLE IX

TRANSFER, REDUCTION OR EXTENSION OF LETTER OF CREDIT

Section 9.01. Transfer, Reduction and Reinstatement. The Letter of Credit may be
transferred, reduced and reinstated in accordance with the provisions set forth therein.

Section 9.02. Extension. The Stated Expiration Date of the Letter of Credit may be
extended by the Bank upon the written request of the Authority in the form of Exhibit B hereto
appropriately completed and given to the Bank no sooner than 120 days, and no later than 60
days, prior to the Stated Expiration Date. Within 30 days of receipt of a request for extension,
the Bank shall either notify the Authority and the Paying Agent in accordance with the terms of
the Letter of Credit that the Letter of Credit will be extended to the new Stated Expiration Date
set forth in a notice in the form of Exhibit G to the Letter of Credit executed by the Bank or
notify the Authority and the Paying Agent that the Letter of Credit will not be so extended. The
Bank may, in its sole and absolute discretion, decide to accept or reject any such proposed
extension, and no extension shall become effective unless the Bank shall have consented thereto
in writing. The consent of the Bank, if granted, shall be conditioned upon the preparation,
execution and delivery of documentation in form and substance reasonably satisfactory to the
Bank. If such an extension request is accepted by the Bank in its absolute discretion, the then
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current Stated Expiration Date for the Letter of Credit shall be extended for a period to be agreed
to by the parties hereto. Failure of the Bank to so respond to any such request for extension shall
constitute the Bank’s denial of such request.

ARTICLE X

MISCELLANEOUS

Section 10.01. Amendments and Waivers. No amendment or waiver of any provision or
term of this Reimbursement Agreement, the Fee Agreement or the Letter of Credit, and no
consent to any departure by the Authority or any other party therefrom, shall be effective unless
in writing signed by the Bank and the Authority and each such waiver or consent shall be
effective only in the specific instance and for the specific purpose for which given.

Section 10.02. No Waiver; Remedies. No failure on the part of the Bank to exercise, and
no delay in exercising, any right under this Reimbursement Agreement shall operate as a waiver
of such right; nor shall any single or partial exercise of any right under this Reimbursement
Agreement preclude any other further exercise of such right or the exercise of any other right.
The remedies herein provided are cumulative and not exclusive of any remedies provided by
law.

Section 10.03. Notices. Any notice, demand, direction, request or other instrument
authorized or required by this Reimbursement Agreement to be given to or filed with the
Authority, the Trustee, the Paying Agent or the Bank shall be deemed to have been sufficiently
given or filed, for all purposes, when delivered by hand or when sent by registered mail, return
receipt requested, postage prepaid; or, if given by facsimile transmission, when receipt is
acknowledged by the individual or an authorized representative of the entity specified below;
provided that any such notice, demand, direction, request or other instrument to the Bank shall be
effective only when actually received by the Bank; provided further, that any notice by the
Authority required to be given hereunder or on which is conditioned any right or remedy shall be
valid only if executed by a duly authorized representative of the Authority:

If to the Authority:

Los Angeles County Metropolitan
Transportation Authority

One Gateway Plaza

Los Angeles, CA 90012 2932
Tax ID Number: 95-4401975
Attention: Treasurer
Telephone:  (213) 922-4047
Facsimile: (213) 922-4027

If to the Paying Agent:

U.S. Bank National Association
100 Wall Street, Suite 1600
New York, New York 10005
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Attention: Corporate Trust Department
Telephone: (212) 361-2892
Facsimile: (212) 514-6841
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If to the Dealers:

Goldman, Sachs & Co.
200 West Street, 6th Floor
New York, NY 10282
Attention: Municipal Money Market Sales
and Trading - CP and Notes Trading
Telephone: (212) 902-6633
E-mail: ficc-municp-traders@ny.email.gs.com

Barclays Capital Inc.

745 Seventh Avenue

2nd Floor

New York, NY 10019

Attn.: Short-Term Municipal Desk
(212) 528-1011

RBC Capital Markets, LLC

3 World Financial Center

200 Vesey Street, 8th Floor

New York, NY 10281

Attn.: Short Term Municipal Trading Manager
(212) 618-2019

If to the Bank for Credit Matters:

Citibank, N.A.

388 Greenwich Street, 6th Floor

New York, NY 10013

Attention: Municipal Credit Surveillance
Facsimile:

Telephone:

E-mail: munisurv2@citi.com

With a copy to:

Citibank, N.A.

388 Greenwich Street, 8th Floor
New York, NY 10013

Attention: Rebekah McGuire
Facsimile: (866) 914-8193
Telephone: (212) 723-5577
E-mail: rebekah.mcguire@citi.com
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If to the Bank for Drawings under the Letter of Credit:

Citibank, N.A.

3800 Citibank Center Building

Tampa, FL 33610

Attention: Sonja Hudson GTS Letter of Credit Operations
Facsimile: (813) 604-7187

Telephone: (813) 604-7203

E-mail: sonja.hudson@citi.com

Section 10.04. Severability. In case any one or more of the provisions contained in this
Reimbursement Agreement should be invalid, illegal or unenforceable in any respect, the
validity, legality and enforceability of the remaining provisions contained herein shall not in any
way be affected or impaired thereby. The parties shall endeavor in good faith negotiations to
replace the invalid, illegal or unenforceable provisions with valid provisions the economic effect
of which comes as close as possible to that of the invalid, illegal or unenforceable provisions.

Section 10.05. Governing Law.

(@) THIS REIMBURSEMENT AGREEMENT SHALL BE GOVERNED
BY, AND CONSTRUED IN ACCORDANCE WITH, THE LAWS OF THE STATE OF
CALIFORNIA.

(b) TO THE EXTENT PERMITTED BY APPLICABLE LAWS, EACH OF
THE PARTIES HERETO HEREBY WAIVES ITS RIGHT TO A JURY TRIAL OF
ANY CLAIM OR CAUSE OF ACTION BASED UPON OR ARISING OUT OF THIS
AGREEMENT, THE OTHER RELATED DOCUMENTS OR ANY OF THE
TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY, INCLUDING
CONTRACT CLAIMS, TORT CLAIMS, BREACH OF DUTY CLAIMS, AND ALL
OTHER COMMON LAW OR STATUTORY CLAIMS. IF AND TO THE EXTENT
THAT THE FOREGOING WAIVER OF THE RIGHT TO A JURY TRIAL IS
UNENFORCEABLE FOR ANY REASON IN SUCH FORUM, EACH OF THE
PARTIES HERETO HEREBY CONSENTS TO THE ADJUDICATION OF ALL
CLAIMS PURSUANT TO JUDICIAL REFERENCE AS PROVIDED IN
CALIFORNIA CODE OF CIVIL PROCEDURE SECTION 638, AND THE JUDICIAL
REFEREE SHALL BE EMPOWERED TO HEAR AND DETERMINE ALL ISSUES IN
SUCH REFERENCE, WHETHER FACT OR LAW. EACH OF THE PARTIES
HERETO REPRESENTS THAT IT HAS REVIEWED THIS WAIVER AND
CONSENT AND THAT IT KNOWINGLY AND VOLUNTARILY WAIVES ITS
JURY TRIAL RIGHTS AND CONSENTS TO JUDICIAL REFERENCE FOLLOWING
CONSULTATION WITH LEGAL COUNSEL ON SUCH MATTERS. IN THE
EVENT OF LITIGATION, A COPY OF THIS AGREEMENT MAY BE FILED AS A
WRITTEN CONSENT TO A TRIAL BY THE COURT OR TO JUDICIAL
REFERENCE UNDER CALIFORNIA CODE OF CIVIL PROCEDURE SECTION 638
AS PROVIDED HEREIN.
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(© THE PARTIES HERETO IRREVOCABLY SUBMIT TO THE NON-
EXCLUSIVE JURISDICTION OF THE UNITED STATES DISTRICT COURT FOR
THE CENTRAL DISTRICT OF CALIFORNIA AND ANY COURT IN THE STATE
OF CALIFORNIA, AND ANY APPELLATE COURT FROM ANY THEREOF, IN
ANY ACTION, SUIT OR PROCEEDING BROUGHT AGAINST OR BY IT IN
CONNECTION WITH THIS AGREEMENT OR FOR RECOGNITION OR
ENFORCEMENT OF ANY JUDGMENT RELATED THERETO, AND THE PARTIES
HERETO HEREBY IRREVOCABLELY AND UNCONDITIONALLY AGREE THAT
ALL CLAIMS IN RESPECT OF ANY SUCH ACTION OR PROCEEDING MAY BE
HEARD OR DETERMINED IN SUCH CALIFORNIA STATE COURT OR, TO THE
EXTENT PERMITTED BY LAW, IN SUCH FEDERAL COURT. THE PARTIES
AGREE THAT A FINAL NONAPPEALABLE JUDGMENT IN ANY SUCH ACTION,
SUIT OR PROCEEDING SHALL BE CONCLUSIVE AND MAY BE ENFORCED IN
OTHER JURISDICTIONS BY SUIT ON THE JUDGMENT OR IN ANY OTHER
MANNER PROVIDED BY LAW. TO THE EXTENT PERMITTED BY APPLICABLE
LAW, THE PARTIES HEREBY WAIVE AND AGREE NOT TO ASSERT BY WAY
OF MOTION, AS A DEFENSE OR OTHERWISE IN ANY SUCH SUIT, ACTION OR
PROCEEDING, ANY CLAIM THAT IT IS NOT PERSONALLY SUBJECT TO THE
JURISDICTION OF SUCH COURTS, THAT THE SUIT, ACTION OR PROCEEDING
IS BROUGHT IN ANY INCONVENIENT FORUM, THAT THE VENUE OF THE
SUIT, ACTION OR PROCEEDING IS IMPROPER OR THAT THE RELATED
DOCUMENTS OR THE SUBJECT MATTER THEREOF MAY NOT BE LITIGATED
IN OR BY SUCH COURTS.

Section 10.06. Headings. Section headings in this Reimbursement Agreement are
included herein for convenience of reference only and shall not have any effect for purposes of
interpretation or construction of the terms of this Reimbursement Agreement.

Section 10.07. Participations. The Bank may at any time, without the consent of, or
notice to, the Authority, sell participations to any Person (other than a natural person or the
Authority) (each, a “Participant”) in all or a portion of the Bank’s rights and obligations under
this Reimbursement Agreement and obligations under the Letter of Credit and such Participants
shall be entitled to the rights and benefits of this Reimbursement Agreement and the other
Related Documents, including, without limitation, Sections 2.07 and Article VIII hereof, to the
same extent as if they were a direct party hereto; provided that (i) the Bank’s obligations under
the Letter of Credit shall remain unchanged, (ii) the Bank shall remain solely responsible to the
other parties hereto for the performance of such obligations and (iii) the Authority shall continue
to deal solely and directly with the Bank in connection with the Bank’s rights under this
Reimbursement Agreement and its obligations under the Letter of Credit.

Section 10.08. Counterparts. This Reimbursement Agreement may be signed in any
number of counterpart copies, but all such copies shall constitute one and the same instrument.
This Agreement, the other Program Documents, and any separate letter agreements with respect
to fees payable to the Bank constitute the entire contract among the parties relating to the subject
matter hereof and supersede any and all previous agreements and understandings, oral or written,
relating to the subject matter hereof. Except as provided in Section 3.01, this Reimbursement
Agreement shall become effective when it shall have been executed by the Bank and when the
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Bank shall have received counterparts hereof that, when taken together, bear the signatures of
each of the other parties hereto. Delivery of an executed counterpart of a signature page of this
Reimbursement Agreement or any other Related Document, or any certificate delivered
thereunder, by fax transmission or e-mail transmission (e.g., “pdf” or “tif”) shall be effective as
delivery of a manually executed counterpart of this Agreement or such other Related Document
or certificate. Such paper copies or “printouts,” if introduced as evidence in any judicial,
arbitral, mediation or administrative proceeding, will be admissible as between the parties to the
same extent and under the same conditions as other original business records created and
maintained in documentary form. Neither party shall contest the admissibility of true and
accurate copies of electronically signed documents on the basis of the best evidence rule or as
not satisfying the business records exception to the hearsay rule.  Without limiting the
foregoing, to the extent a manually executed counterpart is not specifically required to be
delivered under the terms of any Related Document, upon the request of any party, such fax
transmission or e-mail transmission shall be promptly followed by such manually executed
counterpart.

Section 10.09. Complete and Controlling Agreement. This Reimbursement Agreement
and the other Related Documents completely set forth the agreements between the Bank and the
Authority and fully supersede all prior agreements, both written and oral, between the Bank and
the Authority relating to the issuance of the Letter of Credit and all matters set forth herein and in
the other Related Documents.

Section 10.10. USA Patriot Act. The Bank hereby notifies the Authority that, pursuant to
the requirements of the USA Patriot Act (Title 111 of Pub. L. 107 56 (signed into law October 26,
2001)) (the “Patriot Act”), it is required to obtain, verify and record information that identifies
the Authority, which information includes the name and address of the Authority and other
information that will allow the Bank to identify the Authority in accordance with the Patriot Act,
and the Authority hereby agrees to take any action necessary to enable the Bank to comply with
the requirements of the Patriot Act.

The Authority hereby represents and warrants and covenants and agrees (a) that it is not
and shall not be listed on the Specially Designated Nationals and Blocked Person List or other
similar lists maintained by OFAC, the Department of the Treasury or included in any Executive
Orders, that prohibits or limits the Bank from making any advance or extension of credit to the
Authority or from otherwise conducting business with the Authority and (b) to ensure that the
proceeds of the Drawings and Liquidity Advances shall not be used to violate any of the foreign
asset control regulations of OFAC or any enabling statute or Executive Order relating thereto.

Section 10.11. Survival of this Reimbursement Agreement. All covenants, agreements,
representations and warranties made in this Reimbursement Agreement shall survive the
issuance of the Letter of Credit and shall continue in full force and effect so long as the Letter of
Credit shall be unexpired or any Obligations shall be outstanding and unpaid. The obligation of
the Authority to reimburse the Bank pursuant to Section 2.07 and Article VIII hereof shall
survive the payment of the Notes and termination of this Reimbursement Agreement.

Section 10.12. Successors and Assigns.  The provisions of this Reimbursement
Agreement shall be binding upon and inure to the benefit of the parties hereto and their
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respective successors and assigns permitted hereby. The rights and duties of the Authority
hereunder, however, may not be assigned or transferred, except as specifically provided in this
Reimbursement Agreement or with the prior written consent of the Bank, and all obligations of
the Authority hereunder shall continue in full force and effect notwithstanding any assignment
by the Authority of any of its rights or obligations under any of the Related Documents or any
entering into, or consent by the Authority to, any supplement or amendment to any of the Related
Documents.

Section 10.13. Assignment to the Federal Reserve Bank. The Bank may assign and
pledge all or any portion of the obligations owing to it hereunder to any Federal Reserve Bank or
the United States Treasury as collateral security pursuant to Regulation A of the Board of
Governors of the Federal Reserve System and any Operating Circular issued by such Federal
Reserve Bank, provided that any payment in respect of such assigned obligations made by the
Authority to the Bank in accordance with the terms of this Reimbursement Agreement shall
satisfy the Authority’s obligations hereunder in respect of such assigned obligation to the extent
of such payment. No such assignment shall release the Bank from its obligations hereunder.

Section 10.14. Contractual Interpretation. The parties acknowledge that they have read
and fully understand the terms of this Reimbursement Agreement, have consulted with such
attorneys, accountants, advisors, or other professionals as they have deemed appropriate prior to
executing this Reimbursement Agreement with adequate opportunity and time for review
thereof, and are fully aware of its contents and of its legal effect. Accordingly, this
Reimbursement Agreement shall not be construed against any party on the grounds that such
party drafted this Reimbursement Agreement, rather, this Reimbursement Agreement shall be
interpreted as though drafted equally by all parties.

Section 10.15. 4Arm’s Length Transaction. The transaction described in this Agreement
is an arm’s length, commercial transaction between the Authority and the Bank in which: (a) the
Bank is acting solely as a principal (i.e., as a credit provider) and for its own interest; (b) the
Bank is not acting as a municipal advisor or financial advisor to the Authority; (c) the Bank has
no fiduciary duty pursuant to Section 15B of the Securities Exchange Act of 1934 to the
Authority with respect to this transaction and the discussions, undertakings and procedures
leading thereto (irrespective of whether the Bank or any of its affiliates has provided other
services or is currently providing other services to the Authority on other matters); (d) the only
obligations the Bank has to the Authority with respect to this transaction are set forth in this
Agreement; and (e) the Bank is not recommending that the Authority take an action with respect
to the transaction described in this Agreement and the other Related Documents, and before
taking any action with respect to the this transaction, the Authority should discuss the
information contained herein with the Authority’s own legal, accounting, tax, financial and other
advisors, as the Authority deems appropriate.

Section 10.16. No Advisory or Fiduciary Responsibility. In connection with all aspects
of each transaction contemplated hereby (including in connection with any amendment, waiver
or other modification hereof or of any other Related Document), the Authority acknowledges and
agrees, that: (a) the Authority has consulted its own legal, accounting, regulatory and tax
advisors to the extent it has deemed appropriate, and (b) the Authority is capable of evaluating,
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and understands and accepts, the terms, risks and conditions of the transactions contemplated
hereby and by the other Related Documents.

Section 10.17. EMMA. The Authority shall post this Agreement and the Letter of Credit
on EMMA within thirty (30) days of the Closing Date and shall provide copies thereof to the
Rating Agencies, provided that the Authority agrees that it shall not post this Agreement or the
Letter of Credit or any amendment hereto or thereto on EMMA or any other website until the
Bank or its counsel has provided redacted versions of this Agreement and the Letter of Credit or
such amendment, as applicable.

[Remainder of page intentionally left blank; signature page follows]
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IN WITNESS WHEREOF, the parties hereto have caused this Letter of Credit
Reimbursement Agreement to be duly executed and delivered by their respective officers
thereunto duly authorized as of the date first above written.

Los ANGELES COUNTY METROPOLITAN
TRANSPORTATION AUTHORITY

By

[Signature page to Letter of Credit
Reimbursement Agreement (Citibank)]
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CERTIFICATE OF AUTHENTICATION
The Notes and all Reimbursement Obligations are Subordinate Obligations, as defined in

the Subordinate Trust Agreement, and constitute a “Reimbursement Agreement” as defined in the
First Supplemental Subordinate Trust Agreement.

Date of Authentication: | , 2017]

U.S. BANK NATIONAL ASSOCIATION, as Trustee and
Issuing and Paying Agent

By

Authorized Signatory

[Signature page to Letter of Credit
Reimbursement Agreement (Citibank)]

S-2



CITIBANK, N.A.

By

Name

Title

[Signature page to Letter of Credit
Reimbursement Agreement (Citibank)]
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EXHIBIT A

FORM OF REIMBURSEMENT NOTE

$[149,999,999] [ ,2017]

NEITHER THE FAITH AND THE CREDIT NOR THE TAXING POWER OF THE
COUNTY OF LOS ANGELES, THE STATE OF CALIFORNIA OR ANY PUBLIC AGENCY,
OTHER THAN THE LOS ANGELES COUNTY METROPOLITAN TRANSPORTATION
AUTHORITY TO THE EXTENT OF THE NET PLEDGED REVENUES AS DEFINED IN
THE AGREEMENT, IS PLEDGED TO THE PAYMENT OF THE PRINCIPAL OF AND
INTEREST ON THIS OBLIGATION.

The principal of and interest on this obligation are junior and subordinate in all respects
to the Senior Lien Bonds as to lien on and source and security for payment from the Pledged
Revenues.

FOR VALUE RECEIVED, LOS ANGELES COUNTY METROPOLITAN TRANSPORTATION
AUTHORITY (the “Authority”), hereby unconditionally promises to pay to the order of CITIBANK,
N.A. (the “Bank”), the principal amount of U.S. Dollars advanced by the Bank to or for the
benefit of the Authority pursuant to the terms of the Letter of Credit issued pursuant to the Letter
of Credit Reimbursement Agreement, dated as of | , 2017], between the Authority and
the Bank, as the same may be amended or supplemented from time to time (the “Agreement”),
together with interest as provided in the Agreement. The aggregate amount advanced by the
Bank as part of a Drawing or Drawings or Liquidity Advance or Liquidity Advances is not to
exceed an amount equal to $[149,999,999]. All capitalized terms used herein and not otherwise
defined shall have the meaning assigned in the Agreement. All amounts due hereunder shall be
computed and payable at such times and in such amounts as provided in the Agreement.

The Authority agrees to pay the Bank’s reasonable costs and expenses, incurred in
connection with the enforcement of this Note, including the Bank’s counsel’s fees and expenses,
but only to the extent as provided in the Agreement.

All Drawings and Liquidity Advances under the Letter of Credit and the Agreement shall
be evidenced by this Reimbursement Note, and all payments, repayments and prepayments
hereon shall be endorsed by the Bank on Schedule | attached hereto; provided, however, that any
failure by the Bank to endorse such information on Schedule | shall not in any manner affect the
obligation of the Authority to make payments of principal and interest in accordance with the
terms of the Agreement and this Reimbursement Note. The Authority hereby irrevocably
authorizes the holder of this Reimbursement Note to enter on Schedule | hereto the date and
amount of each Drawing or Liquidity Advance under this Reimbursement Note and in
accordance with the Agreement.

The Authority waives diligence, demand, presentment, protest, and notice of every kind
whatsoever. The failure of the holder hereof to exercise any of its rights hereunder in any
particular instance shall not constitute a waiver of the same or any other right in that or any
subsequent instance. Time is of the essence for this Reimbursement Note. THIS NOTE SHALL



BE GOVERNED BY AND CONSTRUED IN ACCORDANCE WITH LAWS OF THE STATE
OF CALIFORNIA.

This Reimbursement Note is the “Reimbursement Note” referred to in, and is entitled to
the benefits of and is subject to the terms and conditions of, the Agreement, including those
regarding acceleration of the maturity thereof upon the occurrence of certain stated events and
prepayment prior to and payment at maturity.

[Remainder of page intentionally left blank; signature page follows]
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IN WITNESS WHEREOF, the Authority has caused its duly authorized officer to
execute and delivery this Reimbursement Note, under seal, as of the date and year first set forth

above.

Los ANGELES COUNTY METROPOLITAN
TRANSPORTATION AUTHORITY

By
Name
Title




CERTIFICATE OF AUTHENTICATION

This Note is a Subordinate Obligation, issued pursuant to the Trust Agreement, as
defined in the Reimbursement Agreement.

Date of Authentication: | , 2017]

U.S. BANK NATIONAL ASSOCIATION, as Trustee and
Issuing and Paying Agent

By

Authorized Signatory
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SCHEDULE I

Amount of Principal
Amount of Principal Paid  Interest Period Balance Name of Person
Date Bank Loan or Prepaid (if applicable) Unpaid Making Notation
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EXHIBIT B
FORM REQUEST FOR EXTENSION
[DATE]

Citibank, N.A.

Attention:
Facsimile:
Telephone:

With a copy to:

Citibank, N.A.

Attention:
Telephone:
Facsimile:

Re:  Request for Extension
Ladies and Gentlemen:

Reference is hereby made to that certain Letter of Credit Reimbursement Agreement,
dated as of | , 2017] (the “Agreement”), between the Los Angeles County Metropolitan
Transportation Authority (the “Authority”) and Citibank, N.A. All capitalized terms contained
herein which are not specifically defined shall be deemed to have the definition set forth in the
Agreement. The Authority hereby requests that the Stated Expiration Date of the Letter of Credit
be extended to [DATE]. Pursuant to the Agreement, we have enclosed along with this request
the following information, all as of the date hereof:

1. A reasonably detailed description of any and all Events of Default and all
conditions, events and acts which with notice or lapse of time or both would become an
Event of Default;

2. Any other pertinent information previously requested by the Bank; and

3. Confirmation that the representations and warranties set forth in Article IV
of the Agreement are true and correct as though made on the date hereof and that no
Event of Default has occurred and is continuing except for the defaults (if any) described
under paragraph 2 above.



The Bank is requested to notify the Authority of their decision with respect to this request
for extension within 30 days of the date of receipt hereof. If the Bank fails to notify the
Authority of their decision, the Bank shall be deemed to have denied such request.

Very truly yours,

Los ANGELES COUNTY METROPOLITAN
TRANSPORTATION AUTHORITY

By
Name
Title
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Chapman and Cutler: July 10, 2017

[ 1, 2017
**J.S. $[149,999,999]

CITIBANK, N.A.
IRREVOCABLE LETTER OF CREDIT NO. | |

[ ,2017]

U.S. Bank National Association, as Beneficiary
Suite 1600

100 Wall Street

New York, New York 10005

Attention: Corporate Trust Department

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Ladies and Gentlemen:

At the request and for the account of Los Angeles County Metropolitan Transportation Authority
(the “Authority”), pursuant to the Letter of Credit Reimbursement Agreement dated as of
[ |, 2017, between us (the “Bank”) and the Authority (as amended, supplemented,
modified or restated from time to time pursuant to its terms, the “Reimbursement Agreement”),
we hereby establish this Irrevocable Letter of Credit (this “Letter of Credit”) in your favor, as
Beneficiary (the “Beneficiary”), and as issuing and paying agent and trustee (in such capacity,
the “Issuing and Paying Agent’’) under the Subordinate Trust Agreement dated as of January 1,
1991 (as amended and supplemented to date, the “Trust Agreement”), between the Authority and
U.S. Bank National Association, as trustee (in such capacity, the “Trustee”), for the benefit of
the holders of the Authority’s above-referenced series of Notes issued under the Trust
Agreement (the “Notes ) in accordance with the following terms and conditions.
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1. Expiration. This Letter of Credit automatically shall expire on the Termination
Date. As used herein, “Termination Date” shall mean 5:00 p.m., New York City time (except as
otherwise specified in the following subparagraphs) on the earliest of:

@ [ , 2020], as such date may be extended, subject to our
consent, pursuant to delivery by the Bank of a properly completed Notice of Extension to
you in the form attached hereto as Exhibit G (the “Stated Expiration Date”);

(b) the date on which we receive an appropriately completed certificate from
you in the form of Exhibit D hereto that the principal amount of and interest with respect
to all of the Notes has been paid in full or deemed paid in full in accordance with the
provisions of the Trust Agreement;

(c) the date on which a substitute Letter of Credit has become effective under
the Trust Agreement, in substitution for this Letter of Credit, and we have received an
appropriately completed certificate from you in the form of Exhibit E hereto;

(d) the date of payment of a Drawing (as defined in paragraph 5), not subject
to reinstatement, which when added to all other Drawings honored hereunder which were
not subject to reinstatement as provided herein, in the aggregate equals the principal
component of the Stated Amount on the date of issuance hereof as adjusted pursuant to
the terms and conditions of this Letter of Credit; or

(e the first to occur of (i) the date which is ten (10) days after you have
received written notice from us (a “Final Drawing Notice”) in the form of Schedule 111
stating that an Event of Default has occurred under the Reimbursement Agreement and
directing that you make a Final Drawing (as defined in paragraph 5) hereunder, pursuant
to a draft and certificate for Final Drawing in the form of Exhibit B, whereby you shall
draw an amount hereunder equal to the principal of and accrued interest to maturity on all
outstanding Notes in the manner provided herein and in the notice in the form of
Schedule 11 or (ii) the date, following receipt of such notice in the form of Schedule I,
upon which you have made such Final Drawing under this Letter of Credit and the
proceeds of the Drawing have been distributed to you.

In the event the Termination Date shall not be a Business Day, then this Letter of Credit shall
expire on the next succeeding Business Day.

2. Stated Amount. The maximum aggregate amount available under this Letter of
Credit shall be [$149,999,999], which amount as from time to time reduced and reinstated as
provided in Paragraphs 3 and 4 is hereinafter referred to as the “Stated Amount.” Of the Stated
Amount, up to [$137,770,507] is available for the payment of the unpaid principal of the Notes
(the “Principal Portion”) and up to [$12,229,492] is available for the payment of the unpaid
interest accrued with respect to the Notes (the “Interest Portion”) for the immediately preceding
two hundred seventy (270) days, calculated at a rate of 12% per annum based on a year of
365 days. On each date on which payment is to be made on the Notes secured by this Letter of
Credit you may submit a Drawing (as defined in paragraph 5 hereof) to us as provided in
paragraph 6 hereof in an amount equal to the lesser of (1) the Stated Amount or (2) the amount
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of principal and interest due on the Notes maturing (whether due to acceleration or otherwise) on
the date for which the Drawing is requested.

3. Reductions in the Stated Amount. The Stated Amount shall be reduced
automatically from time to time as follows:

@) Upon our honoring of a Drawing hereunder, the Stated Amount shall be
reduced by an amount equal to the amount of such Drawing.

(b) Upon our receipt of your certificate in the form of Exhibit C hereto
appropriately completed, the Stated Amount shall be reduced by an amount equal to the
amount specified in such certificate.

Upon such a reduction, we may require you to return the original of this Letter of Credit and to
accept in substitution hereof a substitute Letter of Credit for a Stated Amount reflecting such
reduction, but otherwise identical in form and substance to this Letter of Credit.

4. Reinstatement.

@) Reductions under Paragraph 3(a) with respect to any Maturity Drawing (as
defined in paragraph 5) in accordance with a draft and certificate in the form of Exhibit A
hereto properly completed and presented prior to the delivery to you of a Notice of No
Issuance in the form of Schedule I hereto shall be reinstated automatically to the extent
we receive reimbursement for the amounts so drawn. Any such automatic reinstatement
shall be in an amount equal to the amount of such reimbursement. We will advise the
Issuing and Paying Agent of such reinstatement and the amount thereof upon request.

(b) Reductions under Paragraph 3(a) with respect to any Final Drawing (as
defined in paragraph 5) in accordance with a draft and certificate in the form of Exhibit B
hereto or a Drawing in the form of Exhibit A hereto following the delivery to you of a
Notice of No Issuance in the form of Schedule | hereto shall not be subject to
reinstatement.

(©) Reductions under Paragraph 3(b) shall not be subject to reinstatement.

5. Documents to Be Presented. Funds under this Letter of Credit are available to
you, against a draft and certificate purported to be signed by you in the form of Exhibit A hereto
(each, a “Maturity Drawing”) or Exhibit B hereto (the “Final Drawing”) appropriately
completed (Maturity or Redemption Drawings and the Final Drawing are herein individually
referred to as a “Drawing” and collectively referred to as “Drawings”).

6. Method and Notice of Presentment. Each Drawing and any other certificate or
notice required or permitted to be provided to us hereunder, shall be in writing and dated the date
of presentation and, in the case of each Drawing and the certificate in the form of Exhibit E, shall
be delivered to us by facsimile; and, in all other cases, shall be delivered to us at the address
stated in this paragraph, in person, by first class registered or certified mail or by an express
delivery service. A Drawing (and any certificate in the form of Exhibit E) shall be presented on
or after the date of this Letter of Credit during our business hours on a Business Day on or prior
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to the Termination Date at our office at Citibank, N.A., c/o Citicorp North America, Inc., and
addressed to 3800 Citibank Center, Building B, First Floor, Tampa, FL 33610, Attention:
Standby Letter of Credit Department, Facsimile No.: (813) 604-7187, or at such other address or
facsimile number as we may notify you in writing from time to time. As used herein, Business
Day” shall mean any day other than (a) a Saturday or Sunday or other day on which commercial
banks in Los Angeles, California or New York, New York are authorized or required by law or
executive order to close or (b) a day on which the New York Stock Exchange is authorized or
obligated by law or executive order to be closed, or (c) a day on which commercial banks are
authorized or required by law or executive order to be closed in the city in which demands for
payment are to be presented under this Letter of Credit.

7. Time and Method for Payment.

@ If a Drawing is made by you in strict conformity with the terms and
conditions of this Letter of Credit, we will honor the Drawing if such Drawing is received
by us prior to 11:30 a.m. on a Business Day, not later than 2:30 p.m. on such Business
Day or such later date as you may specify in such Drawing. If a Drawing is received by
us on a day which is not a Business Day or is received after 11:30 a.m., but prior to 4:00
p.m. on a Business Day, such Drawing shall be deemed to have been received by us on
the next Business Day, and we will honor such Drawing by 2:30 p.m. on the Business
Day on which the Drawing is deemed to have been received by us; provided in any case
that the Business Day on which a Drawing is requested to be honored by us in accordance
with the terms of this Paragraph 7 is on or prior to the Termination Date. All times
referenced herein are as of New York City time.

(b) Unless otherwise agreed, payment under this Letter of Credit shall be
made by Fedwire in immediately available funds to [U.S. Bank National Association,
ABA No. 091-000-022, Account No. | |, Attn: Roselyn Callendar, Ref: Los
Angeles County Metropolitan Transportation Authority Second Subordinate Sales
Tax Revenue Commercial Paper Notes, Series A-TE-Citi and A-T-Citi]. For the
purposes of determining compliance with the times for payment specified in (a) above,
payment shall be deemed to have been made by us when we have delivered appropriate
wire transfer instructions to an appropriate Federal Reserve Bank.

(© All payments made by the Bank under this Letter of Credit shall be made
with the Bank’s own funds.

8. Other Documents in the case of a Substitution. You agree to provide to us a
duly completed certificate in the form of Exhibit F hereto upon the substitution of a substitute
Letter of Credit for this Letter of Credit as set forth in Paragraph 1(c) hereof; and you agree that
each such certificate shall be provided (x) on the same day as any Drawing is made upon this
Letter of Credit in connection with the substitution or (y) if no Drawing is made, on the effective
date of such substitution.

9. Transferability. This Letter of Credit is transferable in its entirety, but not in
part, to any transferee who has succeeded you as Issuing and Paying Agent under the Issuing and
Paying Agency Agreement and the Trust Agreement and may be successively transferred.
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Transfer of the drawing rights under this Letter of Credit to such transferee shall be effected by
(a) your presentation to us of the original of this Letter of Credit, including all amendments, if
any, accompanied by a certificate in the form of Exhibit F hereto and (b) our transfer of this
Letter of Credit (i) by endorsement on the original Letter of Credit or (ii) by issuance of a
substitute Letter of Credit made out in favor of such transferee but otherwise identical in form
and substance to this Letter of Credit.

10.  Governing Law and Practices. This Letter of Credit is issued subject to the
International Standby Practices (1998), International Chamber of Commerce, Publication
No. 590 (the “ISP 98”). This Letter of Credit shall be deemed made under the laws of the State
of New York, including Article 5 of the Uniform Commercial Code, and as to matters not
addressed by the ISP 98 shall be governed by and construed in accordance with the laws of the
State of New York and applicable U.S. Federal law.

11. Irrevocability. This Letter of Credit shall be irrevocable.

12. No Negotiation. A Drawing under this Letter of Credit shall be presented
directly to us by you or by any transferee who has succeeded you as Issuing and Paying Agent
under the Issuing and Paying Agency Agreement and the Trust Agreement and shall not be
negotiated to or by any third party.

13. Excluded Notes. Notwithstanding any other provision of this Letter of Credit, no
Drawing under this Letter of Credit may be made with respect to any (a) Notes issued after the
Termination Date or maturing or selected for redemption after the Termination Date, (b) Notes
issued after your receipt of any Notice of No Issuance in the form of Schedule | hereto or a Final
Drawing Notice in the form of Schedule Il hereto, in either case, from us and prior to your
receipt of written notice from us in the form of Schedule IV hereto that such Notice of No
Issuance or Final Drawing Notice, as applicable, is rescinded and (c) Notes issued in a principal
amount in excess of the principal amount of Notes maturing on or selected for redemption on the
date such Notes are issued after your receipt of any Restricted Issuance Notice, in the form of
Schedule 11 hereto from us and prior to your receipt of written notice from us that such Restricted
Issuance Notice is rescinded, (d) any Note registered in the name of, or to the best of your
knowledge held for the account or benefit of, the Authority, or any Affiliate of the Authority, or
a Person who is a guarantor of any of the obligations of the Authority in connection with the
Notes, and (e) any Notes from and after the date we receive notice from the Issuing and Paying
Agent in the form of Exhibit D hereto that payment or provision for payment of all the Notes has
been made (Notes described in any of clauses (a), (b), (c), (d) and (e) of this Paragraph 13 being
referred to as “Excluded Notes”).

14.  Address for Communications. Communications with respect to this Letter of
Credit shall be in writing and shall be addressed to us at the address referenced in Paragraph 6,
specifically referring thereon to our Irrevocable Letter of Credit No. | ]. At the time
any such communications or Drawings are sent, copies of such communications or Drawings
shall also be sent by facsimile to us at Citibank, N.A., 388 Greenwich Street, 8th Floor,
New York, New York 10013, Attention: Rebekah McGuire; provided, however, that the failure
to send such copies shall not affect our obligations hereunder. Communications with respect to
the Issuing and Paying Agent shall either be sent by first class registered or certified mail or
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express courier service, properly addressed and prepaid, or physically delivered to the address set
forth on the first page of this Letter of Credit.

15.  Definitions. All capitalized terms herein which are not defined have the same
meaning given to them in the Trust Agreement and the Reimbursement Agreement.

16.  Complete Agreement. This Letter of Credit, including Exhibits A through G
hereto and Schedules I, II, 1l and IV hereto, sets forth in full the terms of our obligation.
Reference in this Letter of Credit to other documents or instruments is for identification purposes
only and any such reference (including, without limitation, reference to the definitions in the
Reimbursement Agreement of terms used and not defined herein) shall not modify, amend,
amplify, limit or otherwise affect our obligation hereunder or cause such documents or
instruments to be deemed incorporated herein.

[Remainder of page intentionally left blank]
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We hereby agree with you to honor your Drawings presented in strict compliance with the terms
and conditions of this Letter of Credit.

All parties to this Letter of Credit are advised that the U.S. Government has in place certain
sanctions against certain countries, individuals, entities, and vessels. Citigroup entities,
including branches and, in certain circumstances, subsidiaries, are/will be prohibited from
engaging in transactions or other activities within the scope of applicable sanctions.

Very truly yours,
CITIBANK, N.A.
By

Name
Title
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EXHIBIT A

DRAFT AND CERTIFICATE FOR MATURITY DRAWING

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | |

The undersigned, a duly authorized officer of U.S. Bank National Association (the “Issuing and
Paying Agent”), hereby certifies to Citibank, N.A. (the “Bank™), with reference to Irrevocable
Letter of Credit No. [ ] (the “Letter of Credit”; any capitalized term used herein and not
defined shall have its respective meaning as set forth in the Letter of Credit) issued by the Bank
in favor of the Issuing and Paying Agent, that:

1. The Issuing and Paying Agent is the Issuing and Paying Agent under the Issuing
and Paying Agency Agreement and is making this demand for payment of the principal of and
interest on the above-referenced Notes in accordance with their terms, which amount is payable
on [ ] (the “Payment Date”).

2. The following amounts are owed on Notes maturing (whether due to acceleration
or otherwise) on the Payment Date:

@ $[ ] constitutes the principal of Notes; and
(b)) 9[ ] constitutes interest with respect to Notes.
3. Demand is hereby made under the Letter of Credit for $[ ], which

amount does not exceed the lesser of (i) the sum of the amounts specified in (2)(a) and (b) above
and (ii) the Stated Amount.

4. The amount demanded hereunder does not include any amount payable with
respect to an Excluded Note as described in Paragraph 13 of the Letter of Credit.

5. The proceeds hereof shall be deposited in the Note Payment Fund (as defined in
the Trust Agreement) and shall be applied solely to the payment of Notes in accordance with the
Trust Agreement.
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6. @ Payment of this demand for payment is requested on or before 2:30 p.m.,
New York, New York time, on the later of (i) the Payment Date (or if the Payment Date is not a
Business Day, the next succeeding Business Day) and (ii) the Business Day on which this
Drawing is received or deemed to have been received by the Bank in accordance with
paragraph 7(a) of the Letter of Credit.

(b) Payment of this demand for payment shall be made in accordance with the
payment instructions provided in paragraph 7(b) of the Letter of Credit.

7. Drawn under Citibank, N.A. Irrevocable Letter of Credit No. [ ]: Pay
the amount of [$ ] in interest with respect to the Notes as certified above.

IN WITNESS WHEREOF, the Issuing and Paying Agent has executed and delivered this
Certificate as of the____day of , 20 .

U.S. BANK NATIONAL ASSOCIATION, as Issuing
and Paying Agent

By
Name
Title
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EXHIBIT B

DRAFT AND CERTIFICATE FOR FINAL DRAWING

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | |

The undersigned, a duly authorized officer of U.S. Bank National Association (the “Issuing and
Paying Agent”), hereby certifies to Citibank, N.A. (the “Bank™), with reference to Irrevocable
Letter of Credit No. [ ] (the “Letter of Credit”; any capitalized term used herein and not
defined shall have its respective meaning as set forth in the Letter of Credit) issued by the Bank
in favor of the Issuing and Paying Agent, that:

The Issuing and Paying Agent is the Issuing and Paying Agent under the Issuing and Paying
Agency Agreement and is making this Drawing for amounts sufficient to pay the principal of and
interest on the Notes outstanding at their respective maturity dates in accordance with the Trust
Agreement. Payment for this demand for payment shall be made on (the
“Payment Date”).

1. We are in receipt of the written notice from you described in paragraph 1(e) of the
Letter of Credit.

2. The following amounts will be due and owing on the Notes currently outstanding
at the respective maturity dates thereof occurring on or after the date of a Final Drawing Notice:

(@) $[ ] constitutes the principal of Notes; and
(b) $[ ] constitutes interest with respect to Notes.
3. Demand is hereby made under the Letter of Credit for $[ ], which

amount does not exceed the lesser of the sum of the amounts specified in 2(a) and (b) above and
the Stated Amount.

4. The amount demanded hereunder does not include any amount payable with
respect to an Excluded Note as described in Paragraph 13 of the Letter of Credit.
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5. The proceeds hereof shall be deposited in the Note Payment Fund (as defined in
Trust Agreement) and shall be applied solely to the payment of Notes in accordance with the
Trust Agreement.

6. @ Payment of this demand for payment is requested on or before 2:30 p.m.,
New York, New York time, on the later of (i) the Payment Date (or if the Payment Date is not a
Business Day, the next succeeding Business Day) and (ii) the Business Day on which this
Drawing is received or deemed to have been received by the Bank in accordance with
paragraph 7(a) of the Letter of Credit.

(b) Payment of this demand for payment shall be made in accordance with the
payment instructions provided in paragraph 7(b) of the Letter of Credit.

7. The Letter of Credit shall be returned to the Bank upon our receipt of payment of
this demand for payment and no additional amounts shall be drawn under the Letter of Credit.

Drawn under Citibank, N.A. Irrevocable Letter of Credit No. | |: Pay the amount of
[$ ] in principal of the Notes as certified above.

IN WITNESS WHEREOF, the Issuing and Paying Agent has executed and delivered this
Certificate as of the ___ day of ,20 .

U.S. BANK NATIONAL ASSOCIATION, as lIssuing
and Paying Agent

By
Name
Title
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EXHIBIT C

CERTIFICATE REGARDING REDUCTION OF STATED AMOUNT

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

The undersigned, a duly authorized officer of U.S. Bank National Association (the “Issuing and
Paying Agent”), hereby certifies to Citibank, N.A. (the “Bank™), with reference to Irrevocable
Letter of Credit No. [ ] (the “Letter of Credit”; any capitalized term used herein and not
defined shall have its respective meaning as set forth in the Letter of Credit) issued by the Bank
in favor of the Issuing and Paying Agent, that:

1. The Authority has instructed the Issuing and Paying Agent to reduce the Stated
Amount of the Letter of Credit.

2. The Principal Portion shall be reduced by $[ ] and the Interest
Portion shall be reduced by $[ ] which is 270 days’ interest at 12% per annum
(based on a year of 365 days) on the amount of the reduction in the Principal Portion.

3. Pursuant to paragraph 3 of the Letter of Credit, the Stated Amount shall be
reduced automatically by $[ ], such reduction to be allocated so that the Principal
Portion and the Interest Portion of the Stated Amount are reduced by the amounts stated in
paragraph 2, upon receipt by the Bank of this Certificate.

4. The Stated Amount, as so reduced, is at least equal to the outstanding principal
amount of the Notes plus 270 days’ interest thereon at 12% per annum (based on a year of
365 days).
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IN WITNESS WHEREOF, the Issuing and Paying Agent has executed and delivered this
Certificate as of the ___ day of ,20 .

U.S. BANK NATIONAL ASSOCIATION, as Issuing
and Paying Agent

By
Name
Title
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EXHIBIT D

TERMINATION CERTIFICATE—DEFEASANCE/PAYMENT

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | |

The undersigned, a duly authorized officer of U.S. Bank National Association (the “Issuing and
Paying Agent”), hereby certifies to Citibank, N.A. (the “Bank”), with reference to Irrevocable
Letter of Credit No. [ ] (the “Letter of Credit”; any capitalized term used herein and not
defined shall have its respective meaning as set forth in the Letter of Credit) issued by the Bank
in favor of the Issuing and Paying Agent, as follows:

We hereby instruct you [to terminate the Letter of Credit as the principal amount of and
interest on all outstanding Notes, other than Excluded Notes, has been paid or provision for
such payment in full is deemed to have been made by the deposit of cash or eligible
securities and all of the outstanding Notes, other than Excluded Notes, have been defeased
in accordance with Section 6.06 of the First Supplemental Subordinate Trust Agreement.]
[to terminate the Letter of Credit as the principal amount of and interest on all outstanding
Notes, other than Excluded Notes, has been paid in full in accordance with the Trust
Agreement.] [that the Letter of Credit shall terminate on [ , ] and that
cash or eligible securities sufficient to pay the principal amount of and interest on all
outstanding Notes, other than Excluded Notes, has been deposited under the Trust
Agreement in accordance with Section 6.06 of the First Supplemental Subordinate Trust
Agreement.]

[The original Letter of Credit, including all amendments, if any, is attached hereto and
being surrendered to you herewith.]

Page 14 of 29 Letter of Credit No. [ ]



IN WITNESS WHEREOQOF, the Issuing and Paying Agent has executed and delivered this
Certificate as of the ___ day of ,20 .

U.S. BANK NATIONAL ASSOCIATION, as Issuing
and Paying Agent

By
Name
Title
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EXHIBIT E

TERMINATION CERTIFICATE—SUBSTITUTE LETTER OF CREDIT

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | |

The undersigned, a duly authorized officer of U.S. Bank National Association (the “Issuing and
Paying Agent”), hereby certifies to Citibank, N.A. (the “Bank™), with reference to Irrevocable
Letter of Credit No. [ ] (the “Letter of Credit”; any capitalized term used herein and not
defined shall have its respective meaning as set forth in the Letter of Credit) issued by the Bank
in favor of the Issuing and Paying Agent, as follows:

In accordance with the terms of the Trust Agreement, we hereby confirm the termination of the
Letter of Credit for the reason that the conditions precedent to the acceptance of a substitute
Letter of Credit under the Trust Agreement have been satisfied, all demands for payment under
the Letter of Credit for Notes (other than Excluded Notes) have been paid in accordance with the
provisions of the Letter of Credit and the substitute Letter of Credit has become effective under
the Trust Agreement in substitution for the Letter of Credit.

[The original Letter of Credit, including all amendments, if any, is attached hereto and
being surrendered to you herewith.]

IN WITNESS WHEREOQOF, the Issuing and Paying Agent has executed and delivered this
Certificate as of the ___ day of , 20 .

U.S. BANK NATIONAL ASSOCIATION, as lIssuing
and Paying Agent

By
Name
Title
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EXHIBIT F

NOTICE OF TRANSFER

[DATE]

[Citibank, N.A.

c/o Citicorp North America, Inc.
3800 Citibank Center

Building B, Third Floor

Tampa, FL 33610]

Attention: Standby Letter of Credit Department

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | |
Ladies and Gentlemen:

For value received, the undersigned beneficiary hereby irrevocably transfers to:

(Name of Transferee)

(Address)

all rights of the undersigned beneficiary to draw under the above Letter of Credit in its entirety.
Any capitalized term used herein and not defined shall have its respective meaning as set forth in
Letter of Credit No. | | issued by you in connection with the above-referenced Notes.

By this transfer, all rights of the undersigned beneficiary in such Letter of Credit are transferred
to the transferee and the transferee shall have the sole rights as beneficiary thereof, including sole
rights relating to any amendments, whether increases or extensions or other amendments and
whether now existing or hereafter made. All amendments are to be advised directly to the
transferee without necessity of any consent of or notice to the undersigned beneficiary.
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By its signature below the undersigned transferee acknowledges that it has duly succeeded as
Issuing and Paying Agent under the Trust Agreement.

The original Letter of Credit, including all amendments, if any, is returned herewith and we ask
you to notify the transferee in such form as you deem advisable of this transfer and of the terms
and conditions of the Letter of Credit.

Yours very truly,

SIGNATURE AUTHENTICATED: U.S. BANK NATIONAL ASSOCIATION

By
(Authorized Signature) Name
Title

ACKNOWLEDGED:

[TRANSFEREE]

By
Name
Title
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EXHIBIT G

NOTICE OF EXTENSION

[DATE]

U.S. Bank National Association,

as Issuing and Paying Agent and Trustee
Suite 1600

100 Wall Street

New York, New York 10005

Attention: Corporate Trust Department

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. [ ]

Ladies and Gentlemen:

The undersigned, a duly authorized officer of Citibank, N.A. (the “Bank”), hereby advises you,
with respect to the above-referenced Irrevocable Letter of Credit (the “Letter of Credit”; any
capitalized term used herein and not defined shall have its respective meaning as set forth in the
Letter of Credit) issued by the Bank in your favor, that:

1. At the request and for the account of the Los Angeles County Metropolitan
Transportation Authority, we hereby extend the date referenced in paragraph 1(a) of the Letter of
Credit (as such date may have been extended previously from time to time) to

2. Except as specifically provided in paragraph (1) above, all of the terms and
conditions of the Letter of Credit remain unchanged and in full force and effect.

3. This Notice of Extension is an integral part of the Letter of Credit.
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IN WITNESS WHEREOF, the undersigned has executed and delivered this Notice of
Extension as of the ___ day of , .

CITIBANK, N.A.

By
Name
Title

Page 21 of 29 Letter of Credit No. [ ]



SCHEDULE I

FORM OF NOTICE OF NO ISSUANCE

[DATE]

U.S. Bank National Association,

as Issuing and Paying Agent and Trustee
Suite 1600

100 Wall Street

New York, New York 10005

Attention: Corporate Trust Department

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | ]
Ladies and Gentlemen:

The undersigned, pursuant to the Reimbursement Agreement between Citibank, N.A. (the
“Bank”) and the Los Angeles County Metropolitan Transportation Authority dated as of
[ , 2017] (as amended, supplemented, modified or restated from time to time
pursuant to its terms, the “Reimbursement Agreement”), hereby notifies you as Issuing and
Paying Agent for the above-referenced Notes (the “Notes”) that an Event of Default, as defined
in the Reimbursement Agreement, has occurred. Unless this notice is subsequently rescinded by
the undersigned in writing, all Notes issued on or after the date you receive this notice shall be
“Excluded Notes” as defined in the above-referenced Letter of Credit (the “Letter of Credit”)
issued for your benefit as Issuing and Paying Agent for the Notes. On the maturity date of the
last maturing Note issued prior to your receipt of this notice and upon payment of all amounts
drawn under the Letter of Credit with respect to such Notes, the Letter of Credit shall be returned
to the undersigned for cancellation.
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IN WITNESS WHEREOF, the undersigned has executed this Notice of No Issuance as of the
day of , 20,

CITIBANK, N.A.

By
Name
Title
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SCHEDULE I

FORM OF RESTRICTED ISSUANCE NOTICE

[DATE]

U.S. Bank National Association,

as Issuing and Paying Agent and Trustee
Suite 1600

100 Wall Street

New York, New York 10005

Attention: Corporate Trust Department

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | ]
Ladies and Gentlemen:

The undersigned, pursuant to the Letter of Credit Reimbursement Agreement between Citibank,
N.A. (the “Bank™), and the Los Angeles County Metropolitan Transportation Authority dated as
of | , 2017] (as amended, supplemented, modified or restated from time to time
pursuant to its terms, the “Reimbursement Agreement”), hereby notifies you as Issuing and
Paying Agent for the above-referenced Notes (the “Notes”) that an Event of Default, as defined
in the Reimbursement Agreement, has occurred. Unless this notice is subsequently rescinded by
the undersigned in writing, all Notes issued on or after the date you receive this notice in a
principal amount in excess of the principal amount of Notes maturing on such date of issuance or
selected for redemption on such date of issuance shall be “Excluded Notes™ as defined in the
above-referenced Letter of Credit issued for your benefit as Issuing and Paying Agent for the
Notes.
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IN WITNESS WHEREOF, the undersigned has executed this Restricted Issuance Notice as of
the day of , 20

CITIBANK, N.A.

By
Name
Title
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SCHEDULE Il

FORM OF FINAL DRAWING NOTICE

[DATE]

U.S. Bank National Association,

as Issuing and Paying Agent and Trustee
Suite 1600

100 Wall Street

New York, New York 10005

Attention: Corporate Trust Department

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | ]
Ladies and Gentlemen:

The undersigned, pursuant to the Letter of Credit Reimbursement Agreement between Citibank,
N.A. (the “Bank™), and the Los Angeles County Metropolitan Transportation Authority dated as
of | , 2017] (as amended, supplemented, modified or restated from time to time
pursuant to its terms, the “Reimbursement Agreement”), hereby notifies you as Issuing and
Paying Agent for the above-referenced Notes (the “Notes”) that an Event of Default, as defined
in the Reimbursement Agreement, has occurred. Unless this notice is subsequently rescinded by
the undersigned in writing, you are directed to make a Final Drawing under the above-referenced
Letter of Credit (the “Letter of Credit”) issued for your benefit as Issuing and Paying Agent for
the Notes within fifteen calendar days of your receipt of this notice and all Notes issued on or
after the date you receive this notice shall be “Excluded Notes” as defined in the Letter of Credit.
You are further notified that the Letter of Credit shall terminate on the earlier of (a) date which is
the 10th calendar day after the date of receipt by the Issuing and Paying Agent of this notice, and
(b) the date on which the Drawing resulting from the delivery of this notice is honored by us.
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IN WITNESS WHEREOF, the undersigned has executed this Final Drawing Notice as of the
day of , 20,

CITIBANK, N.A.

By
Name
Title

Page 27 of 29 Letter of Credit No. [ ]



SCHEDULE IV

FORM OF RESCISSION OF FINAL DRAWING NOTICE AND/OR NO ISSUANCE
NOTICE

[DATE]

U.S. Bank National Association,

as Issuing and Paying Agent and Trustee
Suite 1600

100 Wall Street

New York, New York 10005

Attention: Corporate Trust Department

Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,

Series A-TE-Citi

and
Los Angeles County Metropolitan Transportation Authority
Second Subordinate Sales Tax Revenue
Commercial Paper Notes,
Series A-T-Citi

Irrevocable Letter of Credit No. | ]
Ladies and Gentlemen:

The undersigned, pursuant to the Letter of Credit Reimbursement Agreement between Citibank,
N.A. (the “Bank”), and the Los Angeles County Metropolitan Transportation Authority dated as
of | , 2017] (as amended, supplemented, modified or restated from time to time
pursuant to its terms, the “Reimbursement Agreement”), hereby notifies you as Issuing and
Paying Agent for the above-referenced Notes (the “Notes™) that further Notes may be issued
pursuant to the terms of the Trust Agreement which may be supported by the Letter of Credit.
The Stated Amount of the Letter of Credit is reinstated to an amount equal to
$ . The Letter of Credit will continue to be reinstated in accordance
with its terms.
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IN WITNESS WHEREOF, the undersigned has executed this Final Drawing Notice as of the
day of , 20,

CITIBANK, N.A.

By
Name
Title
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M t Los Angeles County
e rO Metropolitan Transportation
Authority
One Gateway Plaza

@ 3rd Floor Board Room
) B r R Los Angeles, CA
Metro oard Report

File #: 2017-0430, File Type: Agreement Agenda Number: 12

FINANCE, BUDGET AND AUDIT COMMITTEE
JULY 19, 2017

SUBJECT: LEASE AGREEMENT WITH THE CITY
OF LOS ANGELES DEPARTMENT OF AIRPORTS
BOARD OF COMMISSIONERS FOR PUBLIC
TRANSIT USE OF LAX TERMINAL 27
ACTION:  AUTHORIZE EXECUTION OF SEVEN (7)-YEAR LONG-TERM LEASE

RECOMMENDATION

AUTHORIZE the Chief Executive Officer to execute a seven (7)-year lease agreement (“Lease
Agreement”) with The City of Los Angeles Board of Airport Commissioners (“City”), having jurisdiction
over Los Angeles World Airports (“LAWA?”), allowing Metro to continue leasing 2.0177 acres of land
and improvements located at Los Angeles International Airport (“LAX”) Terminal 27, 6111 W. 96th
Street, Los Angeles at a rental amount of $7,770 per month for a total lease value of $714,448 over
the (7)-year lease term including an estimated 3.29% CPI adjustment assessed annually.

ISSUE

Metro operates Terminal 27 at LAX under an expired five-year lease last approved by the Metro
Board on April 28, 2004. Terminal 27 lease expired on June 30, 2009. Upon expiration of the term in
2009, the lease continued on a month-to-month basis as a successor agreement was negotiated with
LAWA'’s Real Estate Department.

LAWA has embarked on an airport modernization program at LAX. A component of this is the
Landside Access Modernization Project (“LAMP”) which provides for an automated people mover on
the land currently occupied by Terminal 27. Within the next two years, LAMP plans require that
Terminal 27 be relocated to a new site situated adjacent to the current location under a new
configuration but comprised of approximately the same dimensions (See Figures 1 & 2 in Attachment
B for details).

DISCUSSION

Terminal 27 is an integral part of the transportation network serving the City of Los Angeles and the
LAX area. Terminal 27 has served as the hub of public transportation at LAX in its present location for
33 years. Terminal 27 serves several Metro bus lines and additional bus lines from the cities of
Torrance, Culver City, and Santa Monica as well as Beach Cities Transit.
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The new Lease Agreement provides for the City to relocate Terminal 27 to a site owned by LAWA
during the lease term to accommodate the proposed automatic people mover project, pay the cost of
the replacement facility, and to work with Metro to assure a smooth transition to the new site for the
remainder of the lease term. The seven-year term coincides with the timing for Metro’s development
of the Airport Metro Connector and bus terminal after which time Terminal 27 will no longer be
needed.

DETERMINATION OF SAFETY IMPACT

The proposed lease will have no impact on safety.

FINANCIAL IMPACT

The new Lease Agreement provides for monthly payment of $7,770 (annually $93,240) and will cost
$714,448 over the life of the Lease Agreement including provisions for annual CPI adjustments. The
new annual lease payment represents a 2.56% increase over the expired Lease Agreement. Staff
anticipated this increase and finds it to be in line with expected costs of escalation of rent. Funding
for the new Lease Agreement includes general operating funds such as fares and sales tax and has
been included in the Fiscal Year 2018 budget and will continue until lease termination.

ALTERNATIVES CONSIDERED

The alternative to continuing to lease at this site are abandon the site and discontinue service, or
relocate to another location. These alternatives are neither practical nor recommended. Terminal 27
is an active terminal providing a covered facility for bus patrons loading and unloading and
transferring to other bus lines in an otherwise restricted environment at LAX. The discontinuance of
this Terminal would greatly inconvenience patrons utilizing public transportation to and from LAX.
Metro-initiated relocation of Terminal 27 is also not advisable because of the significant financial
investment required to develop the replacement terminal which will be required for a relatively short
time.

NEXT STEPS

Upon approval as to form by County Counsel, the Metro-executed lease will be delivered to the City
for counter-signature and placed on the agenda for full approval by the Airport Board of Directors at
their September 2017 meeting.

ATTACHMENTS

Attachment A - Summary of Key Lease Terms
Attachment B - Lease Area Terminal 27

Prepared by: John Beck, Senior Real Estate Officer, (213) 922-4435
John Potts, Deputy Executive Officer, (213) 922-2435
Calvin Hollis, Senior Executive Officer, (213) 922-7319
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Reviewed by: Therese W. McMillan, Chief Planning Officer, (213) 922-7077
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ATTACHMENT A - SUMMARY OF KEY LEASE TERMS

LEASE AGREEMENT FOR TERMINAL 27

36,000 square feet (SF) of land and 522 SF of Restroom Space (“Exclusive
PREMISES | Use Area”), and 51,891 SF of land and 4,128 SF of Canopy (“Non-Exclusive
Use Area”).

Seven years with provision for month-to-month upon expiration with a 30-day

TERM notice by either party.

COST Monthly rent amount of $7,770 or an annual amount of $93,240.




ATTACHEMENT B - LEASE AREA TERMINAL 27

Figure 1 Existing Configuration

tay 0

Notes
[ Exclusive Use Area:
36,000 sf

522 SF for operator

restrooms

Non-Exclusive Use Area:
51,891 sf

with 4,128 sf of canopy




ATTACHEMENT B - LEASE AREA TERMINAL 27

Figure 2 Reconfiguration

Notes
[ Exclusive Use Area:
36,000 sf
522 SF for operator
restrooms
I Non-Exclusive Use Area:
55,555 sf
with 4,128 sf of canopy
- 14 bus loading capacity
- 6 bus parking capacity
- LAWA to coordinate
installation of eastbound left
turn lane at new driveway with
LADOT




Los Angeles County
MetrO Metropolitan Transportation
Authority
One Gateway Plaza
@ 3rd Floor Board Room
B B r R Los Angeles, CA
Metro oard Report
File #: 2017-0412, File Type: Informational Report Agenda Number: 13

FINANCE, BUDGET AND AUDIT COMMITTEE
JULY 19, 2017

SUBJECT: LEASE OF RETAIL SPACE TO BIKE AND PARK
SANTA MONICA, LLC

ACTION:  AUTHORIZE EXECUTION OF LEASE AGREEMENT

RECOMMENDATION

AUTHORIZE the Chief Executive Officer (CEO) to execute a five-year exclusive lease agreement
and a five-year extension option with Bike and Park Santa Monica, LLC (Bike and Park) for the Kiosk
S-4 space location at Union Station in the amount of $1,970.72 monthly base rent plus an annual
increase of three percent, common area maintenance (CAM) fees, and a percentage rent of ten
percent of gross sales above the base rent, for a total income in excess of $500,000 over the 10-year
lease. Lease will start on the earlier of 60 days from completion of the Metro Bike Hub currently
under construction or the day the Bike and Park actually commences conducting business.

ISSUE

Following a competitive selection process, six vendors submitted proposals in August 2015. Three
proposers were found to best meet the experience requirements including having implemented
similar projects at transit hubs. The bidders’ proposals were evaluated on the basis of thoroughness
of their responses, historical retail experience, profitability, resourcefulness of their business plans,
previous work with other public agencies, proposed organization and staff, and commitment to a
quality store and program.

Staff, with assistance of County Counsel, have recently concluded negotiations with Bike and Park, a
successful retail and services trade name shop that thoroughly complements the adjacent Metro Bike
Hub at the Union Station. The lease retail area is 904 square feet within the Bike Hub Park facility
currently under construction, and includes non-exclusive use of the common area (see Attachments A
and B). Metro will be providing a shell and heating capacity when complete. The proposed tenant is
expected to invest approximately $75,000 in tenant improvements. Completion of the Bike Hub
construction is expected within the next six months pending permitting and licensing.

Over the proposed 10-year term (5 years plus one 5-year option dependent on performance per
Attachment C term sheet), this lease is anticipated to generate in excess of $500,000 in base rent
and percentage rent. Board authorization is requested because the expected lease revenue exceeds
the CEO'’s current authority.
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DISCUSSION

Bike and Park is a retail bike shop in the business of selling, renting, repairing, and valet parking
bicycles; providing bike and Segway tours; selling bike-related apparel and supplies and grab ‘n go
snacks and drinks; and providing services and activities related to three key areas of education (e.g.,
confident city cycling that is smart and safe), stakeholder engagement and customer service. They
are passionate about increasing bicycle use for transportation and inspiring people to ride. This Bike
Hub-user amenity is expected to increase bike and transit trips and achieve first/last mile strategies
which are key objectives of the Metro Bike Hub program.

DETERMINATION OF SAFETY IMPACT

The proposed lease will have no impact on safety.
FINANCIAL IMPACT

Adoption of the proposed lease could generate an excess of $500,000 in rent including the 3 percent
annual increase, CAM charges, and percentage rents, over the initial 5 years of the lease and 5-year
option.

Impact to Budget

Adoption of the recommended action will have no impact on the FY18 budget for bus or ralil
operations.

ALTERNATIVES CONSIDERED

The Board may choose to disapprove the lease agreement. Staff does not recommend this since it
would likely leave the retail space vacant at the time of opening with no income or operator to assist
Bike Hub customers. The Board may instead decide to go back to the open market to find an
alternate tenant. This is not recommended as staff has already conducted an exhaustive RFP
process, held interviews with the qualified candidates and selected the best candidate.

NEXT STEPS

The proposed terms and conditions of the lease agreement have been negotiated and approved by
County Counsel and Lessee. The remaining step is approval by the Metro Board of Directors.

ATTACHMENTS

Attachment A - Bike and Park Premises and Patio Area
Attachment B - Bike and Park Project Area
Attachment C - Bike and Park Lease Agreement Key Terms
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Prepared by: Ken Pratt, DEO, Countywide Planning & Development, (213) 922-6288
Cal Hollis, SEO, Countywide Planning & Development, (213) 922-7319

Reviewed by: Therese W. McMillan, Chief Planning Officer, (213) 922-7077

Rl

Phillip A. Washington \
Chief Executive Officer '
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EXHIBIT “A”

DEPICTION OF THE PREMISES and PATIO AREA

(plan not to scale)
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EXHIBIT “B”

THE PROJECT
(plan not to scale)
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ATTACHMENT “C”

SUMMARY OF LEASE AGREEMENT KEY TERMS

Premises

The Premises consists of 904 square feet with retail
tenant improvements installed by Bike and Park.

Term

Lease Agreement is five (5) years commencing on the
earlier of 60 days from completion of Landlord’s work
OR the day Tenant actually commences conducting
business in the Metro Bike Hub Park facility currently
under construction, and allowing for a five (5)-year
extension for a total term of ten (10) years.

Rent

Bike and Park will pay Metro a base rent of $23,648.64
for the first year. Total rental income, including common
area maintenance fees and annual escalations of 3% for
each consecutive year, over the ten (10) year lease
term is $478,787. The percentage rent total over 10
years is estimated at $54,713. Altogether, the full term
income is estimated to be $533,499.

Indemnification

Tenant will indemnify and hold Landlord and its agents
harmless from all claims, liabilities and damages
resulting from its use of the Premises.

Termination Clause

Terminable with three (3) months’ written notice if
required for Metro’s transportation or master plan
project purposes only.




Los Angeles County
MetrO Metropolitan Transportation
Authority
One Gateway Plaza
@ 3rd Floor Board Room
B B r R Los Angeles, CA
Metro oard Report
File #: 2017-0444, File Type: Informational Report Agenda Number: 14

FINANCE, BUDGET AND AUDIT COMMITTEE
JULY 19, 2017
SUBJECT: CONSOLIDATED AUDIT FOR FISCAL YEAR 2016
ACTION: RECEIVE AND FILE

RECOMMENDATION

RECEIVE AND FILE the Consolidated Audit financial and compliance audit reports completed by
Vasquez and Company (Vasquez) and Simpson and Simpson, CPA’s (Simpson & Simpson) for the
Fiscal Year ending June 30, 2016.

ISSUE

As the Regional Transportation Planner for Los Angeles County, we are responsible for planning,
programming and allocating transportation funding to Los Angeles County jurisdictions, transit
operators and other transportation programs. We have the fiduciary responsibility to provide
assurance that recipients of funds included in the Consolidated Audit are adhering to the statutes,
program guidelines, and/or agreements of each applicable funding source and that operations data
used to allocate funds is fair and in accordance with Federal Transportation Authority (FTA)
guidelines.

The Consolidated Audit process includes financial and compliance audits of the following programs:
e Local Funding Program to 88 cities and Unincorporated Los Angeles County
» Proposition A Local Return
= Proposition C Local Return
» Measure R Local Return
» Transit Development Act (TDA) Article 3 and Article 8 Programs
= Proposition A Discretionary Incentive Program
e Transit System Funds to Commerce, Redondo Beach, Torrance
» Transit Development Act (TDA) Article 4
» State Transit Assistance (STA)
* Proposition A 95% of 40% Discretionary
= Proposition C 5% Security
» Proposition C 40% Discretionary
» Proposition 1B Funds
= Measure R 20% Bus Operations and Clean Fuel Bus Funds

Metro Page 1 of 4 Printed on 4/27/2022
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e Proposition A 40% Discretionary - Growth Over Inflation (GOI) Fund to Burbank, Glendale,
LADOT and Pasadena Transit System Operators
e Fare Subsidies Programs
* |mmediate Needs Transportation Program (INTP)
» Rider Relief Transportation Program (RRTP)
»  Support for Homeless Re-Entry (SHORE) Program
e Metrolink Program
e EZ Transit Pass Program
e Access Services
e LADOT Operating Data (Proposition A Incentive Programs)

We allocate over $400 million annually to these programs and distribute them to 88 cities in Los
Angeles County, the County of Los Angeles and other agencies. Audits of these programs are
needed to ensure that the agencies comply with the applicable rules, regulations, policies, guidelines
and executed Memorandums of Understanding (MOU). The audits also serve as a program
management tool for effectively managing and administering these programs.

Vasquez and Simpson & Simpson performed the financial and compliance audits to assure
management that recipients of subsidies included in the Consolidated Audit are adhering to the
statutes of each applicable funding source and that operations data used to allocate funds is fair and
in accordance with Federal Transportation Administration (FTA) guidelines. The audits were
conducted in accordance with generally accepted government auditing standards and the American
Institute of Certified Public Accountants' Standards.

DISCUSSION

Local Return

Vasquez and Simpson & Simpson found that the Cities and County, with the exception of the City of
Compton, complied in all material respects, with the Guidelines and Requirements referred to above
that could have a direct and material effect on the Local Return Programs for the year ended June
30, 2016. The Measure R Local Return audit results were presented to the Measure R Independent
Taxpayer Oversight Committee (MRITOC) on March 6, 2017. A Public Hearing for MRITOC was also
conducted to receive public input on April 26, 2017.

The auditors found that the cities and Los Angeles County generally complied with the requirements
applicable to the Proposition A and C and Measure R Local Return Guidelines, with the exception of
the City of Compton due to materiality of the questioned costs. The auditors found 62 and 29
instances of non-compliance for Proposition A and C and Measure R, respectively. Questioned costs
totaling $1.7 million, $5.2 million, and $1.5 million for Proposition A, Proposition C and Measure R,
respectively represent approximately 1%, 3% and 1% of each total fund reviewed. The Local Return
Program Manager is working with the cities to resolve the findings. The respective auditors will
validate the resolution of the findings identified in these audits in the following years’ audits.

Non-Local Return
The auditors found that schedules/financial statements for the various programs included in the
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Consolidated Audit present fairly, in all material respects. They also found that the entities complied,
in all material respects, with the compliance requirements of their respective guidelines. However,
the auditors noted several compliance findings; two findings for Metrolink program, five findings for
the TDA Article 3 program, one finding for the TDA Article 8 program and seven for the EZ Transit
Pass Program, all of which were resolved during the audit. Four compliance findings were also
identified for the INTP (2), and RRTP (1) programs. Four findings on internal controls over financial
reporting for the Access Services were also identified. Metro Program Managers are working with the
funds recipients to resolve the findings. The respective auditors will validate the resolution of the
findings identified in these audits in the following years’ audits.

Due to the considerable size of the documents, we have attached the Report on Compliance with
Requirements Applicable to Proposition A and C and Measure R Ordinances and Proposition A and C
and Measure R Local Return Guidelines by each of the firms (Attachment A through D). As a savings
measure the remaining Consolidated Audit reports can be accessed online.

For the audit reports issued by Vasquez, please visit:
<http://libraryarchives.metro.net/DB Attachments/Board%20Report%20Links/0444/Final%
20reports%20-%20Vasquez/>

For the audit reports issued by Simpson & Simpson, please visit:
http://libraryarchives.metro.net/DB Attachments/Board%20Report%20Links/0444/Final%20reports%
20-%20Simpson%20and%20Simpson/

ATTACHMENTS

A. Report on Compliance with Requirements Applicable to Proposition A and Proposition C
Ordinances and Proposition A and Proposition C Local Return Guidelines (Vasquez)

B. Report on Compliance with Requirements Applicable to Proposition A and Proposition C
Ordinances and Proposition A and Proposition C Local Return Guidelines (Simpson &
Simpson)

C. Report on Compliance with Requirements Applicable to Measure R Ordinance and Measure R
Local Return Guidelines (Vasquez)

D. Report on Compliance with Requirements Applicable to Measure R Ordinance and Measure R

Local Return Guidelines (Simpson & Simpson)
..Prepared_by
Prepared by: Lauren Choi, Sr. Manager, Audit, (213) 922-3926
Monica Del Toro, Audit Support Manager, (213) 922-7494

Reviewed by: Diana Estrada, Chief Auditor, (213) 922-2161
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Phillip A. Washington \
Chief Executive Officer '
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REPORT OF INDEPENDENT AUDITORS ON COMPLIANCE WITH THE REQUIREMENTS
APPLICABLE TO PROPOSITION A AND PROPOSITION C ORDINANCES AND
PROPOSITION A AND PROPOSITION C LOCAL RETURN GUIDELINES

To: Board of Directors of the Los Angeles County Metropolitan Transportation Authority
and Proposition A and Proposition C Oversight Committee

Report on Compliance

We have audited the compliance of the County of Los Angeles (County) and the thirty-nine (39)
Cities identified in Schedule 1, with the types of compliance requirements described in the
Proposition A and Proposition C Ordinances enacted through a Los Angeles County voter-approved
law in November 1980 and November 1990, respectively; Proposition A and Proposition C Local
Return Guidelines, issued by the Los Angeles County Metropolitan Transportation Authority
(LACMTA), approved by its Board of Directors in FY 2006-07 (collectively, the Guidelines); and the
respective Assurances and Understandings Regarding Receipt and Use of Proposition A and
Proposition C Local Return Funds, executed by LACMTA and the County and the respective Cities
for the year ended June 30, 2016 (collectively, the Requirements). Compliance with the above noted
Guidelines and Requirements by the County and the Cities are identified in the accompanying
Summary of Compliance Findings, Schedule 1 and Schedule 2.

Management’s Responsibility

Compliance with the Guidelines and the Requirements is the responsibility of the respective
management of the County and the Cities.

Auditors’ Responsibility

Our responsibility is to express opinions on the County’s and each City’'s compliance with the
Guidelines and the Requirements referred to above based on our audits. We conducted our audits of
compliance in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audits to obtain reasonable assurance about whether noncompliance with the
types of requirements referred to above that could have a direct and material effect on the
Proposition A and Proposition C Local Return programs occurred. An audit includes examining, on a
test basis, evidence about the County and each City’'s compliance with the Guidelines and the
Requirements and performing such other procedures as we considered necessary in the
circumstances.

We believe that our audits provide a reasonable basis for our opinions on compliance. However, our
audits do not provide a legal determination of the County and each City’s compliance with the
Guidelines and the Requirements.



Opinion

In our opinion, except for the City of Compton, as described in Schedule 2 as Findings #2016-011
and #2016-012, the County and the Cities complied, in all material respects, with the Guidelines and
the Requirements referred to above that could have a direct and material effect on the Proposition A
and Proposition C Local Return programs for the year ended June 30, 2016.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to
be reported in accordance with the Guidelines and the Requirements and which are described in the
accompanying Summary of Proposition A and Proposition C Audit Results (Schedule 1) and
Schedule of Findings and Questioned Costs (Schedule 2) as Findings #2016-001 through
#2016-029. Our opinion is not modified with respect to these matters.

The Cities’ responses to the noncompliance findings identified in our audits are described in the
accompanying Schedule 2 — Schedule of Findings and Questioned Costs. The Cities’ responses
were not subjected to the auditing procedures applied in the audit of compliance and accordingly, we
express no opinion on the responses.

Report on Internal Control over Compliance

The management of the County and each City is responsible for establishing and maintaining
effective internal control over compliance with the Guidelines and the Requirements referred to
above. In planning and performing our audits of compliance, we considered the County and each
City’s internal control over compliance with the Guidelines and the Requirements that could have a
direct and material effect on the Proposition A and Proposition C Local Return programs to
determine the auditing procedures that are appropriate in the circumstances for the purpose of
expressing an opinion on compliance and to test and report on internal control over compliance in
accordance with the Guidelines and the Requirements, but not for the purpose of expressing an
opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of the County and each City’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be material weaknesses or significant deficiencies and therefore,
material weaknesses or significant deficiencies may exist that were not identified. However, as
discussed below, we identified certain deficiencies in internal control over compliance that we
consider to be material weaknesses and significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance under the Guidelines and the
Requirements on a timely basis. A material weakness in internal control over compliance is a
deficiency, or a combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance under the Guidelines and the Requirements will
not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies in
internal control over compliance, as described in the accompanying Schedule of Findings and
Questioned Costs (Schedule 2) as Findings #2016-005, #2016-008, #2016-011, #2016-012,
#2016-014, #2016-015, #2016-020, #2016-021, #2016-022 and #2016-028, to be material
weaknesses.



A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with the Guidelines and the Requirements that is
less severe than a material weakness in internal control over compliance, yet important enough to
merit attention by those charged with governance. We consider the deficiencies in internal control
over compliance, as described in the accompanying Schedule of Findings and Questioned Costs as
Findings #2016-002, #2016-004 and #2016-023, to be significant deficiencies.

The Cities’ responses to the internal control over compliance findings identified in our audits are
described in the accompanying Schedule of Findings and Questioned Costs (Schedule 2). The
Cities’ responses were not subjected to the auditing procedures applied in the audit of compliance
and, accordingly, we express no opinion on the responses.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing on internal control over compliance and the results of that testing based on the requirements
of the Guidelines and the Requirements. Accordingly, this report is not suitable for any other
purpose.

7.;.2? v-% LLP

Los Angeles, California
December 29, 2016



Los Angeles County Metropolitan Transportation Authority
Summary of Compliance Findings
Fiscal Year ended June 30, 2016

The audits of the County of Los Angeles and the 39 cities identified in Schedule 1 have resulted in

29 findings. The table below shows a summary of the findings:

Resolved
# of Responsible Cities/ Questioned Costs During the
Finding Findings Finding No. Reference PALRF PCLRF Audit
Funds were expended without LACMTA's 2 Bell Gardens (Finding #2016-005) $ -|$ 674527 |$ 674,527
approval. Compton (Finding #2016-011) 47,117 - -
Agoura Hills (Finding #2016-001) - 5,711 5,711
Baldwin Park (Finding #2016-002) 17,026 - 17,026
Total annual expenditures exceeded more 6 Bell Gardens (Finding #2016-006) 87,521 - 87,521
than 25% of the approved budget. Hawthorne (Finding #2016-013) 588 - 588
Huntington Park (Finding #2016-014) - 30,659 30,659
South Gate (Finding #2016-029) 2,925 32,394 35,319
Administrative expenses exceeded the Bell Gardens (Finding #2016-007) - 48,325 48,325
20% cap. 3 Huntington Park (Finding #2016-015) - 5,081 5,081
La Puente (Finding #2016-017) 6,353 - 6,353
On-going and carryover projects were not 1 |Rosemead (Finding #2016-024) ; 7,517 7,517
reported in Form B.
Annual Project Summary Report (Form B) 1 |imindale (Finding #2016-016) None None None
was not submitted on time.
Annual E)}pendltur.e Report (Form C) was 1 South El Monte (Finding #2016-027) None None None
not submitted on time.
Bell Gardens (Finding #2016-008) 123,021 184,313 -
Compton (Finding #2016-012) 119,606 703,774 -
La Puente (Finding #2016-018) - 96,424 96,424
No adequate evidence that funds were 8 Maywood (Finding #2016-020) - 13,416 13,416
expended for transportation purposes. Maywood (Finding #2016-021) - 64,214 64,214
Montebello (Finding #2016-022) - 50,000 50,000
Monterey Park (Finding #2016-023) 100,000 - -
South El Monte (Finding #2016-028) - 9,302 -
Recreational trips costs were claimed for
trips to locations not within the eligible 1 Baldwin Park (Finding #2016-003) 7,309 - 7,309
recreation service area map.
Baldwin Park (Finding #2016-004) None None None
Bell Gardens (Finding #2016-009) None None None
Recreational Transit form was not 6 Calabasas (Finding #2016-010) None None None
submitted on time. Lynwood (Finding #2016-019) None None None
San Fernando (Finding #2016-025) None None None
Santa Monica (Finding #2016-026) None None None
Total Findings and Questioned Costs 29 $ 511,466 | $ 1,925,657 | $ 1,149,990

Details of the findings are in Schedule 2.




Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Agoura Hills Azusa Baldwin Park

Uses the State Controller’s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fundg expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget See Finding Compliant See Finding

have approved amended Project Description Form (Form A). #2016-001 P #2016-002

- . - 0

Administrative expenses are _Wlthln the 20% cap of the total Compliant Compliant Compliant

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

,téi\rr:]zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation are . . See Findings

adequate. Compliant Compliant 49016-003

Pavement Management System (PMS) in place and being used . . .

for Street Maintenance or Improvement Projects Expenditures. Not Applicable Compliant Compliant

Local Return Account is credited for reimbursable Not Applicable Compliant Not Applicable

expenditures.

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational Transit Form was submitted on time Not Applicable Compliant See Findings
' PP P #2016-004




Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Bell Bell Gardens Beverly Hills
Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant
Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been . See Finding .
substituted for property tax. Compliant #2016-005 Compliant
Expenditures that exceeded 25% of approved project budget Compliant See Finding Compliant
have approved amended Project Description Form (Form A). P #2016-006 P
Administrative expenses are within the 20% cap of the total Compliant See Finding Compliant
annual Local Return Expenditures. P #2016-007 P
All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant
ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant
Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting procedures, record keeping and documentation are . See Finding .
adequate. Compliant #2016-008 Compliant
Pavement Management System (PMS) in place and being used Compliant Compliant Compliant

for Street Maintenance or Improvement Projects Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational Transit Form was submitted on time Compliant See Finding Not Applicable
' P #2016-009 P




Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Calabasas Carson Commerce

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fund_s expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget . . .

have approved amended Project Description Form (Form A). Compliant Compliant Compliant

- . L 0

Administrative expenses are .Wlthln the 20% cap of the total Compliant Compliant Not Applicable

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation are Compliant Compliant Compliant

adequate.

Pavement Management System (PMS) in place and being used Compliant Not Applicable | Not Applicable

for Street Maintenance or Improvement Projects Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational Transit Form was submitted on time See Finding Not Applicable Compliant
' #2016-010 PP P




Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Compton Cudahy Culver City

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Funds expended were approved and have not been See Finding . .

substituted for property tax. #2016-011 Compliant Compliant

Expenditures that exceeded 25% of approved project budget . . .

have approved amended Project Description Form (Form A). Compliant Compliant Compliant

- . - 0

Administrative expenses are .Wlthln the 20% cap of the total Not Applicable Compliant Compliant

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation See Finding . .

are adequate. #2016-012 Compliant Compliant

Pavement Management System (PMS) in place and being

used for Street Maintenance or Improvement Projects Compliant Compliant Not Applicable

Expenditures.

Local R.eturn Account is credited for reimbursable Not Applicable | Not Applicable | Not Applicable

expenditures.

Self-Certlflcgtlon was complgted and submitted for Intelligent Not Applicable | Not Applicable | Not Applicable

Transportation Systems projects or elements.

Assurances and Understandings form was on file. Compliant Compliant Compliant

Recreational Transit Form was submitted on time. Compliant Compliant Compliant




Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds El Monte Gardena Hawthorne

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fund_s expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget . . See Finding

have approved amended Project Description Form (Form A). Compliant Compliant #2016-013

- . - 0

Administrative expenses are .Wlthln the 20% cap of the total Compliant Compliant Compliant

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation Compliant Compliant Compliant

are adequate.

Pavement Management System (PMS) in place and being

used for Street Maintenance or Improvement Projects Compliant Compliant Compliant

Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file.

Compliant

Compliant

Compliant

Recreational Transit Form was submitted on time.

Compliant

Not Applicable

Not Applicable




Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Huntington

Proposition A and Proposition C Local Return Funds Hidden Hills Park Industry

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fund_s expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget . See Finding .

have approved amended Project Description Form (Form A). Compliant #2016-014 Compliant

Administrative expenses are within the 20% cap of the total Compliant See Finding Compliant

annual Local Return Expenditures. P #2016-015 P

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation Compliant Compliant Compliant

are adequate.

Pavement Management System (PMS) in place and being

used for Street Maintenance or Improvement Projects Compliant Compliant Compliant

Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file.

Compliant

Compliant

Compliant

Recreational Transit Form was submitted on time.

Not Applicable

Compliant

Not Applicable
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Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Inglewood Irwindale La Puente
Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant
Records.
Timely use of funds. Compliant Compliant Compliant
Fund_s expended were approved and have not been Compliant Compliant Compliant
substituted for property tax.
Expenditures that exceeded 25% of approved project budget . . .
have approved amended Project Description Form (Form A). Compliant Compliant Compliant
Administrative expenses are within the 20% cap of the total . . See Finding
annual Local Return Expenditures. Compliant Not Applicable #2016-017
All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant
Annual Project Summary Report (Form B) was submitted on . See Finding .
time. Compliant #2016-016 Compliant
Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting procedures, record keeping and documentation . . See Finding
are adequate. Compliant Compliant #2016-018
Pavement Management System (PMS) in place and being
used for Street Maintenance or Improvement Projects Compliant Not Applicable Compliant

Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file.

Compliant

Compliant

Compliant

Recreational Transit Form was submitted on time.

Compliant

Not Applicable

Compliant
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Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

Los Angeles

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Lawndale County Lynwood

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fund_s expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget . . .

have approved amended Project Description Form (Form A). Compliant Compliant Compliant

- . L 0

Administrative expenses are .Wlthln the 20% cap of the total Compliant Compliant Compliant

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation Compliant Compliant Compliant

are adequate.

Pavement Management System (PMS) in place and being

used for Street Maintenance or Improvement Projects Compliant Not Applicable Compliant

Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational Transit Form was submitted on time Not Applicable Compliant See Finding
: PP P #2016-019
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Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Malibu Maywood Montebello

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fund_s expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget . . .

have approved amended Project Description Form (Form A). Compliant Compliant Compliant

- . L 0

Administrative expenses are .Wlthln the 20% cap of the total Compliant Compliant Compliant

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation . See Findings See Finding

are adequate Compliant #2016-020 and #2016-022

q : #2016-021
Pavement Management System (PMS) in place and being
used for Street Maintenance or Improvement Projects Compliant Not Applicable Compliant

Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file.

Compliant

Compliant

Compliant

Recreational Transit Form was submitted on time.

Compliant

Not Applicable

Compliant
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Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Monterey Park  Pico Rivera Pomona

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fund_s expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget . . .

have approved amended Project Description Form (Form A). Compliant Compliant Compliant

- . L 0

Administrative expenses are .Wlthln the 20% cap of the total Compliant Compliant Compliant

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation See Finding . .

are adequate. #2016-023 Compliant Compliant

Pavement Management System (PMS) in place and being

used for Street Maintenance or Improvement Projects Compliant Compliant Compliant

Expenditures.

Local Return Account is credited for reimbursable Not Applicable | Not Applicable Compliant

expenditures.

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file.

Compliant

Compliant

Compliant

Recreational Transit Form was submitted on time.

Compliant

Not Applicable

Compliant
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Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested

SCHEDULE 1

Proposition A and Proposition C Local Return Funds Rosemead San Fernando Santa Monica

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fund_s expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget . . .

have approved amended Project Description Form (Form A). Compliant Compliant Compliant

- . L 0

Administrative expenses are .Wlthln the 20% cap of the total Compliant Compliant Compliant

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B See Finding Compliant Compliant

going yover proj P : #2016-024 P P

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation Compliant Compliant Compliant

are adequate.

Pavement Management System (PMS) in place and being

used for Street Maintenance or Improvement Projects Compliant Compliant Compliant

Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file. Compliant Compliant Compliant
. . . . . See Finding See Finding
Recreational Transit Form was submitted on time. Compliant #2016-025 #2016-026
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Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Santa Fe South

Proposition A and Proposition C Local Return Funds Springs El Monte South Gate

Uses the State Controller’'s Uniform System of Accounts and . . .
Compliant Compliant Compliant

Records.

Timely use of funds. Compliant Compliant Compliant

Fund_s expended were approved and have not been Compliant Compliant Compliant

substituted for property tax.

Expenditures that exceeded 25% of approved project budget . . See Finding

have approved amended Project Description Form (Form A). Compliant Compliant #2016-029

- . - 0

Administrative expenses are .Wlthln the 20% cap of the total Compliant Compliant Compliant

annual Local Return Expenditures.

All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant

ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant

Annual Expenditure Report (Form C) was submitted on time Compliant See Finding Compliant

P P ' P #2016-027 P

Cash or cash equivalents are maintained. Compliant Compliant Compliant

Accounting procedures, record keeping and documentation . See Finding .

are adequate. Compliant #2016-028 Compliant

Pavement Management System (PMS) in place and being

used for Street Maintenance or Improvement Projects Not Applicable Compliant Compliant

Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file.

Compliant

Compliant

Compliant

Recreational Transit Form was submitted on time.

Compliant

Compliant

Not Applicable
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Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results
Fiscal Year ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested West
Proposition A and Proposition C Local Return Funds Vernon Walnut Hollywood
Uses the State Controller’'s Uniform System of Accounts and . . .

Compliant Compliant Compliant
Records.
Timely use of funds. Compliant Compliant Compliant
Fund_s expended were approved and have not been Compliant Compliant Compliant
substituted for property tax.
Expenditures that exceeded 25% of approved project budget . . .
have approved amended Project Description Form (Form A). Compliant Compliant Compliant
. . - 0

Administrative expenses are .Wlthln the 20% cap of the total Compliant Compliant Compliant
annual Local Return Expenditures.
All on-going and carryover projects were reported in Form B. Compliant Compliant Compliant
ﬁ;zual Project Summary Report (Form B) was submitted on Compliant Compliant Compliant
Annual Expenditure Report (Form C) was submitted on time. Compliant Compliant Compliant
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting procedures, record keeping and documentation Compliant Compliant Compliant
are adequate.
Pavement Management System (PMS) in place and being
used for Street Maintenance or Improvement Projects Not Applicable Compliant Compliant

Expenditures.

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Not Applicable

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Not Applicable

Not Applicable

Assurances and Understandings form was on file.

Compliant

Compliant

Compliant

Recreational Transit Form was submitted on time.

Not Applicable

Compliant

Compliant
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Los Angeles County Metropolitan Transportation Authority
Summary of Proposition A and Proposition C Audit Results

Fiscal Year ended June 30, 2016

(Continued)

Compliance Area Tested Westlake
Proposition A and Proposition C Local Return Funds Village
Uses the State Controller’'s Uniform System of Accounts and .

Compliant
Records.
Timely use of funds. Compliant
Fund_s expended were approved and have not been Compliant
substituted for property tax.
. 0 .

Expenditures that exceeded 25% of approved project budget Compliant

have approved amended Project Description Form (Form A).

Administrative expenses are within the 20% cap of the total
annual Local Return Expenditures.

Not Applicable

All on-going and carryover projects were reported in Form B. Compliant
Annual Project Summary Report (Form B) was submitted on .

. Compliant
time.

Annual Expenditure Report (Form C) was submitted on time. Compliant
Cash or cash equivalents are maintained. Compliant
Accounting procedures, record keeping and documentation are Compliant

adequate.

Pavement Management System (PMS) in place and being used
for Street Maintenance or Improvement Projects Expenditures.

Not Applicable

Local Return Account is credited for reimbursable
expenditures.

Not Applicable

Self-Certification was completed and submitted for Intelligent
Transportation Systems projects or elements.

Not Applicable

Assurances and Understandings form was on file.

Compliant

Recreational Transit Form was submitted on time.

Not Applicable
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SCHEDULE 2
Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year ended June 30, 2016

PCLRF Finding #2016-001 City of Agoura Hills

Compliance Reference Section I(C) of the Proposition A and Proposition C Local
Return Guidelines states that, “Jurisdictions shall submit for
approval a Project Description Form (Form A) prior to the
expenditure of funds for: 1) a new project; 2) a new route; 3)
a 25 percent change (increase or decrease) in route or
revenue vehicle miles for an established LR funded transit
service; 4) a 0.75 miles or greater service change that
duplicates/overlays an existing transit service; or 5) a 25
percent or greater change in an approved LR project budget
or scope on all operating or capital LR projects.”

Condition The City exceeded LACMTA's approved budget by more
than 25% without obtaining prior approval through a revised
Form A for PCLRF’s Project code 400-02, Traffic Signal Sync
— Management/Maintenance. Amount in excess of 25% of
the approved budget was $5,711.

Projects with greater than 25% change from the approved
project budget should be amended by submitting an
amended Project Description Form (Form A).

Cause The City experienced unanticipated expenditures associated
with the Traffic Signal Sync project which resulted in the
exceedance of the LACMTA approved budget.

Effect The City’'s PCLRF project expenditures exceeded 25 percent
of LACMTA's approved budget without LACMTA's approval
and the City did not comply with the Guidelines.

Recommendation We recommend for the City to submit a Form A to obtain
LACMTA's approval for the change in project budget and for
the City to implement control to ensure compliance with this
requirement at all times.

Management’'s Response The City Management has spoken with the responsible
Department to keep the Administrator advised so proper
approval and Form A'’s can be submitted to LACMTA.

Executive Management and the LACMTA Administrator will
continually review the expenditures throughout the fiscal
year, and work with Department Heads to monitor and
ensure expenditures remain within budget.

Management did submit the appropriate Form A and received
approval from LACMTA for the revised budget on October

27, 2016.
Finding Corrected During the The City subsequently submitted an amended Form A and
Audit obtained LACMTA's approval for the increase in the budget.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF Finding #2016-002

City of Baldwin Park

Compliance Reference

Section I(C) of the Proposition A and Proposition C Local
Return Guidelines states that, “Jurisdictions shall submit for
approval a Project Description Form (Form A) prior to the
expenditure of funds for: 1) a new project; 2) a new route; 3) a
25 percent change (increase or decrease) in route or revenue
vehicle miles for an established LR funded transit service; 4) a
0.75 miles or greater service change that duplicates/overlays
an existing transit service; or 5) a 25 percent or greater change
in an approved LR project budget or scope on all operating or
capital LR projects.”

Condition

The City exceeded LACMTA'’s approved budget by more than
25% without obtaining prior approval through a revised Form A
for PALRF's Project code 480-02, Prop A Administration.
Amount in excess of 25% of the approved budget was $17,026.

Projects with greater than 25% change from the approved
project budget should be amended by submitting an amended
Project Description Form (Form A).

This is a repeat finding in FY 2014/15 audit.

Cause

The City noted increases in two of its local return projects
expenditure, but did not submit an amended Form A to
LACMTA on time.

Effect

The City’s PALRF project expenditures exceeded 25 percent of
LACMTA's approved budget without LACMTA'’s approval and
the City did not comply with the Guidelines.

Recommendation

We recommend for the City to submit a Form A to obtain
LACMTA's approval for the change in project budget and for
the City to implement controls to ensure compliance with this
requirement at all times.

Management’s Response

Finance Department will assign a staff to monitor compliance
with expenditure guidelines and reporting deadlines and assist
the City’'s LACMTA Coordinator to ensure required forms are
submitted on time, including any amended forms and budgets.

Finding Corrected During the
Audit

On December 19, 2016, the City subsequently submitted an
amended Form A and obtained LACMTA's approval for the
increase in the budget.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF Finding #2016-003

City of Baldwin Park

Compliance Reference

Under Section 1l (A)(1)(1.3) of the Proposition A and
Proposition C Local Return Guidelines, Jurisdictions shall
submit a listing of Recreational Transit Services no later than
October 15 after the fiscal year. Recreational Transit Service
projects must meet the following conditions:

Travel within the area of Los Angeles, Orange and Ventura
Counties, and portions of Kern, Riverside and San Bernardino
Counties are eligible expenditures. Trip segments to areas
shown on the proportionately eligible areas of the map must
be funded through other sources. Trips to locations not within
either the eligible or proportionately eligible area are not
eligible.

Condition

The City claimed the full recreational trip costs to Las Vegas,
NV, which is clearly outside the recreational service area map.
The cost of the trips that was not eligible for PALRF funding
amounts to $7,309.

Cause

The Associate Engineer, who is also the LACMTA
Coordinator, was not able to fully perform his due diligence
review on the list of recreational trips report.

Effect

The City was not in compliance with the use of the local return
funds under the Local Return Guidelines.

Recommendation

We recommend for the City to reimburse the PALRF account
the amount of $7,309. We also recommend for the City to
establish procedures and controls to ensure that the location
of the recreational trips are within the service area map as
prescribed in the Guidelines. If trips are outside the eligible
areas, the City should only claim the portion that is
proportionately eligible for local return funding.

Management’s Response

The City, through its LACMTA Coordinator, will issue a memo
to the Program Coordinator and Recreation Department to
remind them regarding the Recreational Transit eligible trip
destinations and allowed expenditures. Finance Department
will assist the LACMTA Coordinator in reviewing the
Recreational Transit report prior to submission to LACMTA.

Finding Corrected During the
Audit

The City has reimbursed the City’'s PALRF account the
amount of $7,309 in FY 2016/17. No follow up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF Finding #2016-004

City of Baldwin Park

Compliance Reference

Under Section IIl (A) of the Proposition A and Proposition C
Local Return Guidelines, for Jurisdictions with Recreational
Transit projects, Jurisdictions are required to annually submit
an accounting of Recreational Transit trips, destinations and
costs. This information should be submitted along with the
Form C, no later than October 15 after the fiscal year.

Condition

The Recreational Transit report was submitted on
November 14, 2016, which is beyond the due date of October
15, 2016.

This is a repeat finding in FY 2014/15 audit.

Cause

With the resignation of the former Public Works Director in
July 2016, the Engineering Manager assumed the function of
the Director position and the LACMTA Coordinator and
Associate Engineer, partly assumed the Engineering Manager
function as well. The Engineering Manager forgot to forward
the Recreational Transit report that was sent to him by the
Program Coordinator prior to the October 15 deadline.

Effect

The City was not in compliance with the reporting
requirements of the Local Return Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that the Annual Recreational Transit Report
is submitted by October 15 as required by the Guidelines.

Management’s Response

Although the Recreational Transit report was timely prepared,
staff forgot to forward the report to LACMTA before the
deadline. Finance Department will assign a staff to monitor
compliance with reporting deadlines and assist the City’s
LACMTA coordinator in ensuring that the required forms and
reports are submitted within the deadline in the future.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PCLRF Finding #2016-005

City of Bell Gardens

Compliance Reference

Section 1(C) states that, “Jurisdiction shall submit for
approval a Project Description Form prior to the expenditure
of funds for: 1) a new project; 2) a new route; 3) a 25 percent
change (increase or decrease) in route or revenue vehicle
miles for an established LR Funded transit service; 4) a 0.75
miles or greater service change that duplicates/overlays an
existing transit service; or 5) a 25 percent greater change in
an approved LR project budget on all operating or capital LR
projects.”

Condition

The City claimed expenditures under the following PCLRF
projects with no prior approval from LACMTA.

a. Project code 110-05, Fixed Route Transit, totaling
$480,714;

b. Project code 270-01, Garfield and Clara Safety
Improvements, totaling $9,500; and

c. Project 480-01, Direct Administration, totaling $184,313.

Although we found the expenditures to be eligible for Local
Return funding, these projects had no prior approval from
LACMTA.

Cause

The City concurs with the finding that Project Form A should
have been submitted for prior approval on our transit and
capital project expenditures. The finding was caused by an
oversight by City staff.

Effect

Proposition C funds of $674,527 were expended towards
project expenditures without prior approval by the LACMTA.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that approval is obtained from LACMTA
prior to spending on any local return-funded projects.

Management’s Response

The City is going to reevaluate the processes that are in
place to ensure forms are submitted to LACMTA and prior
approval is received prior to the expenditure of funds.

Finding Corrected During the
Audit

LACMTA Program Manager granted a retroactive approval of
the said projects on October 14, 2016 and December 22,
2016.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF Finding #2016-006

City of Bell Gardens

Compliance Reference

Section I(C) of the Proposition A and Proposition C Local
Return Guidelines states that, “Jurisdictions shall submit for
approval a Project Description Form (Form A) prior to the
expenditure of funds for: 1) a new project; 2) a new route; 3)
a 25 percent change (increase or decrease) in route or
revenue vehicle miles for an established LR funded transit
service; 4) a 0.75 miles or greater service change that
duplicates/overlays an existing transit service; or 5) a 25
percent or greater change in an approved LR project budget
or scope on all operating or capital LR projects.”

Condition

The City exceeded LACMTA's approved budget by more
than 25% without obtaining prior approval through a revised
Form A for PALRF's project code 480-01, Direct
Administration. Amount in excess of 25% of the approved
budget was $87,521.

Projects with greater than 25% change from the approved
project budget should be amended by submitting an
amended Project Description Form (Form A).

Cause

The City concurs with the finding that an amended Project
Form A should have been submitted for approval for the
projects that would exceed 25% of the approved budget.
The finding was caused by an oversight by City staff.

Effect

The City's PALRF project expenditures exceeded 25
percent of LACMTA's approved budget without LACMTA'’s
approval and the City did not comply with the Guidelines.
This may result in the City’s return of the funds to LACMTA.

Recommendation

We recommend for the City to submit a Form A to obtain
LACMTA's approval for the change in project budget and for
the City to implement control to ensure compliance with this
requirement at all times.

Management’s Response

The City is going to reevaluate the processes that are in
place to ensure amended forms are submitted to LACMTA
for projects that will exceed 25% of the approved budget.

Finding Corrected During the
Audit

LACMTA Program Manager granted a retroactive approval
on the amended budget for these projects on December 22,
2016.
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(Continued)

PCLRF Finding #2016-007

City of Bell Gardens

Compliance Reference

Proposition A and Proposition C Local Return Guidelines
Section I1I(A)(15) states that, “The administrative expenditures
for any year shall not exceed 20 percent of the total LR
annual expenditures, based on the year-end expenditures,
and will be subject to an audit finding if the amount exceeds
20 percent”.

Condition

The City's administration expenditures exceeded more than
20 percent of its PCLRF total annual local return
expenditures by $48,325.

Cause

The City is aware of the 20% limit of actual expenditures on
Direct  Administration. = However, budgeted project
expenditures were lower than expected which reduced the
threshold for allowable administrative costs.

Effect

Administrative expenses exceeded over 20% of the total
annual local return expenditures. The City is required to
return the questioned cost of $48,325 to the PCLRF account.

Recommendation

We recommend for the City to reimburse the questioned cost
of $48,325 to the PCLRF account. In addition, the City should
establish procedures to ensure that administrative
expenditures claimed under the local return funds be limited
to 20 percent of the fund’s total annual expenditures.

Management’s Response

The City has reimbursed PCLRF $48,325 for the excess
amount of Direct Administration. A journal entry has been
booked to transfers the funds from the City’s General Fund,
and a copy of the recorded journal entry has been provided
to the auditors.

Finding Corrected During the
Audit

The City has reimbursed the City's PCLRF account the
amount of $48,325 in FY 2016/17. No follow up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF and PCLRF Finding
#2016-008

City of Bell Gardens

Compliance Reference

Proposition A and Proposition C Local Return Guidelines
Section Il states that, “A proposed expenditure of funds shall be
deemed to be for public transit purposes to the extent that it
can reasonably be expected to sustain or improve the quality
and safety of and/or access to public transit services by the
general public or those requiring special public transit
assistance”. Also, Section V states that, “It is the jurisdictions’
responsibility to maintain proper accounting records and
documentation to facilitate the performance of the audit as
prescribed in these Guidelines”.

On April 29, 2014, the LACMTA Local Return Program
Manager issued a memo addressed to all Jurisdictions to
provide clarification for adequate salary and related costs
documentations for the audit of the Local Return funds.

Below are recommendations to ensure that jurisdictions have
adequate evidence to support its compliance with the Local
Return Guidelines:

1. All hours are required to be documented. Develop and/or
maintain a system that will keep track of actual hours
worked by employees whose salaries and benefits were
charged to the LACMTA project. Expenditures claimed
based solely on budgeted amounts is not considered
adequate documentation because it does not reflect actual
expenditures incurred on the LACMTA project and do not
provide adequate evidence that labor hours charged has
transit/transportation purpose. The record of hours worked
must: a) identify the LACMTA project, b) be authenticated
by the employee and approved by his/her immediate
supervisor, and c) tie to hours reported in the payroll
records.

2. Provide adequate support for indirect costs. For indirect
expenditures allocated to LACMTA projects, develop
and/or maintain a system that distributes allowable
expenditures to projects based on causal or beneficial
relationships. Expenditures cannot be claimed on LACMTA
project if the expenditures are not allowable (i.e., not
transportation or transit related) or not allocable to the
LACMTA project (i.e., LACMTA project did not cause the
incurrence of the expenditure or LACMTA project did not
benefit from the expenditure).
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Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF and PCLRF Finding
#2016-008 (continued)

City of Bell Gardens

Compliance Reference

Aside from the memo issued on April 29, 2014, LACMTA and
the Auditors conducted annual audit kickoff workshops
attended by representatives from the Jurisdictions. During
these workshops, Auditors and LACMTA emphasized the
importance of maintaining proper documentation that would
support allowability of expenditures charged to local return
funds including supports for payroll and administration
charges.

Condition

The City charged payroll expenditures to project code 480-
01, Direct Administration, for both PALRF and PCLRF funds.
Indirect costs allocated amounting to $123,021 under PALRF
and $184,313 under PCLRF were not supported by actual
time charges, documented time study, or overhead cost
allocation plan.

Cause

When the City contemplated the indirect costs charged to
PALRF and PCLRF, the City was focused on ensuring
compliance with the 20% limit along with establishing a
system that distributed expenditures based on causal or
beneficial relationships. This resulted in the reasonable
allocation of salaries to Direct Administration. The salary
allocation was based on the direct and indirect necessity of
the individual to the success of transit related programs.
These individuals include the City’'s finance director,
accounting manager, human resources manager, personnel
analyst, payroll analyst, accounts payable and receivable
technicians, public works director, administrative specialist,
and clerk typist. Without these individuals the programs
would not be able to function. There are other individuals
who are essential to the programs like the city manager,
assistant city manager, city attorney and city council who are
not allocated. Based on this process and application of the
guidelines for PALRF and PCLRF, the City felt compliance
was achieved, as the guidelines state:

Direct Administration is defined as those fully burdened costs
which are directly associated with administering Local Return
program or projects, and includes salaries and benefits, office
supplies  and equipment, and other overhead
costs...Expenditures must be reasonable and appropriate to
the activities undertaken by the locality...The administrative
expenditures for any year shall not exceed 20 percent of the
total LR annual expenditures, based on year-end
expenditures (Guidelines PALRF and PCLRF, p.12).
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(Continued)

PALRF and PCLRF Finding
#2016-008 (continued)

City of Bell Gardens

Effect

The amount charged to PALRF and PCLRF may not reflect
the most reasonable cost relating to these funds.

Recommendation

We recommend for the City to use the actual time charges to
record the payroll costs incurred for the project pertaining to
these funds.

Management’'s Response

The auditors noted that the Direct Administration cost, which
will include indirect costs, was not supported by actual time
charges, documented time study, or overhead cost allocation
plan. The City would appreciate additional direction from
LACMTA in regards to achieving compliance to the noted
compliance reference for this finding.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF Finding #2016-009

City of Bell Gardens

Compliance Reference

Section IlI(A) states that “For Jurisdictions with Recreational
Transit projects, Jurisdictions are required to annually submit
an accounting of Recreational Transit trips, destinations and
costs. This information should be submitted along with the
Form C, no later than October 15 after the fiscal year.”

Condition The Recreational Transit report was submitted on
October 27, 2016, which is beyond the due date of
October 15, 2016.

Cause The finding was caused by an oversight, as the form was
submitted 12 days beyond the due date.

Effect The City was not in compliance with the reporting

requirements of the Local Return Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that the Annual Recreational Transit Report
is submitted by October 15 as required by the Guidelines.

Management’s Response

The City is going to reevaluate the processes to ensure forms
are submitted on time.
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Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF Finding #2016-010

City of Calabasas

Compliance Reference

Under Section Ill (A) of the Proposition A and Proposition C
Local Return Guidelines, for Jurisdictions with Recreational
Transit projects, Jurisdictions are required to annually
submit an accounting of Recreational Transit trips,
destinations and costs. This information should be submitted
along with the Form C, no later than October 15 after the
fiscal year.

Condition The Recreational Transit report was submitted on
December 8, 2016, which is beyond the due date of October
15, 2016.

Cause The City Staff inadvertently overlooked this paperwork that
needed to be filed by the deadline of October 15, 2016.

Effect The City was not in compliance with the reporting

requirements of the Local Return Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that the Annual Recreational Transit
Report is submitted by October 15 as required by the
Guidelines.

Management's Response

Going forward, it is in the City Staff calendar to file this
document along with Form C and Form Two by the deadline
of October 15.
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Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year ended June 30, 2016

(Continued)

PALRF Finding #2016-011

City of Compton

Compliance Reference

Section 1(C) states that, “Jurisdiction shall submit for
approval a Project Description Form prior to the expenditure
of funds for: 1) a new project; 2) a new route; 3) a 25 percent
change (increase or decrease) in route or revenue vehicle
miles for an established LR Funded transit service; 4) a 0.75
miles or greater service change that duplicates/overlays an
existing transit service; or 5) a 25 percent greater change in
an approved LR project budget on all operating or capital LR
projects.”

Condition

The City claimed expenditures under the following PALRF
projects with no prior approval from LACMTA.

d. Project code 440-28, Street Improvement and
Maintenance, totaling $6; and

e. Project code 480-10, Contractual Services Proposition C
Support, totaling $47,111

Cause

The City concurs with the finding that Project Form A should
have been submitted for prior approval on our transit and
capital project expenditures. The finding was caused by an
oversight by City staff.

Effect

Proposition A funds of $47,117 were expended towards
project expenditures without prior approval by the LACMTA.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that approval is obtained from LACMTA
prior to spending on any local return-funded projects.

Management’s Response

The City is in the process of evaluating the audit findings and
gathering records to validate the local return fund
expenditures. The City expects to complete its research in
the next 30 days, upon which time an official response will be
provided to LACMTA on February 17, 2017.
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(Continued)

PALRF and PCLRF Finding
#2016-012

City of Compton

Compliance Reference

Proposition A and Proposition C Local Return Guidelines
Section Il states that, “A proposed expenditure of funds shall
be deemed to be for public transit purposes to the extent that
it can reasonably be expected to sustain or improve the
quality and safety of and/or access to public transit services
by the general public or those requiring special public transit
assistance”. Also, Section V states that, “It is the jurisdictions’
responsibility to maintain proper accounting records and
documentation to facilitate the performance of the audit as
prescribed in these Guidelines”.

On April 29, 2014, the LACMTA Local Return Program
Manager issued a memo addressed to all Jurisdictions to
provide clarification for adequate salary and related costs
documentations for the audit of the Local Return funds.

Below are recommendations to ensure that jurisdictions have
adequate evidence to support its compliance with the Local
Return Guidelines:

1. All hours are required to be documented. Develop and/or
maintain a system that will keep track of actual hours
worked by employees whose salaries and benefits were
charged to the LACMTA project. Expenditures claimed
based solely on budgeted amounts is not considered
adequate documentation because it does not reflect
actual expenditures incurred on the LACMTA project and
do not provide adequate evidence that labor hours
charged has transit/transportation purpose. The record
of hours worked must: a) identify the LACMTA project, b)
be authenticated by the employee and approved by
his/her immediate supervisor, and c) tie to hours
reported in the payroll records.

2. Provide adequate support for indirect costs. For indirect
expenditures allocated to LACMTA projects, develop
and/or maintain a system that distributes allowable
expenditures to projects based on causal or beneficial
relationships. Expenditures cannot be claimed on
LACMTA project if the expenditures are not allowable
(i.e., not transportation or transit related) or not allocable
to the LACMTA project (i.e., LACMTA project did not
cause the incurrence of the expenditure or LACMTA
project did not benefit from the expenditure).
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PALRF and PCLRF Finding
#2016-012 (Continued)

City of Compton

Condition The City claimed salaries and benefits expenditures under

the following projects:

PALRF:

a) Project code 110-07, Fixed Route Transit System,
totaling $65,198;

b) Project code 240-17, Dial-A-Taxi, totaling $7,291;

c) Project code 440-28, Street Improvement and
Maintenance, totaling $6; and

d) Project code 480-10, Contractual Services Proposition C
Support, totaling $47,111

PCLRF:

a) Project code 430-01, Bikeway Maintenance, totaling
$2,311;

b) Project code 440-28, Street Improvement and
Maintenance, totaling $431,470; and

c) Project code, 440-50, Central Avenue Pavement
Rehabilitation, totaling $269,993.

The City was not able to provide the timesheets, payroll

registers, labor distribution reports and other related

documents to support the charges. We were not able to verify

the reasonableness and allowability of these expenditures

under the Local Return Guidelines.

Cause There was a breakdown in internal controls over compliance
to ensure that all necessary documentation was retained
supporting the costs charged to the Local Return funds.

Effect The salaries and benefits claimed under PALRF and PCLRF

may include unallowable payroll costs and therefore, we
guestion the total amount of $119,606 and $703,774,
respectively.

Recommendation

We recommend that the City reimburse its PALRF and
PCLRF accounts the amount of $119,606 and $703,774,
respectively. In addition, we recommend that the City
establish controls to ensure that the salaries and benefits
charged to the Local Return funds are adequately supported
by timesheets, payroll registers, personnel action forms with
job descriptions, or similar documentation as required by the
Guidelines.
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(Continued)

PALRF and PCLRF Finding
#2016-012 (Continued)

City of Compton

Management’s Response

The City is in the process of evaluating the audit findings and
gathering records to validate the local return fund
expenditures. The City expects to complete its research in
the next 30 days, upon which time an official response will be
provided to LACMTA on February 17, 2017.
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(Continued)

PALRF Finding #2016-013

City of Hawthorne

Compliance Reference

Section I(C) of the Proposition A and Proposition C Local
Return Guidelines states that, “Jurisdictions shall submit for
approval a Project Description Form (Form A) prior to the
expenditure of funds for: 1) a new project; 2) a new route; 3)
a 25 percent change (increase or decrease) in route or
revenue vehicle miles for an established LR funded transit
service; 4) a 0.75 miles or greater service change that
duplicates/overlays an existing transit service; or 5) a 25
percent or greater change in an approved LR project budget
or scope on all operating or capital LR projects.”

Condition

The City exceeded LACMTA's approved budget by more
than 25% without obtaining prior approval through a revised
Form A for Project code 140-04, Recreational Transit.
Amount in excess of 25% of the approved budget was $588.

Projects with greater than 25% change from the approved
project budget should be amended by submitting an
amended Project Description Form (Form A).

Cause

This year, the City provided more services to the Senior
Citizens and Disabled Hawthorne Residents which includes
assistance with bus passes to use for MTA transit. The
remaining funds were reimbursed towards the end of
FY 2015/16. Because of these reasons, the Amended
Project Description Form A was not timely submitted for
approval.

Effect

The City’'s PALRF project expenditures exceeded 25
percent of LACMTA's approved budget without LACMTA's
approval and the City did not comply with the Guidelines.

Recommendation

We recommend the City submit a Form A to obtain
LACMTA'’s approval for the change in project budget and for
the City to implement control to ensure compliance with this
requirement at all times.

Management’s Response

The City has submitted an amended Project Description
Form (Form A) for Project Coe 140-04 to LACMTA and
received a retroactive approval for the revised budget. The
City will implement a review process to ensure compliance
with the requirement that expenditures should not exceed
25% of LACMTA's approved budget.

Finding Corrected During the
Audit

LACMTA Program Manager granted a retroactive approval
on the amended budget for the said project on October 19,
2016.
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PCLRF Finding #2016-014 City of Huntington Park

Compliance Reference Section I(C) of the Proposition A and Proposition C Local
Return Guidelines states that, “Jurisdictions shall submit for
approval a Project Description Form (Form A) prior to the
expenditure of funds for: 1) a new project; 2) a new route; 3)
a 25 percent change (increase or decrease) in route or
revenue vehicle miles for an established LR funded transit
service; 4) a 0.75 miles or greater service change that
duplicates/overlays an existing transit service; or 5) a 25
percent or greater change in an approved LR project budget
or scope on all operating or capital LR projects.”

Condition The City exceeded LACMTA's approved budget by more
than 25 percent without obtaining prior approval through a
revised Form A for Project code 110-02, Fixed Rout Public
Transit Services. The amount in excess of 25 percent of the
approved budget was $30,659.

Projects with greater than 25 percent change from the
approved project budget should be amended by submitting
an amended Project Description Form (Form A).

This is a repeat finding from prior year audit.

Cause Transitions have unintended consequences in the
organization; this is evidenced in the particular
circumstances relating to LACMTA’s Proposition A and
Proposition C. The Public Works department has been in
flux for the past 2+ years, and only recently (in the last 30
days) has there been an appointment of a permanent Public
Works Director. This appointment should serve to provide
stability within the organization for projects and reporting
within the capital projects sphere, and should facilitate more
timely reporting to grantors.

Effect The City’'s PCLRF project expenditures exceeded 25
percent of LACMTA's approved budget without LACMTA's
approval and the City did not comply with the Guidelines.

Recommendation We recommend the City submit Form A to obtain LACMTA's
approval for any changes in the project’s originally approved
budget. Also, we recommend the City implement controls to
ensure compliance with this requirement.
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PCLRF Finding #2016-014
(continued)

City of Huntington Park

Management’s Response

Given that, this past week, we drafted and distributed an
Administrative Instruction (Al) regarding Proposition A and
Proposition C funds. The Al articulates the responsibilities for
time and responsibility reporting to MTA. The Public Works
Director has the responsibility for the submission of Capital
Project Information and budgetary changes, with Financial
Reporting (CFO) providing year-end expenditure data.

Findings Resolved During the
Audit

LACMTA Program Manager granted a retroactive approval of
the increase in project budget on December 21, 2016. No
follow up is required.
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PCLRF Finding #2016-015

City of Huntington Park

Compliance Reference

Section Il (A)(15) of Proposition C Local Return Program
Guideline states that, “The administrative expenditures for any
year shall not exceed 20 percent of the total LR annual
expenditures, based on year-end expenditures, and will be
subject to an audit finding if the figure exceeds 20 percent.”

Condition

The City’s administrative expenditures exceeded more than 20
percent of its total Proposition C Local Return expenditures in
the amount of $5,081.

This is a repeat finding from prior year audit.

Cause

Transitions have unintended consequences in the
organization; this is evidenced in the particular circumstances
relating to LACMTA'’s Proposition A and Proposition C. The
Public Works department has been in flux for the past 2+
years, and only recently (in the last 30 days) has there been
an appointment of a permanent Public Works Director. This
appointment should serve to provide stability within the
organization for projects and reporting within the capital
projects sphere, and should facilitate more timely reporting to
grantors.

Transitions also matter in this regard; lack of program
familiarity also has an impact as to the understanding of
limitations on administrative expenses

Effect

The City’s PCLRF administrative expenditures exceeded 20
percent of its local return annual expenditure and the City did
not comply with the Guidelines.

Recommendation

We recommend the City establish procedures and controls to
ensure administrative charges do not exceed 20 percent of the
local return annual expenditures. Also, we recommend the
City return the excess to PCLRF.

Management’'s Response

The Finance Department is very much aware of this
requirement and via Administrative Instruction, has
communicated the same to the City Manager and the Public
Works Department.

Findings Resolved During the
Audit

The City has reimbursed the City's PCLRF account the
amount of $5,081 in FY 2016/17. No follow up is required.
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PALRF and PCLRF Finding
#2016-016

City of Irwindale

Compliance Reference

Section I(C) of the Proposition A and Proposition C Local
Return (LR) Guidelines states that, “Jurisdictions shall
submit on or before August 1 of each fiscal year an Annual
Project Update (Form B) to provide current information on all
approved on-going and carryover LR Projects”.

Condition The City submitted its Annual Project Update (Form B) on
August 5, 2015, which is beyond the due date set under the
Guidelines.

Cause The condition was due to oversight by City Staff.

Effect The City’'s Annual Project Update (Form B) was not

submitted timely. The City was not in compliance with the
Local Return Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that Form B is submitted by August 1 as
required by the Guidelines.

Management’s Response

The City of Irwindale recognizes the importance of
submitting all MTA Forms timely, and has always met its
deadlines in the past. Unfortunately, the City submitted this
Form 4 days late this year. We believe this oversight was an
isolated incident caused by extenuating circumstances, as
the City was undergoing a major State Audit at the time. City
Staff will ensure all deadlines are met in the future.
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PALRF Finding #2016-017

City of La Puente

Compliance Reference

Proposition A and Proposition C Local Return Guidelines
Section 1I(A)(15) states that, “The administrative
expenditures for any year shall not exceed 20 percent of the
total LR annual expenditures, based on the year-end
expenditures, and will be subject to an audit finding if the
amount exceeds 20 percent”.

Condition

The City’'s Administrative expenditures exceeded more than
20 percent of its PALRF total annual expenditures by
$6,353.

Cause

There appears to be lack of interim review of the City’s
compliance with the Local Return Guidelines’ 20 percent
cap on the administrative expenditures that can be claimed
under the local return fund.

Effect

Administrative expenses exceeded over 20% of the total
annual local return expenditures. The City is required to
return the questioned cost of $6,353 to the PALRF account.

Recommendation

We recommend for the City to reimburse the questioned
cost of $6,353 to the PALRF account. In addition, the City
should establish procedures to ensure that administrative
expenditures claimed under the local return funds be limited
to 20 percent of the fund’s total annual expenditures.

Management’s Response

The City understands this finding and the City will reimburse
the PALRF account the excess costs. In the future,
administrative costs will be reviewed to ensure that they do
not exceed 20% of the total Local Return Annual
Expenditures.

Finding Corrected During the
Audit

The City has reimbursed the City’'s PALRF account the
amount of $6,353 in FY 2016/17. No follow up is required.
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PCLRF Finding #2016-018

City of La Puente

Compliance Reference

Proposition A and Proposition C Local Return Guidelines
Section Il states that, “A proposed expenditure of funds shall
be deemed to be for public transit purposes to the extent
that it can reasonably be expected to sustain or improve the
guality and safety of and/or access to public transit services
by the general public or those requiring special public transit
assistance”. Also, Section V states that, “It is the
jurisdictions’ responsibility to maintain proper accounting
records and documentation to facilitate the performance of
the audit as prescribed in these Guidelines”.

On April 29, 2014, the LACMTA Local Return Program
Manager issued a memo addressed to all Jurisdictions to
provide clarification for adequate salary and related costs
documentations for the audit of the Local Return funds.

Below are recommendations to ensure that jurisdictions
have adequate evidence to support its compliance with the
Local Return Guidelines:

1. All hours are required to be documented. Develop
and/or maintain a system that will keep track of actual
hours worked by employees whose salaries and
benefits were charged to the LACMTA project.
Expenditures claimed based solely on budgeted
amounts is not considered adequate documentation
because it does not reflect actual expenditures incurred
on the LACMTA project and do not provide adequate
evidence that labor hours charged has
transit/transportation purpose. The record of hours
worked must: a) identify the LACMTA project, b) be
authenticated by the employee and approved by his/her
immediate supervisor, and c) tie to hours reported in
the payroll records.

2. Provide adequate support for indirect costs. For indirect
expenditures allocated to LACMTA projects, develop
and/or maintain a system that distributes allowable
expenditures to projects based on causal or beneficial
relationships. Expenditures cannot be claimed on
LACMTA project if the expenditures are not allowable
(i.e., not transportation or transit related) or not
allocable to the LACMTA project (i.e., LACMTA project
did not cause the incurrence of the expenditure or
LACMTA project did not benefit from the expenditure).
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(Continued)

PCLRF Finding #2016-018
(continued)

City of La Puente

Condition

The City claimed expenditures under project code 480-02,
Administration — Prop C, amounting to $96,424 has no
supporting documentation as to the nature of the
expenditures. We were informed that the amount was derived
from a calculation based on 20 percent of the total local
return annual expenditures. We were not able to verify the
reasonableness and allowability of the expenditures under
the Guidelines.

Cause

The City was not aware that its practice of calculating 20
percent of the total annual expenditure and charging this
amount to administrative expenditures without adequate
support was a noncompliance with the requirements of the
Guidelines.

Effect

The unsupported administrative expenditures claimed under
the PCLRF is disallowed under the Proposition A and
Proposition C Local Return Guidelines.

Recommendation

We recommend that the City reimburse its PCLRF account
the amount of $96,424. In addition, we recommend that the
City establish controls to ensure that the costs charged to the
Local Return funds are adequately supported by contracts,
invoices, cancelled checks or similar documentation and that
it revise its current labor costs reporting procedures to ensure
that labor costs charged to Local Return funds are
adequately supported by timesheets, payroll registers,
personnel action forms with job descriptions, or similar
documentation so that Local Return expenditures are in
compliance with the Guidelines.
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(Continued)

PCLRF Finding #2016-018
(continued)

City of La Puente

Management’s Response

The Proposition A and Proposition C Local Return Guidelines
(Guidelines) issued by the Los Angeles County Metropolitan
Transit Authority (LACMTA) do not stipulate that actual
administrative hours are to be documented and staff is
confident the City is in compliance with existing Guidelines.
Current staff was unaware of the letter that was sent out by
MTA in April 2014 recommending specific documentation for
administrative costs. The letter referenced above was
provided to the City at the time of the FY 15-16 audit.
Furthermore, no mention of additional required
documentation for administrative costs was made during the
prior (FY 14-15) LACMTA audit. City staff is now aware of the
recommendation and will ensure adequate evidence to
support administrative charges in the future (beginning in
fiscal year 2016-2017).

Beginning in fiscal year 2016-2017, a system will be
developed and maintained that will ensure that administrative
costs charged to Local Return funds are adequately
supported by time sheets, payroll registers or other
documentation so that it is in compliance with the LACMTA'’s
recommendation for documenting administrative costs.

Auditors’ Rejoinder

Aside from the memo issued on April 29, 2014, LACMTA and
the Auditors conducted annual kickoff workshops attended by
representatives from the Jurisdictions. During these
workshops, Auditors and LACMTA emphasized the
importance of maintaining proper documentation that would
support allowability of expenditures charged to local return
funds including supports for payroll and administration
charges.

Finding Corrected During the
Audit

The City has reimbursed the City's PCLRF account the
amount of $96,424 in FY 2016/17. No follow up is required.
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(Continued)

PALRF Finding #2016-019

City of Lynwood

Compliance Reference

Under Section IlI (A) of the Proposition A and Proposition C
Local Return Guidelines, for Jurisdictions with Recreational
Transit projects, Jurisdictions are required to annually
submit an accounting of Recreational Transit trips,
destinations and costs. This information should be submitted
along with the Form C, no later than October 15 after the
fiscal year.

Condition The Recreational Transit report was submitted on
October 26, 2016, which is beyond the due date of October
15, 2016.

Cause Division staffing limits caused delay in collection of the trip
background information needed to complete forms in time to
meet deadline.

Effect The City was not in compliance with the reporting

requirements of the Local Return Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that the Annual Recreational Transit
Report is submitted by October 15 as required by the
Guidelines.

Management’s Response

Future forms will be submitted by the due date. As the form
is due at the same time every year (October), the Facility
and Program Supervisor responsible for submittal will be
reminded of the need to submit the certificate by the 15th of
September, one month before the actual October deadline.
The Department Deputy Director will be responsible for this
notice in order to comply with the requirement in a timely
manner. Reminders will be issued in person, via email and
Outlook system reminders.
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(Continued)

PCLRF Finding #2016-020 City of Maywood

Compliance Reference Under Section 1I(C) of the Proposition A and Proposition C
Local Return Guidelines, “It is the jurisdictions’ responsibility
to maintain proper accounting records and documentation”.

Condition The City claimed expenditures under the following PCLRF
projects without proper authorization:

a. Project code 110-01, Maywood Area Transit - $6,708
b. Project code 120-01, Dial-A-Ride - $6,708

Based on the available information provided during the
audit, these are portions of the professional billings of Urban
Associates for providing services as Interim City Manager.

The City was unable to provide proper documentation
supporting the procurement of the contracted service and
there was also no signed contract. In addition, the City was
not able to provide the basis for the allocation of the monthly
fees to the projects.

Cause The City’'s management failed to effectively oversee its
procurement process which allows numerous instances of
noncompliance with competitive bidding requirements and
with other provisions of the municipal code, state law, and
the terms of the City’s contracts with its service providers.

Effect The expenditures charged to the PCLRF projects without
proper supporting documentation and/or prior written
authorization resulted in total questioned costs of $13,416
and is required to be returned to the PCLRF account.

Recommendation In accordance with the Guidelines, we recommend that the
City reimburse its PCLRF account in the amount of $13,416.

We also recommend that the City establish controls to
ensure that the expenditures charged to the Local Return
funds are adequately supported by contracts, invoices,
canceled checks or similar documentation to ensure that
charges are properly authorized and in compliance with the
Guidelines.

Management’'s Response We agree with this recommendation. The City is in the
process of reviewing Internal Controls to ensure all present
and future expenditures charged to the Local Return funds
are adequately supported to ensure that charges are
properly authorized and in compliance with the Guidelines.
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(Continued)

PCLRF Finding #2016-020 City of Maywood
(continued)

Finding Corrected During the | The City has reimbursed the City's PCLRF account the
Audit amount of $13,416 in FY 2016/17. No follow up is required.
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PCLRF Finding #2016-021

City of Maywood

Compliance Reference

Under Section II(A)(15) of the Proposition A and Proposition
C Local Return Guidelines, “Jurisdictions are required to
report all administrative charges to Direct Administration in
order to verify compliance of 20% administration cap.”

Direct Administration is defined as those fully burdened
costs which are directly associated with administering Local
Return program or projects, and includes salaries and
benefits, office supplies and equipment, and other overhead
costs.

Condition

The City claimed expenditures under the following PCLRF
projects are directly associated with administering the Local
Return projects and therefore, should be reported under
Project code 480, Direct Administration.

c. Project code 110-01, Maywood Area Transit - $29,280

d. Project code 120-01, Dial-A-Ride - $26,574

e. Project code 250-01, Bus Pass Subsidy Program -
$8,360

Although we found the expenditures to be eligible and
allowable for LR funding and did not exceed the 20% cap,
the expenditures were not reported under the proper project
code.

Cause

There appears to be lack of oversight by management on
the compliance with the requirements of the Guidelines.

Effect

The City did not comply with the Local Return Guidelines
when the administration costs were not reported in the
proper project code as defined in the Guidelines.

Recommendation

We recommend for the City to submit a Form A to LACMTA
for Project code 480, Direct Administration, and establish
controls to ensure that all administrative costs related to the
local return projects are reported under this project code to
verify compliance with the 20% administration cap.

Management’s Response

We agree with this recommendation. Going forward the City
will submit a Form A to LACMTA for Project code 480,
Direct Administration. The City is currently in the process of
reviewing all accounting process and internal controls and
will ensure that all administrative costs related to the local
return projects are reported under this code.
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PCLRF Finding #2016-022

City of Montebello

Compliance Reference

According to Proposition A and Proposition C Local Return
Program Guidelines, Section Il, “A proposed expenditure of
funds shall be deemed to be for public transit purposes to
the extent that it can reasonably expected to sustain or
improve the quality and safety of and/or access to public
transit services by the general public or those requiring
special public transit assistance” and Section V, “lt is
jurisdictions’ responsibility to maintain proper accounting
records and documentation...”

In addition, “Transportation Administration expenditures
require that administrative costs associated with and
incurred have to be for the eligible projects/programs. Direct
administration includes those fully burdened costs that are
directly associated with administering local return program
or projects, and includes salaries and benefits, office
supplies and equipment, and other overhead costs. All costs
must be associated with developing, maintaining,
monitoring, coordinating, reporting and budgeting specific
local return projects. Expenditure must be reasonable and
appropriate to the activities undertaken by the locality”

Further, on April 29, 2014, the LACMTA Local Return
Program Manager issued a memo addressed to all
Jurisdictions to provide clarification for adequate salary and
related costs documentations for the audit of the Local
Return funds.

Below are recommendations to ensure that jurisdictions
have adequate evidence to support its compliance with the
Local Return Guidelines:

1. All hours are required to be documented. Develop
and/or maintain a system that will keep track of actual
hours worked by employees whose salaries and
benefits were charged to the LACMTA project.
Expenditures claimed based solely on budgeted
amounts is not considered adequate documentation
because it does not reflect actual expenditures incurred
on the LACMTA project and do not provide adequate
evidence that labor hours charged has
transit/transportation purpose. The record of hours
worked must: a) identify the LACMTA project, b) be
authenticated by the employee and approved by his/her
immediate supervisor, and c) tie to hours reported in
the payroll records.
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PCLRF Finding #2016-022
(continued)

City of Montebello

Compliance Reference

2. Provide adequate support for indirect costs. For indirect
expenditures allocated to LACMTA projects, develop
and/or maintain a system that distributes allowable
expenditures to projects based on causal or beneficial
relationships. Expenditures cannot be claimed on
LACMTA project if the expenditures are not allowable
(i.e., not transportation or transit related) or not
allocable to the LACMTA project (i.e., LACMTA project
did not cause the incurrence of the expenditure or
LACMTA project did not benefit from the expenditure).

Condition

The City claimed expenditures under PCLRF project code
480-01, Direct Administration, amounting to $50,000. We
were informed that the amount was based on budget
derived from a time study conducted 5 years ago. Per
discussion with management, with the increasing labor and
administrative cost, this amount is significantly lower than
the actual administration cost that should have been
charged to the program.

Cause

The City has not yet updated its overhead allocation rates
based on current year information.

Effect

The administrative costs charged to these funds are not
supported with an updated cost allocation plan.

Recommendation

We recommend that the City reimburse its PCLRF account
the amount of $50,000. In addition, we recommend that the
City perform a more recent time study analysis to assess a
more realistic estimate of the overhead costs for this
program. The City may also perform a true-up analysis at
year-end to ensure the overhead costs charged to the local
return fund approximate the actual cost incurred.

Management Response

City will repay and charge appropriate administrative
overhead after the cost allocation model is updated.

Finding Corrected During the
Audit

The City has reimbursed the City's PCLRF account the
amount of $50,000 in FY 2016/17. No follow up is required.
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(Continued)

PALRF Finding #2016-023

City of Monterey Park

Compliance Reference

According to Proposition A and Proposition C Local Return
Guidelines, Section IlI, “A proposed expenditure of funds
shall be deemed to be for public transit purposes to the
extent that it can reasonably be expected to sustain or
improve the quality and safety of and/or access to public
transit services by the general public or those requiring
special public transit assistance” and Section V, “lt is
jurisdiction’s responsibility to maintain proper accounting
records and documentation.”

Condition

The City charged general liability insurance expenditure
amounting to $100,000 to PALRF project code 110-01,
Fixed Route Transit, based on budget. An analysis to true-
up the amount claimed was not performed at yearend to
support and substantiate the reasonableness of the amount
charged to this project.

Cause

An analysis was performed a few years ago but it was never
revisited since the actual general liability insurance is always
higher than the amount claimed under PALRF.

Effect

The amount charged to PALRF may not reflect the most
reasonable cost relating to PALRF had an analysis is
performed by the City at yearend.

Recommendation

We recommend for the City to revisit its methodology for
allocating the general liability insurance costs to all the funds
and once it is established, the City does not necessarily
have to update the methodology on an annual basis if the
parameters did not change significantly from year to year.

Management’s Response

The City concurred with this recommendation and will look
into a solution to revisit the allocation methodology in FY
2017.
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(Continued)

PCLRF Finding #2016-024

City of Rosemead

Compliance Reference

Section Il (A) states that, “Jurisdiction shall submit on or
before August 1 of each fiscal year an Annual Project Update
(Form B) to provide Metro with an update of all approved, on-
going and carryover LR projects. Jurisdiction will be informed
in writing of approval for project continuance. Metro will
review the report and accept or return the report for changes.
Staff review will consist of verification that the status of the
projects listed corresponds to the originally approved
projects. All projects should have their own identifying code.

Projects for service operations, whose anticipated start-up
date is in the middle of the fiscal year, should be budgeted for
services through the end of the fiscal year only. After the first
year of service operation, project updates should be
submitted annually, by August 1 of the new fiscal year.”

Condition

The City claimed expenditures for PCLRF project code 440-
05, Montebello Blvd/Towne Center Drive, for $7,517 with no
prior approval from LACMTA.

Although this project was previously approved in FY 2014/15,
the City is still required to carry over the budget in Form B
and have it approved for FY 2015/16.

Cause

This finding was due to the City’'s understanding that this
Montebello project was complete; however, there was a final
invoice to be paid.

Effect

Proposition C funds of $7,517 were expended towards
project expenditures without prior approval by the LACMTA.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that approval is obtained from LACMTA
prior to spending on any local return-funded projects.

Management’s Response

The City subsequently obtained LACMTA Program
Manager's approval in December 2016. The City has
established procedures and controls to ensure that approval
is obtained prior to spending funds. These procedures
include Finance staff will set up and maintain a calendar for
LACMTA deadlines, and also, PCLRF warrant requests and
invoices will be reviewed to make sure these approvals are in
place before issuing a payment.

Finding Corrected During the
Audit

LACMTA Program Manager granted a retroactive approval of
this project on December 15, 2016. No follow up is required.
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PALRF Finding #2016-025

City of San Fernando

Compliance Reference

Under Section Il (A) of the Proposition A and Proposition C
Local Return Guidelines, for Jurisdictions with Recreational
Transit projects, Jurisdictions are required to annually submit
an accounting of Recreational Transit trips, destinations and
costs. This information should be submitted along with the
Form C, no later than October 15 after the fiscal year.

Condition

The Recreational Transit Report was submitted on November
8, 2016, which is beyond the due date of October 15, 2016.

In addition, the Recreational Trips Program was coded under
Project code 200 instead of Project code 140.

Cause

The City was not aware that the incorrect project code for
“Recreational Transit” was being used. The City has been
using project code 200 rather than project code 140 for a
number of years without being corrected. Project Code 200
does not require annual submission of a Recreational Transit
Services form; consequently one was not submitted by the
City.

Effect

The City was not in compliance with the reporting
requirements of the Local Return Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that the Annual Recreational Transit
Report is submitted by October 15 as required by the
Guidelines.

In addition, the City should revise the Project code used for
the Recreational Trips Program to align with the Local Return
Guidelines.

Management’'s Response

Now that the City is aware that Recreation Transit activities
were being incorrectly categorized, staff will correctly
categorize the budget/expenditures as project code 140 on
the appropriate forms (Form | and Form B).

To ensure the Recreational Transit Services form is
completed and submitted timely going forward, the City will
add it to the reference checklist maintained by Public Works
staff identifying all forms/documents that are required by
LACMTA along with the associated due dates. This sheet will
be provided to all relevant staff.

Staff submitted the Fiscal Year 2015-2016 Recreational
Transit Services form to LACMTA on November 8, 2016.
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PALRF Finding #2016-026

City of Santa Monica

Compliance Reference

Under Section IlI (A) of the Proposition A and Proposition C
Local Return Guidelines, for Jurisdictions with Recreational
Transit projects, Jurisdictions are required to annually
submit an accounting of Recreational Transit trips,
destinations and costs. This information should be submitted
along with the Form C, no later than October 15 after the
fiscal year.

Condition

The Recreational Transit report was submitted on
October 18, 2016, which is beyond the due date of October
15, 2016.

Cause

The October 15 due date fell on a Saturday and the Form
should have been submitted the following Monday. There
was an oversight on the due dates that resulted in late
submission of the Form on October 18, 2016.

Effect

The City was not in compliance with the reporting
requirements of the Local Return Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that the Annual Recreational Transit
Report is submitted by October 15 as required by the
Guidelines.

Management’s Response

Management agrees with the finding and acknowledges that
the Recreational Transit Form was filed one day after the
due date. The City’s program manager has revised the
existing process to request and review required forms well in
advance of the October 15™ submission date in order to
meet Metro due dates in the future
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PCLRF Finding #2016-027

City of South El Monte

Compliance Reference

Proposition A and Proposition C Local Return Program
Guidelines Section IlI(A) states that “To maintain eligibility
and meet LR program compliance requirements,
jurisdictions shall submit to LACMTA an Annual Expenditure
Report (Form C) annually by October 15 of each year”.

Condition The City submitted its Form C on November 7, 2016, which
is beyond the due date set under the Guidelines.

Cause The City lacks adequate procedures and controls to ensure
that the Expenditure Report (Form C) is submitted on time.

Effect Form Two (Expenditure Report) was not submitted timely as

required by the Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that Expenditure Report (Form C) is
submitted by October 15 as required by the Guidelines.

Management’s Response

The City agrees with this finding. The City is in the process
of setting up a calendar that lists all deadlines established
for financial reporting to the various agencies.
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PCLRF Finding #2016-028

City of South El Monte

Compliance Reference

The Proposition A and Proposition C Ordinances specify
that LR funds are to be used for “public transit purposes” as
defined by the following: “A proposed expenditure of funds
shall be deemed to be for public transit purposes to the
extent that it can reasonably be expected to sustain or
improve the quality and safety of and/or access to public
transit services by the general public or those requiring
special public transit assistance”.

Under Section V of the Proposition A and Proposition C
Local Return Guidelines, “It is the jurisdictions’ responsibility
to maintain proper accounting records and documentation to
facilitate the performance of the audit....”

Condition

During the fiscal year 2016, the City made payments to
ECM Group, Inc. under the PCLRF project code 450-01,
Durfee Median Improvement and Striping project, totaling
$9,302.

On June 2, 2016 the City of South EI Monte ("City") provided
a response to each finding in the Draft Report of Forensic
Accountants, dated February 26, 2016 ("Draft Report”). The
Draft Report was prepared to address issues identified by
the City's independent auditor in a letter dated September 8,
2015 ("VLF Letter"). There are 14 findings in the Draft
Report. In general, the findings relate to various contracts (i)
between the City and OH Consulting Services, Inc. dba
Arroyo Strategy Group ("Arroyo") and (ii) between the City
and ECM Group, Inc. ("ECM"). The City has terminated its
contract with Arroyo, effective June 30, 2016. With one
exception, the City has terminated all contracts with ECM
effective April 30, 2016.

Below are the findings identified in the Draft Report
prepared by the Forensic Accountants:

Finding 1: City management failed to subject Arroyo and
ECM contracts to competition.

Finding 2: City management failed to require and inspect
proper record keeping and document retention policies
related to contractors' performance of contract.
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PCLRF Finding #2016-028
(continued)

City of South El Monte

Condition (Continued)

Finding 3: City management failed to institute and enforce
control procedures that would assure payments were not
made in excess of contractual limits. City management
failed to institute and enforce control procedures that would
assure compliance with contractual hourly rates.

Finding 4: City management failed to maintain sufficient
control over accounts payable and check disbursement
procedures.

Finding 5: The City Manager executed three contracts
(each in excess of $25,000) and authorized payments of
$110,000 to Arroyo without City Council's approval.

Finding 6: With City Council's unanimous approval, the City
Manager executed a separate contract with Arroyo, with a
three-year term, which contains no maximum fee provision,
and which fails to grant the City customary audit rights.
Although present at the meeting where this contract was
approved, the City Attorney did not sign this contract.

Finding 7: Arroyo failed to allow inspection of its records,
although obligated to do so in accordance with six of the
contracts effective during the report period. In response to
our inspection request, Arroyo asserted that it does not
maintain any physical office location. Consequently, we
were unable to perform an inspection of Arroyo's records,
and were unable to analyze important quantitative aspects
of Arroyo's performance, such as the hours of labor
provided, the dates 011 which labor was supplied, and
details of tasks performed.

Finding 8: With reference to contracts executed or pending
during the fiscal year ended 06/30/15, between the City and
ECM: the City Manager executed one contract and
authorized payments of $29,376 to ECM wit/rout City
Council's approval.

Finding 9: ECM submitted false time and billing reports to
the City, and received public funds on the basis of such
false information.

Finding 10: No contract or supporting documents exist
related to a number of special projects assigned to Arroyo,
and for which Arroyo was paid.
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PCLRF Finding #2016-028 City of South El Monte
(continued)
Condition (Continued) Finding 11: Although specifically prohibited from

reimbursement of expenses without prior written
authorization, Arroyo tendered reimbursement claims, and
was paid reimbursements of $3,283 including expenses
related to a trip to Sacramento, cables and electronics, and
a room fee for the SR-60 Coalition meeting, without prior
written authorization.

Finding 12: Timesheets submitted by Arroyo are
unsubstantiated.

Finding 13: The ECM contracts were altered substantially
without approval of the City Council.

Finding 14: Certain timesheets submitted by ECM are
unsubstantiated.

Cause There was a breakdown in the internal controls over
procurement at the City.

Effect For fiscal year 2016, the reimbursements without proper
supporting documentation and/or prior written authorization
resulted in questioned costs of $9,302. However, it is
uncertain at this point how much of the expenditures in prior
years should be questioned due to the findings enumerated
above.

Recommendation In accordance with the Guidelines, we recommend that the
City reimburse its Proposition C Local Return account the
amount of $9,302. We also recommend that the City
establish controls to ensure that the expenditures charged to
the Local Return funds are adequately supported by
contracts, invoices, canceled checks or similar
documentation and properly authorized so that the City's
expenditures of Local Return funds will be in compliance
with the Guidelines.

Management’s Response As mentioned in the Finding, the City had a forensic audit
performed and responded to the findings. In addition, the
City has adopted numerous policies including a
comprehensive Purchasing Manual that ensures proper
controls over purchasing, processing and the ultimate
paying of expenditures related to the City. This policy was
adopted and approved by the City Council in March 2016
and was provided to the auditors at the time of the audit.
The City will refund to the Proposition C Local Return Fund
$9,302 during the current fiscal year.
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PALRF and PCLRF: Finding City of South Gate
#2016-029
Compliance Reference Section I(C) of the Proposition A and Proposition C Local

Return Guidelines states that, “Jurisdictions shall submit for
approval a Project Description Form (Form A) prior to the
expenditure of funds for: 1) a new project; 2) a new route; 3)
a 25 percent change (increase or decrease) in route or
revenue vehicle miles for an established LR funded transit
service; 4) a 0.75 miles or greater service change that
duplicates/overlays an existing transit service; or 5) a 25
percent or greater change in an approved LR project budget
or scope on all operating or capital LR projects.”

Condition The City exceeded LACMTA'’s approved budget by more
than 25% without obtaining approval through a revised Form
A for the following projects:

a. PALRF Project Code 110-17, Fixed Route Bus Service
to Local Destinations, $2,925.

b. PCLRF Project Code 160-03, Trash Receptacles at Bus
Stop, totaling $32,394.

Projects with greater than 25% change from the approved
project budget should be amended by submitting a Project
Description Form (Form A).

Cause The City noted increases in two of its local return projects
expenditure, but did not submit an amended Form A to
LACMTA on time.

Effect The City's PALRF and PCLRF project expenditures
exceeded 25 percent of LACMTA's approved budget without
LACMTA's approval and the City did not comply with the
Guidelines.

Recommendation We recommend for the City submit a Form A to obtain
LACMTA's approval for the change in project budget and for
the City to implement control to ensure compliance to this
requirement at all times.
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(Continued)

PALRF and PCLRF: Finding City of South Gate
#2016-029 (continued)

Management’'s Response To correct the oversight, the City submitted Form A's for
both Prop A and Prop C projects to LACMTA and was
granted a retroactive approval on the amended budget for
Prop A on December 15, 2016, and on the amended budget
for Prop C on December 20, 2016. Going forward, to
prevent project expenditure from exceeding 25% of
LACMTA's approved budget, the City will ensure that PALR
and PCLR projects are timely reviewed, and when
applicable, file an amended Form A with LACMTA.

Finding Corrected During the LACMTA Program Manager granted a retroactive approval
Audit on the amended budget for the said projects on December
15, 2016 and December 20, 2016, respectively.
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INDEPENDENT AUDITOR’S REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO PROPOSITION A AND PROPOSITION C ORDINANCES AND
PROPOSTION A AND PROPOSITION C LOCAL RETURN GUIDELINES

To: Board of Directors of the Los Angeles County Metropolitan Transportation Authority
and Proposition A and Proposition C Oversight Committee

Report on Compliance

We have audited the compliance of the forty-nine (49) Cities identified in Schedule 1, with the types of
compliance reguirements described in the Proposition A and Propasition C Ordinances enacted through a
Los Angeles County (the County) voter approved law in November 1980 and November 1990,
respectively, and; Proposition A and Proposition C Local Return Guidelines, issued by the Los Angeles
County Metropolitan Transportation Authority (LACMTA), approved by its Board of Directors in FY
2006-07 (collectively, the Guidelines); and the respective Assurances and Understandings Regarding
Receipt and Use of Proposition A and Proposition C Local Return Funds, executed by LACMTA and the
respective Cities for the year ended June 30, 2016 (collectively, the Requirements). Compliance with the
above noted Guidelines and Requirements by the Cities are identified in the accompanying Summary of
Compliance Findings, Schedule 1 and Schedule 2.

Management’s Responsibility

Compliance with the Guiddlines and Requirements is the responsibility of the respective Cities
management.

Auditor’s Responsibility

Our responsibility is to express opinions on the Cities' compliance with the Guidelines and Requirements
referred to above based on our audits. We conducted our audits of compliance in accordance with the
auditing standards generally accepted in the United States of America; and the standards applicable to
financial audits contained in Government Auditing Sandards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether noncompliance with the types of requirements referred to above that could have adirect and
material effect on the Proposition A and Proposition C Local Return programs occurred. An audit includes
examining, on atest basis, evidence about each City's compliance with the Guidelines and Requirements
and performing such other procedures as we considered necessary in the circumstances.

We believe that our audits provide a reasonable basis for our opinions on compliance. However, our audits
do not provide alegal determination of each City's compliance with the Guidelines and Requirements.
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Opinion

In our opinion, the Cities complied, in all material respects, with the Guidelines and Requirements referred
to above that could have a direct and materia effect on the Proposition A and Proposition C Local Return
Programs for the year ended June 30, 2016.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be
reported in accordance with the Guidelines and Requirements and which are described in the accompanying
Summary of Proposition A and Proposition C Audit Results (Schedule 1) and Schedule of Findings and
Questioned Costs (Schedule 2) as Findings #2016-001 through #2016-033. Our opinion is not modified
with respect to these matters.

Responses by the Cities to the noncompliance findings identified in our audits are described in the
accompanying Schedule 2 - Schedule of Findings and Questioned Costs. The Cities’ responses were not
subjected to the auditing procedures applied in the audit of compliance, and accordingly, we express no
opinion on the responses.

Report on Internal Control Over Compliance

The management of each City is responsible for establishing and maintaining effectiveinternal control over
compliance with the Guidelines and Requirements referred to above. In planning and performing our audits
of compliance, we considered each City’s internal control over compliance with the Guidelines and the
Requirements that could have a direct and material effect on the Proposition A and Proposition C Loca
Return program to determine the auditing procedures that are appropriate in the circumstances for the
purpose of expressing an opinion on compliance and to test and report on internal control over compliance
in accordance with the Guidelines and Requirements, but not for the purpose of expressing an opinion on
the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the
effectiveness of each City’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. However, we identified certain
deficienciesin interna control over compliance that we consider to be material weaknesses and significant
deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not alow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance under the Guidelines and Requirements on a
timely basis. A material weaknessin internal control over compliance is adeficiency, or a combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility that material
noncompliance under the Guidelines and Requirements will not be prevented, or detected and corrected,
on a timely basis. We consider the deficiencies in internal control over compliance described in the
accompanying Schedule of Findings and Questioned Costs as Findings #2016-001, #2016-007 (related to
PCLRF), #2016-013, #2016-025 (related to PALRF), and #2016-030 to be material weaknesses.
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A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with the Guidelines and Requirements that is less severe
than a material weakness in internal control over compliance, yet important enough to merit attention by
those charged with governance. We consider the deficienciesin interna control over compliance described
in the accompanying Schedule of Findings and Questioned Costs as Findings #2016-004, #2016-
007(related to PALRF), #2016-022, 2016-025 (related to PCLRF), and #2016-026 that we consider to be
significant deficiencies.

The responses by the Cities to the internal control over compliance findings identified in our audits are
described in the accompanying Schedul e of Findings and Questioned Costs (Schedul e 2). The responses by
the Cities were not subjected to the auditing procedures applied in the audit of compliance and, accordingly,
we express no opinion on the responses.

The purpose of thisreport oninternal control over complianceis solely to describe the scope of our testing
on internal control over compliance and the results of that testing based on the requirements of the
Guidelines and Requirements. Accordingly, this report is not suitable for any other purpose.

W*—‘W

Los Angeles, California
December 30, 2016



L os Angeles County Metropolitan Transportation Authority
Summary of Compliance Findings
Fiscal Year Ended June 30, 2016

The audit of the 49 cities identified in Schedule 1 have resulted in 33 findings. The table below shows a
summary of the findings:

- #of | Responsible Cities Finding No. Questioned Resolved
Finding - Duringthe
Findings Reference Costs .
Audit
PALRF PCLRF
Artesia (#2016-001) $ 84,379 $ 49,458 None
Covina (#2016-002) 46,290 - None
Downey (#2016-004) 137,000 25,366 None
Hawaiian Gardens (#2016-007) 38,388 36,268 None
Hawaiian Gardens (#2016-010) None None None
No adequate La Cafada Flintridge (#2016-012) None None None
evidence that LaMirada (#2016-013) 81,786 - None
funds were 17 | Lomita(#2016-015) 20,513 - None
expended for Norwalk (#2016-019) None 2,982 None
transportation Rolling Hills Estates (#2016-020) 26,145 - None
purposes. San Dimas (#2016-022) 61,714 None None
South Pasadena (#2016-025) 90,718 13911 None
South Pasadena (#2016-027) 9,604 None None
Temple City (#2016-029) None None None
West Covina (#2016-030) - 312,345 None
West Covina (#2016-031) None None None
Whittier (#2016-033) None None None
Downey (#2016-003) - 80,856 80,856
g‘:ggsd"g@ith out Long Beach (#2016-016) 618,743 | 2,706,406 None
LACMTA’s 5 San Dimas (#2016-021) - 31,730 31,730
approval South Pasadena (#2016-024) - 8,842 8,842
' Whittier (#2016-32) - 405 405
Annual
Expenditure El Segundo (#2016-005) None None None
Report (Form C) 2 Hawaiian Gardens (#2016-009) None None None
was not submitted
on time.
Tota annual L a Cafiada Flintridge(#2016-011)
expenditures Monrovia (#2016-017) None None None
exceeded more 3 South Pasadena (#2016-026) None None None
than 25% of the None None None
approved budget.




L os Angeles County Metropolitan Transportation Authority
Summary of Compliance Findings
Fiscal Year Ended June 30, 2016

_ N o Resolved

Finding Firfd(i); . Responsglg Citied Finding Questioned Durlng_
g erence Costs the Audit
PALRF PCLRF

Administrative

expenses Glendora (#2016-006) - 11,395 None

exceeded the20% | 2 | Hawaiian Gardens (#2016-008) . 7,029 None

cap.

Recreationa LaVerne (#2016-014) None None None

transit form was 3 Monrovia (#2016-018) None None None

not submitted on Temple City (#2016-028) None None None

time.

No timely use of ! .

funds. 1 Signal Hill (#2016-023) 11,724 None 11,724

Total Findings

and Questioned 33 $ 1,227,004 | $3,286,993 | $ 133,557

Cost

Details of thefindings are in Schedule 2.




L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

Compliance Area Tested Alhambra Arcadia Artesia
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
subgtituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annua Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant See Finding
documentation are adequate. #2016-001
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or el ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Not Applicable




L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results

Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)

Compliance Area Tested Avalon Bellflower Bradbury
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant  |PA: Not Applicable
substituted for property tax. PC: Compliant
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant  |PA: Not Applicable
total annua Local Return Expenditures. PC: Compliant
All on-going and carryover projectswere reported in Form Compliant Compliant Compliant
B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivaents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant Compliant
documentation are adequate.
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Loca Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or e ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant  [PA: Not Applicable

PC: Compliant




L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results

Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)

Compliance Area Tested Burbank Cerritos Claremont
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
substituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projectswere reported in Form Compliant Compliant Compliant
B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record  keeping and Compliant Compliant Compliant
documentation are adequate.
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Sdf-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or el ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant




L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016
(Continued)

SCHEDULE 1

Compliance Area Tested Covina Diamond Bar Downey
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant See Finding
substituted for property tax. #2016-003
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annua Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivaents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and See Finding Compliant See Finding
documentation are adequate. #2016-002 #2016-004
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Loca Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or el ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant




L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Duarte El Segundo Glendale
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
substituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant See Finding Compliant
time. #2016-005
Cash or cash equivaents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant Compliant
documentation are adequate.
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Loca Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or e ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant

10




L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Compliance Area Tested Hawaiian Hermosa
Glendora Gardens Beach
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
subgtituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the See Finding See Finding Compliant
total annual Local Return Expenditures. #2016-006 #2016-008
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annua Expenditure Report (Form C) was submitted on Compliant See Finding Compliant
time. #2016-009
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant See Finding Compliant
documentation are adequate. #2016-007
#2016-010

Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or el ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant
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L os Angeles County Metropolitan Transportation Authority

Summary of Proposition A and C Audit Results

Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
La Cafada LaHabra

Compliance Area Tested Flintridge Heights LaMirada
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
substituted for property tax.
Expenditures that exceeded 25% of approved project See Finding Compliant Compliant
budget have approved amended project Description Form #2016-011
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and See Finding Compliant See Finding
documentation are adequate. #2016-012 #2016-013
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or elements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant
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L os Angeles County Metropolitan Transportation Authority

Summary of Proposition A and C Audit Results

Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)

Compliance Area Tested LaVerne L akewood Lancaster
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
subgtituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant Compliant
documentation are adequate.
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or el ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. See Finding Compliant Compliant

#2016-014
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L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)

Compliance Area Tested Lomita L ong Beach Los Angeles
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant See Finding Compliant
subgtituted for property tax. #2016-016
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and See Finding Compliant Compliant
documentation are adequate. #2016-015
Pavement Management System (PMS) in placeand being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or e ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant
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L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Manhattan Beach  Monrovia Norwalk
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
subgtituted for property tax.
Expenditures that exceeded 25% of approved project Compliant See Finding Compliant
budget have approved amended project Description Form #2016-017
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant See Finding
documentation are adequate. #2016-019
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or e ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant See Finding Compliant

#2016-018
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L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Compliance Area Tested Palos Verdes

P Palmdale Estates Paramount
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
subgtituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant Compliant
documentation are adequate.
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or elements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant
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L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
. Rancho Redondo
Compliance Area Tested Pasadena Palos Verdes Beach

Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
substituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended proj ect Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant Compliant
documentation are adequate.
Pavement Management System (PMS) in placeand being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or elements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant
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L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Rolling Hills

Compliance Area Tested Rolling Hills Estates San Dimas
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been [ Not Applicable Compliant See Finding
substituted for property tax. #2016-021
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended proj ect Description Form
(Form A).
Administrative expenses are within the 20% cap of the [ Not Applicable Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant See Finding See Finding
documentation are adequate. #2016-020 #2016-022
Pavement Management System (PMS) in placeand being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or e ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Not Applicable Compliant Compliant
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L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results

Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)

Compliance Area Tested San Gabrie San Marino Santa Clarita
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
substituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annua Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivaents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant Compliant
documentation are adequate.
Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Loca Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or e ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. Compliant Compliant Compliant
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L os Angeles County Metropolitan Transportation Authority

Summary of Proposition A and C Audit Results

Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
South

Compliance Area Tested SierraMadre Signal Hill Pasadena
Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant See Finding Compliant

#2016-023
Funds expended were approved and have not been PA: Compliant Compliant See Finding
substituted for property tax. PC: Not Applicable #2016-024
Expenditures that exceeded 25% of approved project Compliant Compliant See Finding
budget have approved amended proj ect Description Form #2016-026
(Form A).
Administrative expenses are within the 20% cap of the | PA: Compliant Compliant Compliant
total annual Local Return Expenditures. PC: Not Applicable
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
ontime.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivaents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and Compliant Compliant See Finding
documentation are adequate. #2016-025
#2016-027

Pavement Management System (PMS) in place and being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Loca Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or el ements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. PA: Compliant Compliant Compliant

PC: Not Applicable
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L os Angeles County Metropolitan Transportation Authority

Summary of Proposition A and C Audit Results

Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Compliance Area Tested Temple City Torrance West Covina

Uses the State Controller’s Uniform System of Accounts Compliant Compliant Compliant
and Records.
Timely use of funds. Compliant Compliant Compliant
Funds expended were approved and have not been Compliant Compliant Compliant
substituted for property tax.
Expenditures that exceeded 25% of approved project Compliant Compliant Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant Compliant Compliant
total annual Local Return Expenditures.
All on-going and carryover projects were reported in Compliant Compliant Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant Compliant Compliant
on time.
Annual Expenditure Report (Form C) was submitted on Compliant Compliant Compliant
time.
Cash or cash equivalents are maintained. Compliant Compliant Compliant
Accounting  procedures, record keeping and See Finding Compliant See Finding
documentation are adequate. #2016-029 #2016-030

#2016-031
Pavement Management System (PMS) in placeand being Compliant Compliant Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant Compliant Compliant
expenditures.
Self-Certification was completed and submitted for Compliant Compliant Compliant
Intelligent Transportation Systems projects or elements.
Assurances and Understandings form was on file. Compliant Compliant Compliant
Recreational transit form was submitted on time. See Finding Compliant Compliant

#2016-028
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L os Angeles County Metropolitan Transportation Authority
Summary of Proposition A and C Audit Results

Fiscal Year Ended June 30, 2016
(Continued)

Compliance Area Tested Whittier
Uses the State Controller’s Uniform System of Accounts Compliant
and Records.
Timely use of funds. Compliant
Funds expended were approved and have not been See Finding
substituted for property tax. #2016-032
Expenditures that exceeded 25% of approved project Compliant
budget have approved amended project Description Form
(Form A).
Administrative expenses are within the 20% cap of the Compliant
total annua Local Return Expenditures.
All on-going and carryover projects were reported in Compliant
Form B.
Annual Project Summary Report (Form B) was submitted Compliant
ontime.
Annual Expenditure Report (Form C) was submitted on Compliant
time.
Cash or cash equivalents are maintained. Compliant
Accounting procedures, record keeping and See Finding
documentation are adequate. #2016-033
Pavement Management System (PMS) in place and being Compliant
used for Street Maintenance or Improvement Projects
Expenditures.
Local Return Account is credited for reimbursable Compliant
expenditures.
Self-Certification was completed and submitted for Compliant
Intelligent Transportation Systems proj ects or e ements.
Assurances and Understandings form was on file. Compliant
Recreational transit form was submitted on time. Compliant
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

PALRF & PCLRF City of Artesa
Finding #2016-001

Compliance Reference According to Proposition A & C Local Return Guidelines, Section II, “A
proposed expenditure of funds shall be deemed to be for public transit
purposesto the extent that it can reasonably be expected to sustain or improve
the quality and safety of and/or accessto public transit services by the general
public or those requiring special public transit assistance” and Section V, “It
is jurisdictions’ responsibility to maintain proper accounting records and
documentation...” In addition, LACMTA Local Return Program Manager
issued a memo dated on April 29, 2014 to jurisdictions to provide
recommendations to ensure that jurisdictions have adequate evidence to
support its compliance with the Local Return Guiddines, those
recommendations are “that an electronic system is acceptable as long as how
much time is identified on the project (i.e. not just a clock-in-clock-out
system) and this non-timesheet system, excel file or other, is authenticated by
the employee and approved by one’s supervisor.” Also, “(4) Where
employees work on multiple activities or cost objectives, a distribution or
their salaries or wages will be supported by personnel activity reports or
equivalent documentation which meets the standardsin subsection (5) unless
a statistical sampling system (see subsection (6)) or other substitute system
has been approved by the cognizant Federal agency. Such documentary
support will be required where employees work on:
(b) A Federal award and non-Federal award.

(5) Personnel activity reports or equivalent documentation must meet the
following standards:

(b) They must reflect an after the fact distribution of the actual activity of
each employee,

(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for charges to Federa
awards but may be used for interim accounting purposes, provided that: (i)
the governmental unit’s system for establishing the estimates produces
reasonable approximations of the activity actually performed; (ii) at least
quarterly, comparisons of actual costs to budgeted distributions based on
monthly activity reports are made. Costs charged to Federal awards to reflect
adjustments made as a result of the activity actually performed may be
recorded annudly if the quarterly comparisons show the differences between
budgeted and actual costs are less than ten percent; and (iii) the budget
estimates or other distribution percentages are revised as least quarterly, if
necessary, to reflect changed circumstances.”

According to Proposition A and C Loca Return Guidelines, Section 11 (A.
15), “The administrative expenditures for any year shall not exceed 20 percent
of the total Local Return annual expenditures, based on year-end
expenditures.”
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

PALRF & PCLRF
Finding #2016-001
(Continued)

City of Artesia

Condition

To support the propriety of expenditures being charged to Proposition A & C
Local Return Funds, payroll expenditures should be supported by properly
executed payrolls, time records, activity reports, vouchers, or other officia
documentation evidencing in proper detail the nature of the charges. However,
the total payroll expenditures of $56,082 for Proposition A General Program
Administration which exceeds the 20% administration cap by $27,542,
$28,297 for the Prop A Vehicle Project and $49,458 for Proposition C General
Program Administration which exceeds the 20% administration cap by
$14,482 were based on an estimate of a percentage of time spent on
Proposition A & C activity rather than employee’s actual working hours spent
for the Proposition A and Proposition C projects. The City provided us with
the payroll register and the timesheets; however, it did not adequately support
the actual hours or payroll expenditures charged to the project.

Cause

The City did not comply with the Guiddlines and indicated that it was not
aware that its practice of allocating salaries and fringe benefits to a project
was not adequate to support labor costs claimed.

Effect

The payroll costs claimed under the Proposition A & C Loca Return Funds
projects may include expenditures which may not be an allowable Proposition
A project expenditures or Proposition C project expenditures, resulting in
questioned costs of $84,379 and $49,458, respectively.

Recommendation

In accordance with the Guidelines, we recommend that the City reimburseits
Proposition A Loca Return Fund and Proposition C Local Return Fund
accounts by $84,379 and $49,458, respectively. In addition, we recommend
that the City reviseits current labor costs reporting procedures to ensure that
labor costs charged to Loca Return Funds are adequately supported by time
sheets or similar documentation which includes employees’ actual working
hours.

Management’s Response

The City’s long time Finance Manager, who we believe was aware of the
guidelines issued in 2014, developed a reporting system. This reporting
system, according to the legacy accounting staff still in place, was reflective
of three factors: (1) the City’s payroll system, which is a profoundly
antiquated system that supports a percentage distribution entry system; (2)
submission to Metro last year (fal 2015) and approval by Metro
representatives of this recordation and reporting system (hence the City being
unaware that it would be unacceptable this year); and (3) the City’s inability
to access remotely stored personnel work record and al so, persona work logs,
in what on the City’s side is very short notice (we basicaly tried to be
responsive within a day).

24




SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-001
(Continued)

City of Artesia

Management’s Response
(Continued)

We understand that Metro has given their auditor’s deadlines, but the effect of
those deadlines is that Artesia isn’t being given a reasonable amount of time
to produce records that were not required last year. Artesiais atiny city with
very simple systems and very few employees, but it’s also closed every other
Friday, and the two employees who spend the most time on Metro items are
both gone for the holidays. The City of Artesia would very much like to be
able to retrieve and submit documentation that would meet the new
requirements, but it needs to be given a chance to do so. Plainly put, we have
to wait until the relevant staff people return to work so that we can get their
logs.

Auditor Regjoinder

Aside from the memo issued on April 29, 2014, LACMTA and the Auditors
conducted an annual kickoff meeting attended by representatives from the
Jurisdictions. During the meeting, the Auditorsand LACMTA emphasized the
importance of maintaining proper documentation that would support
allowable expenditures charged to the local return funds, which includes
support for payroll and administration charges.

Furthermore, we provided the City an additional week to provide the payroll
charges and no additional supporting documents were provided, therefore, the
finding isvalid.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF
Finding #2016-002

City of Covina

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section 11, “A
proposed expenditure of funds shall be deemed to be for public transit
purposesto the extent that it can reasonably be expected to sustain or improve
the quality and safety of and/or accessto public transit services by the genera
public or those requiring special public transit assistance. “ and Section V
It is the jurisdictions’ responsibility to maintain proper accounting records
and documentation to facilitate the performance of audit prescribed in the
guidelines. “ In addition, LACMTA Local Return Program Manager issued
amemo dated April 29, 2014 to jurisdiction to provide recommendationsto
ensure that jurisdictions have adeguate evidence to support its compliance
with the Local Returns Guidelines, those recommendations are “that an
electronic systemis acceptable aslong as how much timeisidentified onthe
project (i.e. not just a clock-in-clock-out system) and this non-timesheet
system, excel file or other, is authenticated by the empl oyee and approved by
one’s supervisor.” Also, “(4) Where employees work on multiple activities
or cost objectives, adistribution or their salaries or wages will be supported
by personnel activity reports or equivalent documentation which meets the
standards in subsection (5) unless a statistical sampling system (see
subsection (6) ) or other substitute system has been approved by the cognizant
Federal agency. Such documentary support will be required where
employees work on:
(b) A Federal award and non-Federa award.

(5) Personnel activity reports or equivalent documentation must meet the
following standards:
(b) They must reflect an after the fact distribution of the actual activity
of each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for charges to
Federal awards but may be used for interim accounting purposes,
provided that: (i) the governmental unit’s system for establishing the
estimates produces reasonable approximations of the activity actually
performed; (ii) at least quarterly, comparisons of actual coststo budgeted
distribution based on monthly activity reports are made. Costs charged
to Federal awards to reflect adjustments made as a result of the activity
actually performed may be recorded annually if the quarterly
comparisons show the differences between budgeted and actual costsare
less than ten percent; and (iii) the budget estimates or other distribution
percentages arerevised at least quarterly, if necessary, to reflect changed
circumstances.”
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)
PALRF City of Covina
Finding #2016-002
(Continued)
Condition To support the propriety of expendituresbeing charged to Proposition A Local

Return Fund, payroll should be supported by properly executed payralls, time
records, activity reports, vouchers or other documentation evidencing in
proper detail the nature of the charges. However, the salaries and benefits
charged to Administration Project Code 480-04 amounting to $46,290 were
based on distribution percentages determined before the services were
performed rather than employee’s actual working hours spent for the
Proposition A projects. In addition, there were no timesheets provided to
support the actual hours or payroll expenditures charged to the project.

Cause Time cards were not required for department directors prior to October 2015.

Effect The payroll cost claimed under the Proposition A Local Return Fund projects may
include expenditures which may not be an alowable Proposition A project
expenditure. This resulted in questioned costs of $46,290.

Recommendation In accordance with the Guidelines, we recommend that the City reimburse its
Proposition A Loca Return Fund account by $46,290. In addition, we
recommend that the City revise its current labor costs reporting procedures to
ensure that labor costs charged to the Local Return Funds are adequately
supported by time sheets or similar documentation which includes employees’
actual working hours.

Management’s Response | Management agrees. Time alocations for the Public Works Director were
based on a percentage of actual salary as determined during the budget process
and re-evaluated during the mid-year analysis. As of October 2015, time
cards are required for all City employees.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PCLRF
Finding #2016-003

City of Downey

Compliance Reference

According to Proposition C Local Return Guidelines, Section I (B.3), “If Local
Return Funds have been expended prior to Metro approval and/or used for
ineligible purposes, Jurisdictions will be required to reimburse their Proposition
C Local Return account...”

Condition

The expenditures for PCLRF’s Project Code 420-01, Downeylink Fixed Route
Transit Services, and Project Code 450-26, L akewood Boulevard Improvements
Phase 3B (Florence Avenue — Gallatin Road), in the amounts of $12,613 and
$68,243, respectively, were incurred prior to the approval from LACMTA for
fiscal year 2015-16. However, the City subsequently received LACMTA’s
approval on the PCLRF projects on December 1, 2016 and November 17, 2016,
respectively.

Cause

The City staff believed that the prior year’s budget approval would be carried
forward in the fiscal year 2015-16 and therefore, did not include the request for
the project’s approval in Form B submitted to LACMTA.

Effect

The City did not comply with the Guidelines when expenditures for PALRF
projects are incurred without LACMTA’s approval.

Recommendation

We recommend that the City establish procedures to ensure that it obtains
approval from LACMTA prior toimplementing any Proposition A Local Return
projects. Form B (Annual Project Summary Report) should be properly
prepared and submitted before the due date of August Ist so that the City’s
expenditures of Proposition A Local Return Funds are in accordance with
LACMTA’s approval and the Guidelines. In accordance with the Guidelines,
the City should include all approved on-going and carryover Local Return
projectsin Form B.

Management’s Response

Management agrees with the audit results and has adopted internal procedures
to ensurethat LACMTA approval isobtained prior to incurring expenditures on
aproject.

Finding Corrected
During the Audit

LACMTA Program Manager granted retroactive approval of the projects on
December 1, 2016 and November 17, 2016, respectively. No additional follow
up isrequired.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-004

City of Downey

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section II, “A
proposed expenditure of funds shal be deemed to be for public transit
purposesto the extent that it can reasonably be expected to sustain or improve
the quality and safety of and/or accessto public transit services by the genera
public or those requiring special public transit assistance” and Section V, “It
is jurisdictions’ responsibility to maintain proper accounting records and
documentation...”In addition, LACMTA Local Return Program Manager
issued a memo dated on April 29, 2014 to jurisdictions to provide
recommendations to ensure that jurisdictions have adequate evidence to
support its compliance with the Loca Return Guiddines, those
recommendations are “that an electronic system is acceptable as long as how
much time is identified on the project (i.e. not just a clock-in-clock-out
system) and this non-timesheet system, excel file or other, is authenticated by
the employee and approved by one’s supervisor.” Also, “(4) Where
employees work on multiple activities or cost objectives, a distribution or
their salaries or wages will be supported by personnel activity reports or
equivalent documentation which meets the standards in subsection (5) unless
a statistical sampling system (see subsection (6)) or other substitute system
has been approved by the cognizant Federal agency. Such documentary
support will be required where employees work on:
(b) A Federal award and non-Federal award.

(5) Personnel activity reports or equivalent documentation must meet the

following standards:
(b) They must reflect an after the fact distribution of the actual activity
of each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for charges to
Federal awards but may be used for interim accounting purposes,
provided that: (i) the governmental unit’s system for establishing the
estimates produces reasonable approximations of the activity actually
performed; (ii) at least quarterly, comparisons of actual coststo budgeted
distributions based on monthly activity reports are made. Costs charged
to Federal awards to reflect adjustments made as a result of the activity
actually performed may be recorded annualy if the quarterly
comparisons show the differences between budgeted and actual costsare
less than ten percent; and (iii) the budget estimates or other distribution
percentages arerevised asleast quarterly, if necessary, to reflect changed
circumstances.”
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)
PALRF & PCLRF City of Downey
Finding#2016-004
(Continued)
Condition To support the propriety of expenditures being charged to Proposition A and C

Loca Return Fund, payroll expenditures should be supported by properly
executed payrolls, time records, activity reports, vouchers, or other officia
documentation evidencing in proper detail the nature of the charges. However,
the salaries and benefits charged to PALRF’s Senior/Handicapped Transit
Program Administration Project Code 480-03 and PCLRF’s Local Return Fund
Administration (Public Works) Project Code 480-28 in the amounts of
$137,000 and $25,366, respectively, were based on an estimate of a percentage
of time spent on PALRF and PCLRF activity rather than the employee’s actual
working hours spent on the projects. Although the City provided atime study
listing the employees charged to PALRF and PCLRF, the payroll costs and
benefits were based on estimated percentages of the time spent on the projects.
Moreover, the hours were not adjusted to reflect the “true” hours worked on
the projects at the end of the fiscal year 2015-16.

Cause The City allocates administrative charges for management that was based on a
time study performed by the City in prior years. Those same percentages have
been used in prior fiscal years and also, in fiscal year 2015-16.

Effect The payroll costs claimed under the Proposition A and C Loca Return Fund
project may include expenditures which may not be an allowable Proposition
A and C project expenditures. This resulted in questioned costs of $137,000
and $25,366 for PALRF and PCLRF, respectively.

Recommendation In accordance with the Guidelines, we recommend that the City reimburse its
Proposition A and C Loca Return Fund accounts by $137,000 and $25,366,
respectively. In addition, we recommend that the City revise its current labor
costs reporting procedures to ensure that labor costs charged to Loca
Return  Funds are adequately supported by time sheets or similar
documentation which includes employees’ actual working hours.

Management’s Response | Management agrees with the audit results. The City has engaged Matrix
Consulting to complete a cost alocation study which started in November
2016. The cost alocation study will be completed by March 2017 and
submitted to our cognizant agency for OMB approval.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding#2016-005

City of El Segundo

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section I (C), “On
or before October 15th of each fisca year, the Jurisdictions shall submit an
Annual Expenditure Report to provide an update on previous year LR fund
receipts and expenditures.”

Condition The City did not meet the October 15, 2016 deadline for submission of Form
C. The City submitted the final Form C to the LACMTA on February 1, 2017.

Cause The City has gone through aturnover of staff in various departments which has
caused the oversight.

Effect The City’s Form C was not submitted timely, in accordance with the

Guidelines.

Recommendation

We recommend that the City establish procedures to ensure that the Form C
(Annual Expenditure Report) is properly prepared and submitted prior to the
October 15th deadline and that the City retain a confirmation of receipt by
LACMTA to comply with the Guidelines.

Management’s Response

The City has hired and assigned a staff person who has established new
processes to ensure internal controls arein place to meet the required reporting
deadlines and proper record retention.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PCLRF
Finding #2016-006

City of Glendora

Compliance Reference

According to Proposition C Local Return Guidelines, Section I.A.15, “The
administrative expenditures for any year shall not exceed 20 percent of the
total LR annual expenditures, based on year-end expenditures, and will be
subject to an audit finding if the figure exceeds 20 percent;”

Condition

The City’s administrative expenditures exceeded more than twenty percent of
its total Proposition C loca return annual expenditures in the amount of
$11,395. The amount of $11,395 represents the excess over 20 percent of the
Proposition C’s total local return annual expenditures.

Cause

Staff made a miscalculation in regards to the administrative allocation
amount.

Effect

The City’s PCLRF Administration project expenditures exceeded 20 percent
of its Proposition C local return annual expenditures. Therefore, the City did
not comply with the Guidelines, resulting in questioned costs of $11,395.

Recommendation

We recommend that the City reimburseits PCL RF in the amounts of $11,395.
Furthermore, we recommend the City to establish procedures to ensure that
administrative expenditures are within the 20 percent cap of the PCLRF’s
total annual expenditures.

Management’s Response

The error was caught by staff which occurred after the submission deadlineto
LACMTA. Moving forward, allocations will be scrutinized in a more timely
fashion to avoid future timing issues.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-007

City of Hawaiian Gardens

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section II, “ A
proposed expenditure of funds shall be deemed to be for public transit
purposesto the extent that it can reasonably be expected to sustain or improve
the quality and safety of and/or access to public transit services by the general
public or those requiring special public transit assistance. “ and Section V
It is the jurisdictions’ responsibility to maintain proper accounting records and
documentation to facilitate the performance of audit prescribed in the
guidelines. *“ In addition, LACMTA Local Return Program Manager issued a
memo dated April 29, 2014 to jurisdiction to provide recommendations to
ensure that jurisdictions have adequate evidence to support its compliance
with the Local Returns Guidelines, those recommendations are “that an
electronic system is acceptable aslong as how much time is identified on the
project (i.e. not just a clock-in-clock-out system) and this non-timesheet
system, excel file or other, is authenticated by the employee and approved by
one’s supervisor.” Also, “(4) Where employees work on multiple activities or
cost objectives, a distribution or their salaries or wages will be supported by
personnel activity reports or equivalent documentation which meets the
standardsin subsection (5) unless a statistical sampling system (see subsection
(6)) or other substitute system has been approved by the cognizant Federa
agency. Such documentary support will be required where employees work
on:
(b) A Federa award and non-Federa award.

(5) Personnel activity reports an after the fact distribution of the actua activity

of each employee,
(b) A Federa award and non-Federa award.
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for chargesto Federa
awards but may be used for interim accounting purposes, provided that:
(i) the governmental unit’s system for establishing the estimates produces
reasonabl e approximations of the activity actually performed; (ii) at least
quarterly, comparisons of actual costs to budgeted distribution based on
monthly activity reports are made. Costs charged to Federal awards to
reflect adjustments made as a result of the activity actualy performed
may be recorded annualy if the quarterly comparisons show the
differences between budgeted and actual costs are less than ten percent;
and (iii) the budget estimates or other distribution percentages are revised
at least quarterly, if necessary, to reflect changed circumstances.”
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-007
(Continued)

City of Hawaiian Gardens

Condition

To support the propriety of expenditures being charged to Proposition A and
C Loca Return Fund, payroll should be supported by properly executed
payrolls, time records, activity reports, vouchers or other documentation
evidencing in proper detail the nature of the charges. However, the salaries
and benefits charged to Administration Project Code 480-02 amounting to
$38,388 for Proposition A and Administration Project Code 480-03
amounting to $36,268 for Proposition C were based on distribution
percentages determined before the services were performed rather than
employee’s actual working hours spent for the Proposition A and C projects.
The City provided us with the payroll register and the time sheets; however, it
did not adequately support the actua hours or payroll expenditures charged to
the project.

Cause

The City stated that it was not aware that its practice of allocating salaries and
benefits to a project was not adequate support for labor costs claimed.

Effect

The payroll cost claimed under the Proposition A and C Local Return Fund
projects may include expenditures which may not be allowable Proposition A
and C project expenditures. This resulted in questioned costs of $38,388 and
$36,268 for PALRF and PCLRF, respectively.

Recommendation

In accordance with the Guidelines, we recommend that the City reimburse its
Proposition A and C Loca Return Funds accounts by $38,388 and $36,268,
respectively. In addition, we recommend that the City reviseits current labor
costs reporting procedures to ensure that labor costs charged to the Local
Return Funds are adequately supported by time sheets or similar
documentation which includes employees’ actual working hours.

Management’s Response

Management is currently reviewing the process of establishing the percentage
alocationsfor empl oyee services within each project. The current method has
been to estimate the amount of time to be alocated to each project. The City
will be establishing a quarterly review with employees providing signed
documentation on the time spent on each project.




SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PCLRF
Finding #2016-008

City of Hawaiian Gardens

Compliance Reference

According to Proposition A and C Loca Return Guidelines, Section 1 A-15 «
The administrative expenditures for any year shall not exceed 20 percent of
total Local Return annual expenditures. The annual expenditure figure will be
reduced by fund trades to other cities and/or funds set aside for reserves,
conversely, the annual expenditure figure will be increased by expenditure of
reserves or Local Return funds received in fund exchanges;”

Condition

The City’s administrative expenditures exceeded more than twenty percent of
its total Proposition C Local Return Fund annual expenditures in the amount
of $7,029. The amount of $7,029 represents the excess over 20 percent of the
Proposition C total Local Return annual expenditures.

Cause

The City was not able to monitor its administrative expenses to determine that
they did not exceed 20 percent of itstotal PCLRF expenditures due to limited
staffing.

Effect

The City’s PCLRF Administration project expenditures exceeded 20 percent
of its Proposition C Local Return annual expenditures. Therefore, the City did
not comply with the Guidelines. Thetotal questioned costsis $7,029.

Recommendation

We recommend that the City reimburse its PCLRF in the amounts of $7,029.
Furthermore, we recommend the City to establish procedures to ensure that
administrative expenditures are within the 20 percent cap of the PCLRF’s total
expenditures.

Management’s Response

The staffing changes and limited staffing required staff to focus on other areas
and the review of this limit was not done prior to the end of fiscal year 2015-
16. However, the City management will monitor the expenditures more closely
during the current fiscal year in order to ensure compliance.
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PALRF & PCLRF City of Hawaiian Gardens
Finding #2016-009

Compliance Reference According to Proposition A and C Loca Return Guidelines, Section I-C “On
or before October 15th of each fiscal year, the Jurisdictions shall submit an
Annual Expenditure Report to provide an update on previousyear Local Return
fund receipts and expenditures.”

Condition The City did not meet the October 15, 2016 deadline for submission of Annual
Expenditure Report (Form C). The City subsequently submitted the Form C on
October 31, 2016.

Cause The City was not able to complete the form on time for its submission to
LACMTA dueto insufficient staffing during atransitional period.

Effect The City’s Form C was not submitted timely.

Recommendation We recommend that the City establish procedures to ensure that the Form C
(Expenditure Report) is properly prepared and submitted before the due date
of October 15th so that the City’s expenditures of the Proposition A and
Proposition C Local Return Funds will be in accordance with LACMTA’s
approval and the guidelines. Furthermore, we recommend that the City retain
a confirmation of receipt by LACMTA to indicate the form was submitted on
atimely manner.

Management’s Response | The Finance Director took on the City Manager responsibilities when the City
Manager resigned and this resulted in some items being missed, including the
submission of the form. When the form was submitted to LACMTA, the City
encountered some difficulties with the emails not going through. The City
faxed the forms, instead.

36



SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-010

City of Hawaiian Gardens

Compliance Reference

Key dutiesand responsihilities need to be divided or segregated among different
people to reduce the risk of error or fraud. This should include separating the
responsibilities for authorizing transactions, processing and recording them,
reviewing the transactions and handling any related assets. No one individua
should control all key aspects of atransaction or event.

Condition

Thereisalack of separation of dutiesin @) Payroll — The same employee enters
and updates employee information in the payroll system; processes payroll; and
records payroll transactions; b) Cash Disbursements — The same employee
processes invoices for payments; records disbursements; prepares checks; and
places the checks in the envel opes and handles mailing.

Cause

The City does not have enough budget to employ additional employees.

Effect

There is a potentia for higher risk of erroneous, fraudulent or unauthorized
transactions and/or payments.

Recommendation

We recommend the City @) separate the duties of initial entering and updating
of employee information from the payroll processing b) separate the duties for
processing voucher packages, record disbursements in the genera ledger,
preparing and mailing checks.

To the extent possible, duties should be segregated to serve as checks and
balances on the employees’ integrity and maintain the best internal control
system possible. Adequate segregation of duties helps prevent one person from
falsifying accounting documentation and preparing a payment for the misuse of
funds.

Management’s Response

Payroll — Currently, the Accountant prepares the payroll and enters all changes
to the employee files within the system. At year end, a review was done of al
employeeratesto verity that they were accurately entered. Thereisno exception
report available in the Fund Balance system, but the City staff is working to
develop one that will allow the City to use a change report to confirm updates.
In addition, now that a Human Resource (HR) Manager was hired, the City is
developing a plan to have the HR Department enter al changes to employee
records. The HR department will enter the changes and Accountant will verify
those changes against the documents forwarded to payroll. The staff size will
continue to make segregating duties difficult, but the City staff will continue to
look for ways to provide more segregation and to place points of review and
reconciliation that will improve the ability to prevent fraud. By using the Staff
Assistant (SA) and with the hiring of another Accountant, the City will be able
to make some substantial changes to provide additional segregation and control
points. Consideration of risk versus cost, must also be considered as these
procedures are reviewed.
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PALRF & PCLRF
Finding #2016-010
(Continued)

City of Hawaiian Gardens

Management’s Response
(Continued)

Cash Disbursement — The Senior Account Specialist has been the person to
enter invoices, print checks and distribute those checks, either to individuals
or viamail. Currently, there are reviews and controlsin place to detect fraud
and these procedures are being reviewed to improve the controls to prevent
and reduce the risk of fraudulent activitiesin the area of Cash Disbursements.
The current procedure provides that al invoices are to be approved by
department heads and/or City Manager according to defined spending levels.
Once invoices are entered and checks are processed, the Finance Director
reviews the issued checks and confirms the supporting documents contain this
approval. These reviews provide opportunity to identify any fraudulent
payments. In addition, recent procedure change has a SA distributing the
checks once they are prepared. The SA reviews the checks and supporting
documents and then, mails or issues checks to individuals. The check copy
packages are returned to the Finance Director for afinal review.
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PALRF
Finding #2016-011

City of La Canada Flintridge

Compliance Reference

According to Proposition A and C Loca Return Guiddlines, Section | (C),
Project Description Form (Form A), Item 5: “Jurisdictions shall submit for
approval a Project Description Form prior to the expenditure of fundsfor: a 25
percent or greater change in an approved Loca Return project budget or scope
on all operating or capital Local Return projects.”

Condition

The City exceeded more than 25 percent of Metro’s approved budget on PALRF
Project Code 130-01 Dial-A-Ride in the amount of $1,525. However, the City
filed the Project Description Form (Form A) to obtain approval on the budget
amendment for the project from LACMTA. The Form A was subsequently
approved by LACMTA on October 19, 2016.

Cause

The City was unableto determine the proper budget of the expendituresincurred
for the project since the amount is based on ridership, which fluctuates. Total
cost of services is not known until the monthly billings for the full year are
received from the City of Glendale. Billings for later months are normally not
received until after the fiscal year ends

Effect

The City’s PALRF project expenditures exceeded 25 percent of LACMTA’s
approved budget without LACMTA’s approval and the City did not comply with
the Guidelines.

Recommendation

We recommend that the City establish procedures to ensure that project
expenditures are within the 25 percent cap of the LACMTA’s approved budget
and an amended Form A (Project Description Form) is properly prepared and
submitted prior to the expenditure of funds which would result in a 25 percent
or greater change in an approved Loca Return project budget or scope on all
operating or capital Local Return projects. Also, we recommend the City
request frequent billings from the City of Glendale, i.e., quarterly or semi-
annually, in order to monitor the expenditures incurred on the project. This
would enable the City to monitor the expenditures and ensure that they do not
exceed 25 percent of the approved budget.

Management’s Response

The City received the new contracted cost for the Dia-A-Ride service after the
start of the fiscal year. In the future, we will request the City of Glendae to
provide the contracted cost before the year end so that we can properly review
and submit Form A to LACMTA earlier with a more reasonabl e budget.
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PALRF & PCLRF
Finding #2016-012

City of La Canada Flintridge

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section II, “A
proposed expenditure of funds shall be deemed to be for public transit purposes
to the extent that it can reasonably be expected to sustain or improve the quality
and safety of and/or access to public transit services by the general public or
those requiring special public transit assistance.” And Section V, “It is
jurisdictions’ responsibility to maintain proper accounting records and
documentation...”.

Condition

To support the propriety of expenditures being charged to the Proposition A
and C Loca Return Funds, non-payroll expenditures should be supported by
properly executed contracts, invoices, and vouchers. Payroll expenditures
should be supported by properly executed payrolls, time records, activity
reports, vouchers, or other official documentation evidencing in proper detail
the nature of the charges. However, payments to City of Glendale in the total
amounts of $223,086 and $148,724, under Proposition A and Proposition C,
respectively, were based on an expired contract agreement and were charged to
the respective LCF Shuttle (Route 3) Project Code 110-03. No amendments
were issued since Amendment No. 9 dated September 23, 1999 in which the
term of the extension ended on January 31, 2000.

Cause

The City have relied on the statement in the amended contract that both cities,
if mutually agreed to, are allowed to extend the contract beyond the initial
period asto the level of service, type of service, and rates.

Effect

No documentation to support that both Cities agree to extend the terms of the
agreement indicates a weakness in the City’s internal control.

Recommendation

We recommend that the City update the contract annudly and issue an
extension or amendment to provide proper documentation that both parties,
Cities of La Cafnada and Glendale, mutually agreed to the terms and conditions
of the contract, including but not limited to, level of service, type of service,
and rates.

Management’s Response

The City and the City of Glendale have agreed to extend the agreement beyond
theinitia period under Amendment No. 9 with respect to level of service, type
of serviceand rates. These extensions have been made through correspondence
between the parties. In the future, the City will initiate deliberations with the
City of Glendale on another contract amendment.

40



SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF
Finding #2016-013

City of La Mirada

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section II, “A
proposed expenditure of funds shall be deemed to befor public transit purposes
to the extent that it can reasonably be expected to sustain or improve the quality
and safety of and/or access to public transit services by the general public or
those requiring special public transit assistance.” and Section V “It is the
jurisdictions’ responsibility to maintain proper accounting records and
documentation to facilitate the performance of audit prescribed in the
guidelines. “ In addition, LACMTA Local Return Program Manager issued a
memo dated April 29, 2014 to jurisdiction to provide recommendations to
ensure that jurisdictions have adequate evidence to support its compliance with
the Local Returns Guidelines, those recommendations are “that an electronic
system is acceptable as long as how much time is identified on the project (i.e.
not just a clock-in-clock-out system) and this non-timesheet system, excel file
or other, is authenticated by the employee and approved by one’s supervisor.”
Also, “(4) Where employees work on multiple activities or cost objectives, a
distribution or their salaries or wages will be supported by personnel activity
reports or equivalent documentation which meets the standards in subsection
(5) unless a statistical sampling system (see subsection (6)) or other substitute
system has been approved by the cognizant Federal agency. Such documentary
support will be required where employees work on:
(b) A Federa award and non-Federa award.

(5) Personnel activity reports or equivalent documentation must meet the

following standards:
(b) They must reflect an after the fact distribution of the actual activity of
each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for chargesto Federal
awards but may be used for interim accounting purposes, provided that:
(i) the governmental unit’s system for establishing the estimates produces
reasonable approximations of the activity actually performed; (ii) at least
guarterly, comparisons of actual costs to budgeted distribution based on
monthly activity reports are made. Costs charged to Federal awards to
reflect adjustments made as aresult of the activity actually performed may
be recorded annually if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and (iii) the
budget estimates or other distribution percentages are revised at least
quarterly, if necessary, to reflect changed circumstances.”
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PALRF City of LaMirada
Finding #2016-013
(Continued)

Condition To support the propriety of expenditures being charged to Proposition A Local
Return Fund, payroll should be supported by properly executed payrolls, time
records, activity reports, vouchers or other documentation evidencing in proper
detail the nature of the charges. However, the salaries and benefits charged to
Administration Project Code 480-02 in the amount of $81,786 were based on
distribution percentages determined before the services were performed.

Cause In 2012, the City of La Mirada initiated a Cost Allocation Plan (CAP) with
Wildan Financial Services. The CAP was not completed and eventually became
an in-house project. The CAP was completed by the City in October 2016.

Effect The cost claimed under the Proposition A Loca Return Fund project may
include expenditures which may not be an allowable Proposition A project
expenditure. Thisresulted in questioned costs of $81,786.

Recommendation In accordance with the Guidelines, we recommend that the City reimburse its
Proposition A Loca Return Fund account by $81,786. In addition, we
recommend that the City revise its current labor costs reporting procedures to
ensure that labor costs charged to the Local Return Funds are adequately
supported by time sheets or similar documentation which includes employees’
actual working hours.

Management’s Response | Inthe future, the City of LaMiradawill continue to use the budgeted allocation
percentage with quarterly comparisons between actual hours and budgeted
hours. The City will adjust accordingly to the “true” hours worked on the
program
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PCLRF
Finding #2016-014

City of LaVerne

Compliance Reference

According to Proposition A & C Guidelines, Section Il, 1.3, Recreationa
Transit Service: “Jurisdictions shall submit a Listing of Recreational Transit
Services no later than October 15th after the fiscal year.”

Condition

The City did not meet the October 15, 2016 deadline for submission of the
Listing of Recreational Transit Services. However, the City submitted the
listing on November 3, 2016.

Cause

The Community Services Administrator who was responsible for the
submission of the listing was not able to submit the form to LACMTA by its
due date.

Effect

The City’s Listing of Recreational Transit Services was not submitted timely.

Recommendation

We recommend that the City establish procedures to ensure that the
Recreationa Transit Services listing is properly prepared and submitted before
the due date of October 15th so that the City’s expenditures of the Proposition
C Local Return Fund will be in accordance with LACMTA’s approval and the
guidelines. Furthermore, we recommend that the City retain a confirmation of
receipt by LACMTA to indicate the form was submitted in atimely manner.

Management’s Response

The Finance Department will coordinate with the Community Services
Administrator to ensure that the Listing of Recreational Transit Services form
is submitted by October 15th of each year. The Finance Department will verify
that the Recreationa Transit Form has been submitted to LACMTA in atimely
manner.
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PALRF
Finding #2016-015

City of Lomita

Compliance Reference

According to Proposition A Local Return Guidelines, Section I, “A proposed
expenditure of funds shall be deemed to be for public transit purposes to the
extent that it can reasonably be expected to sustain or improve the quality and
safety of and/or access to public transit services by the general public or those
requiring special public transit assistance” and Section V, “It is jurisdictions’
responsibility to maintain proper accounting records and documentation...”.

In addition, LACMTA Local Return Program Manager issued amemo dated on
April 29, 2014 to jurisdictions to provide recommendations to ensure that
jurisdictions have adequate evidence to support its compliance with the Local
Return Guidelines, those recommendations are “that an electronic system is
acceptable as long as how much time isidentified on the project (i.e. not just a
clock-in-clock-out system) and this non-timesheet system, excel file or other, is
authenticated by the employee and approved by one’s supervisor.” Also, “(4)
Where employees work on multiple activities or cost objectives, a distribution
or their salaries or wages will be supported by personnel activity reports or
equivalent documentation which meets the standards in subsection (5) unlessa
statistical sampling system (see subsection (6)) or other subgtitute system has
been approved by the cognizant Federal agency. Such documentary support will
be required where employees work on:
(b) A Federa award and non-Federa award.

(5) Personnel activity reports or equivalent documentation must meet the

following standards:
(b) They must reflect an after the fact distribution of the actua activity of
each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for chargesto Federa
awards but may be used for interim accounting purposes, provided that: (i)
the governmental unit’s system for establishing the estimates produces
reasonable approximations of the activity actually performed; (ii) at least
quarterly, comparisons of actua costs to budgeted distributions based on
monthly activity reports are made. Costs charged to Federal awards to
reflect adjustments made as aresult of the activity actually performed may
be recorded annually if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and (iii) the
budget estimates or other distribution percentages are revised as least
quarterly, if necessary, to reflect changed circumstances.”
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Schedule of Findings and Questioned Costs
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PALRF
Finding #2016-015
(Continued)

City of Lomita

Condition

To support the propriety of expenditures being charged to Proposition A Loca
Return Fund, payroll expenditures should be supported by properly executed
payrolls, time records, activity reports, vouchers, or other official documentation
evidencing in proper detail the nature of the charges. For the first 6 months of the
year the City did not maintain any payroll records, however, the City conducted
atime study to support the second 6 months of the fiscal year. The tota payroll
expenditures of $20,513 for Proposition A for Administration were based on an
estimate of a percentage of time spent on Proposition A activity rather than
employee’s actual working hours spent for the Proposition A project. The City
provided us with the supporting documentation for the time study; however, it
did not adequately support the actual hours or payroll expenditures charged to
the project for the first 6 months of the fiscal year.

Cause

The City did not comply with LACMTA Guidelines and indicated that it was not
aware that its practice of alocating salaries and fringe benefits to a project was
not adequate to support labor costs claimed.

Effect

The payroll costs claimed under the Proposition A Local Return Fund project
may include expenditures which may not be an allowable Proposition A project
expenditures, resulting in questioned costs of $20,513.

Recommendation

In accordance with the Guidelines, we recommend that the City reimburse its
Proposition A Loca Return Fund account by $20,513. In addition, we
recommend that the City revise its current labor costs reporting procedures to
ensure that labor costs charged to Local Return Funds are adequately supported
by time sheets or similar documentation which includes employees’ actual
working hours.

Management’s Response

Management understands that the City did not fully comply with LACMTA
Guidelines with regards to timekeeping for the Proposition A project. During the
fiscal year there have been changes in the Finance Department, with the
retirement of the Administrative Services Director and Accounting Manager.
Management believed that a time study for a three month period would be
sufficient evidence for payroll expenditures. Starting in fiscal year 2016/2017,
management will ensure that timesheets are kept to charge actual time for the
Proposition A project.
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PALRF & PCLRF City of Long Beach
Finding #2016-016

Compliance Reference The City incurred expenditures in the amounts of $618,743 and $2,706,406 for
PALRF and PCLRF, respectively, for a total amount of $3,325,149, prior to
receiving approval from LACMTA for the following projects. However, the
City subsequently received LACMTA’s approval on January 20, 2017.

(8 PALRF’s Project Code 150-20, Bus Improvements at 8 L ocations on Long
Beach Boulevard, Atlantic Avenue and the corner of 5th and Magnolia
Street, in the amount of $577.

(b) PALRF’s Project Code 150-99, Long Beach Boulevard and 5th Street Bus
Stop, in the amount of $6,605.

(c) PALRF’s Project Code 150-100, 7th Street Bus Stop Improvements, in the
amount of $180,942.

(d) PALRF’s Project Code 160-02, Bus Stop Improvements on Studebaker
Road Between Spring Street and Wardlow Road, in theamount of $111,189.

(e) PALRF’s Project Code 160-03, Bus Stop Improvements on Pacific
Between PCH and Wardlow Road, in the amount of $92,987.

(f) PALRF’s Project Code 160-06, Bus Stop Improvements on Easy Avenue
Between 27th Street and Spring Street, in the amount of $12,738.

(g) PALRF’s Project Code 160-09, Bus Stop Improvements on 10th Street
Between Cherry Avenue and Temple Avenue, in the amount of $93,506.

(h) PALRF’s Project Code 320-01, Long Beach Blue Line Priority Project, in
the amount of $120,199.

(i) PCLREF’s Project Code 440-300, Studebaker Road from Spring Street to
Wardlow Road, in the amount of $693,560.

(j) PCLREF’s Project Code 440-301, Pacific Avenue from PCH to Willow
Street, in the amount of $1,148,489.

(k) PCLREF’s Project Code 440-302, Easy Avenue from 27th Street to Spring
Street, in the amount of $542,353.

(I) PCLREF’s Project Code 440-303, Orange Avenue from 52nd Street to 64th
Street, in the amount of $48,366.

(m) PCLREF’s Project Code 440-304, Del Amo Boulevard Between West City
Limits and Long Beach Boulevard, in the amount of $19,774.

(n) PCLREF’s Project Code 440-305, Orange Avenue Between Artesa
Boulevard and 72nd Street, in the amount of $64,050.
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PALRF & PCLRF
Finding #2016-016

City of Long Beach

Condition (Continued)

(o) PCLREF’s Project Code 440-306, Redondo Avenue Between Reservoir
Drive and Stearns Street, in the amount of $58,269.

(p) PCLRF’s Project Code 440-307, Studebaker Road Between Keynote Street
and L os Coyotes Diagonal, in the amount of $15,582.

(g) PCLRF’s Project Code 440-308, Ximeno Avenue between Atherton Street
and L os Coyotes Diagonal, in the amount of $24,952.

(r) PCLREF’s Project Code 440-309, Anaheim Street between Oregon Avenue
and Pacific Avenue, in the amount of $91,011.

Cause The City stated that above projects were pre-approved in fiscal years 2013-14
and 2014-15 through the Form A process. However, the said projects were not
included in the request for the project’s approval on fiscal year 2015-16’s Form
B submitted to LACMTA.

Effect The City did not comply with the Guidelines when expenditures for PALRF and

PCLRF projects are incurred without LACMTA’s approval.

Recommendation

We recommend that the City establish procedures to ensure that it obtains
approval from LACMTA prior to implementing any Proposition A and
Proposition C Local Return projects. Form B (Annual Project Summary Report)
should be properly prepared and submitted before the due date of November 1st
so that the City’s expenditures of Proposition A and Proposition C Local Return
Funds are in accordance with LACMTA’s approval and the Guidelines. In
accordance with the Guidelines, the City should include all approved on-going
and carryover Loca Return projectsin Form B.

Management’s Response

The Form Aswere resubmitted for each of the projectsto ensure Metro has noted
that the projects were still open during the fiscal year. Future Form B submittals
will include more rigorous review to ensure that all open projects are listed.
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PALRF
Finding #2016-017

City of Monrovia

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section | (C), Project
Description Form (Form A), Item 5: “Jurisdictions shall submit for approval a
Project Description Form prior to the expenditure of funds for: a 25 percent or
greater change in an approved Local Return project budget or scope on al
operating or capital Local Return projects.”

Condition

The expenditures for PALRF Project Code 170-03, Bus Stop Improvement
exceeded 25% or more of its LACMTA approved budget in the amount of
$5,546. However, the City filed the Project Description Form (Form A) to obtain
the approval for this project from LACMTA. The revised Form A was
subsequently approved by LACMTA on November 16, 2016.

Cause

The Bus Stop Improvement Project exceeded 25% of the approved budget dueto
unanticipated expendituresthat the City incurred during the course of the project.

Effect

The City’s PALRF project expenditures exceeded 25 percent of LACMTA’s
approved budget without LACMTA’s approval and the City did not comply with
the Guidelines.

Recommendation

We recommend that the City establish procedures to ensure that project
expenditures are within the 25 percent cap of the LACMTA’s approved budget
and an amended Form A (Project Description Form) is properly prepared and
submitted prior to the expenditure of funds which would result in a 25 percent or
greater change in an approved Local Return project budget or scope on dl
operating or capital Local Return projects.

M anagement Response

We agree with this finding. We acknowledge that the PALRF’s Bus Stop
Improvement Project exceeded 25% of its approved budget in the amount of
$5,546. Going forward, we will implement a Local Return Fund Oversight
Program to effectively track all Proposition A, Proposition C, Measure R, and
Transportation Development Act expenditures to ensure that actual project costs
do not exceed 25% of the approved budget. This compliance program will
involve quarterly expense tracking that will help identify projects that could
potentially exceed the 25% cap. Thiswould allow the City to amend the budget
forms to reflect anticipated expenses.

48



SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-018

City of Monrovia

Compliance Reference

According to Proposition A and C Loca Return Guidelines, Section 11.1.3,
“Jurisdictions shall submit a listing of Recreational Transit Services no later than
October 15 after the fiscal year.”

Condition

The City did not meet the October 15, 2016 deadline for submission of thelisting
of Recreational Transit Services. However, the City submitted the listing to
LACMTA on November 3, 2016.

Cause

The listing of Recreational Transit Services was not submitted on time due to
changes in staffing and transition of personnel responsible for gathering the
recreation transit data and information.

Effect

The City’s listing of Recreational Transit Services was not submitted timely.

Recommendation

We recommend that the City establish procedures to ensure that the listing of
Recreational Transit Services is properly prepared and submitted prior to the
October 15th deadline and the City retain a confirmation of receipt by LACMTA
to comply with the Guidelines.

M anagement Response

We agree with this finding. We acknowledge that the listing of Recreational
Transit Services was not submitted by itsintended deadline. Going forward, we
will implement a Local Return Fund Oversight Program to effectively track all
PALRF, PCLRF, MRLRF and TDAA3F to ensure that the annua approval and
reporting deadlines are met. The City plans to use the annual Metro Audit
Request List as a basis for the compliance program.
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PCLRF
Finding #2016-019

City of Norwalk

Compliance Reference

According to Proposition A & C Local Return Guidelines, Section II, “A
proposed expenditure of funds shall be deemed to be for public transit purposes
to the extent that it can reasonably be expected to sustain or improve the quality
and safety of and/or access to public transit services by the genera public or
those requiring special public transit assistance” and Section V, “It is
jurisdictions’ responsibility to maintain proper accounting records and
documentation...”.

In addition, LACMTA Local Return Program Manager issued amemo dated on
April 29, 2014 to jurisdictions to provide recommendations to ensure that
jurisdictions have adequate evidence to support its compliance with the Local
Return Guidelines, those recommendations are “that an electronic system is
acceptable as long as how much time isidentified on the project (i.e. not just a
clock-in-clock-out system) and this non- timesheet system, excel file or other,
is authenticated by the employee and approved by one’s supervisor.” Also, “(4)
Where employees work on multiple activities or cost objectives, a distribution
or their salaries or wages will be supported by personnel activity reports or
equivalent documentation which meets the standards in subsection (5) unless a
statistical sampling system (see subsection (6)) or other subgtitute system has
been approved by the cognizant Federal agency. Such documentary support will
be required where employees work on:
(b) A Federd award and non-Federal award

(5) Personnel activity reports or equivalent documentation must meet the

following standards:
(b) They must reflect an after thefact distribution of the actual activity of
each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for chargesto Federal
awards but may be used for interim accounting purposes, provided that:
(i) the governmental unit’s system for establishing the estimates produces
reasonable approximations of the activity actually performed; (ii) at least
quarterly, comparisons of actua costs to budgeted distributions based on
monthly activity reports are made. Costs charged to Federal awards to
reflect adjustments made as aresult of the activity actually performed may
be recorded annualy if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and (iii) the
budget estimates or other distribution percentages are revised as least
quarterly, if necessary, to reflect changed circumstances.”
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)

PCLRF City of Norwalk

Finding #2016-019

(Continued)

Condition The salaries and benefits totaling $2,982 under Project 310-08 Transportation
Center Operation, was based on percentages determined by the City
departments to be attributable to the LACMTA projects.

However, the percentages utilized cannot be supported by timesheets or similar
time and effort documentation to demonstrate that the salaries charged were
expended on approved Proposition C Local Return projects.

Cause The City received the same finding during FY 2014-15 and has subsequently
implemented internal control procedures to ensure that the salaries charged to
Proposition C Local Return projects are properly supported. However, the City
did not have thisinternal control in place during the payroll periodsincluded in
our testing.

Effect The City did not comply with the LACMTA Guidelines. The payroll costs

claimed under the Proposition C Local Return Funds projects may include
expenditures which may not be an allowable Proposition C project, resulting in
questioned cost in the amount of $2,982.

Recommendation

As the City has subsequently modified its time sheet reporting format and
implemented internal controls to ensure compliance with guidelines, we
recommend that the City implement a monitoring and review process to ensure
that the internal controlsin place operate effectively to ensure proper reporting
of salaries charged to approved Proposition C Local Return projects.

Management’s Response

Management will ensure that all staff time charged to Proposition C Loca
Return Projects are supported by timesheets or similar documentation.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF
Finding #2016-020

City of Rolling Hills Estates

Compliance Reference

According to Proposition A Local Return Guidelines, Section II, “A proposed
expenditure of funds shall be deemed to be for public transit purposes to the
extent that it can reasonably be expected to sustain or improve the quality and
safety of and/or access to public transit services by the general public or those
requiring special public transit assistance” and Section V, “It is jurisdictions’
responsibility to maintain proper accounting records and documentation...”

In addition, LACMTA Local Return Program Manager issued a memo dated on
April 29, 2014 to jurisdictions to provide recommendations to ensure that
jurisdictions have adequate evidence to support its compliance with the Local
Return Guidelines, those recommendations are “that an electronic system is
acceptable as long as how much time isidentified on the project (i.e. not just a
clock-in-clock-out system) and this non-timesheet system, excel file or other, is
authenticated by the employee and approved by one’s supervisor.” Also, “(4)
Where employees work on multiple activities or cost objectives, a distribution
of their salaries or wages will be supported by personnel activity reports or
equivalent documentation which meets the standards in subsection (5) unlessa
statistical sampling system (see subsection (6)) or other substitute system has
been approved by the cognizant Federal agency. Such documentary support will
be required where employees work on:
(b) A Federal award and non-Federa award.

(5) Personnel activity reports or equivalent documentation must meet the
following standards:
(b) They must reflect an after the fact distribution of the actual activity of
each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for chargesto Federa
awards but may be used for interim accounting purposes, provided that: (i)
the governmental unit’s system for establishing the estimates produces
reasonable approximations of the activity actually performed; (ii) at least
quarterly, comparisons of actua costs to budgeted distributions based on
monthly activity reports are made. Costs charged to Federal awards to
reflect adjustments made as aresult of the activity actually performed may
be recorded annuadly if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and (iii) the
budget estimates or other distribution percentages are revised as least
guarterly, if necessary, to reflect changed circumstances.”
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF City of Rolling Hills Estates
Finding #2016-020
(Continued)

Condition To support the propriety of expenditures being charged to Proposition A Local
Return Fund, payroll expenditures should be supported by properly executed
payrolls, time records, activity reports, vouchers, or other officia
documentation evidencing in proper detail the nature of the charges. However,
the total payroll expenditures of $26,145 for Proposition A for Administration
were based on an estimate of a percentage of time spent on Proposition A
activity rather than employee’s actual working hours spent for the Proposition
A project. The City provided us with the payroll register and the timesheets;
however, it did not adequately support the actual hours or payroll expenditures
charged to the project.

During the fiscal year, there was only one employee’s payroll being charged to
Proposition A Local Return Fund.

Cause The City did not comply with LACMTA Guidelines and indicated that it was
not aware that its practice of alocating salaries and fringe benefits to a project
was not adequate to support labor costs claimed.

Effect The payroll costs claimed under the Proposition A Local Return Fund project
may include expenditures which may not be allowable Proposition A project
expenditures, resulting in questioned costs of $26,145.

Recommendation In accordance with the Guidelines, we recommend that the City reimburse its
Proposition A Loca Return Fund account by $26,145. In addition, we
recommend that the City revise its current labor costs reporting procedures to
ensure that labor costs charged to Local Return Funds are adequately supported
by time sheets or similar documentation which includes employees’ actual
working hours.

Management’s Response | Now that we have been made aware of the change for the reporting Prop. A on
time sheets, the time sheets will be modified from an estimated percentage to
the actual employee’s working hours.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PCLRF
Finding #2016-021

City of San Dimas

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section I (B.3), “If
Local Return Funds have been expended prior to Metro approval and/or used for
ingligible purposes, jurisdictions will be required to reimburse their Proposition
A or C Locd Return account...”

Condition

The expenditures for PCLRF’s Bonita Avenue Street Reconstruction project in
the amount of $31,730 was incurred prior to the approval from LACMTA for
fiscal year 2015-16. However, the City subsequently received LACMTA’s
approval on the PCLRF project on September 12, 2016.

Cause

The submission of the form for the project was overlooked during the submittal
of Form A'sto LACMTA.

Effect

The City did not comply with the Guiddines when expenditures for PCLRF
projects areincurred without LACMTA's approval.

Recommendation

We recommend that the City establish procedures to ensure that it obtains
approval from LACMTA prior to implementing any Proposition A and
Proposition C Loca Return projects, and Form B (Annual Project Summary
Report) is properly prepared and submitted before the due date of August 1st so
that the City’s expenditures of Proposition A and Proposition C Local Return
Funds are in accordance with LACMTA’s approval and the Guidelines. In
accordance with the Guidelines, the City should include all approved on-going
and carryover Loca Return projectsin Form B.

M anagement Response

The project was reported in the original Form C submitted. However, the Form
A for the project was mistakenly omitted when submitting the necessary Form
A'sto LACMTA. Once the City was notified by Metro, the City immediately
rectified the missing Form A and the project was approved. In the future,
additional measures, such as second reviewer as part of the process, will be put
in place to assure that all necessary Form A's are completed and turned in on
time.

Finding Corrected
During the Audit

LACMTA Program Manager granted retroactive approval of the project on
September 12, 2016. No additional follow up is required.




SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF
Finding #2016-022

City of San Dimas

Compliance Reference

According to Proposition A Local Return Guidelines, Section II, “A proposed
expenditure of funds shall be deemed to be for public transit purposes to the
extent that it can reasonably be expected to sustain or improve the quality and
safety of and/or access to public transit services by the general public or those
requiring special public transit assistance” and Section V, “It is jurisdictions’
responsibility to maintain proper accounting records and documentation...”

In addition, LACMTA Local Return Program Manager issued amemo dated on
April 29, 2014 to jurisdictions to provide recommendations to ensure that
jurisdictions have adequate evidence to support its compliance with the Local
Return Guidelines, those recommendations are “that an electronic system is
acceptable as long as how much time isidentified on the project (i.e. not just a
clock-in-clock-out system) and this non-timesheet system, excel file or other, is
authenticated by the employee and approved by one’s supervisor.” Also, “(4)
Where employees work on multiple activities or cost objectives, a distribution
or their salaries or wages will be supported by personnel activity reports or
equivalent documentation which meets the standards in subsection (5) unless a
statistical sampling system (see subsection (6)) or other subgtitute system has
been approved by the cognizant Federal agency. Such documentary support will
be required where employees work on:
(b) A Federal award and non-Federa award.

(5) Personnel activity reports or equivalent documentation must meet the
following standards:
(b) They must reflect an after the fact distribution of the actual activity of
each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for charges to Federa
awards but may be used for interim accounting purposes, provided that: (i)
the governmental unit’s system for establishing the estimates produces
reasonable approximations of the activity actually performed; (ii) at least
quarterly, comparisons of actua costs to budgeted distributions based on
monthly activity reports are made. Costs charged to Federal awards to
reflect adjustments made as aresult of the activity actually performed may
be recorded annuadly if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and (iii) the
budget estimates or other distribution percentages are revised as least
quarterly, if necessary, to reflect changed circumstances.”
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF
Finding #2016-022
(Continued)

City of San Dimas

Condition

To support the propriety of expenditures being charged to the Proposition A and
C Loca Return Funds, payroll expenditures should be supported by properly
executed payrolls, time records, activity reports, vouchers, or other official
documentation evidencing in proper detail the nature of the charges. However,
payroll charges to PALRF’s Administration, Project Code 480-01 in the amount
of $61,714 were based on budget estimates. The City provided us with the
payroll register and the timesheets; however, it did not adequately support the
actual hours or payroll expenditures charged to the project.

Cause

The City followed a practice that was in place and continued to charge payroll
based on budget estimates. Moreover, the City did not follow the recommended
procedures for acceptable personnel activity reports or equivalent
documentation by LACMTA that wasissued on April 29, 2014.

Effect

The payroll costs claimed under Proposition A Local Return Fund project may
include expenditures which may not be alowable Proposition A project
expenditures.

Recommendation

In accordance with the Guidelines, we recommend that the City reimburse its
Proposition A Local Return Account $61,714. In addition, we recommend that
the City revise its current labor costs reporting procedures to ensure that labor
costs charged to Local Return Funds are adequately supported by time sheets or
similar documentation which includes employees’ actual working hours.

Management’s Response

The prior management process was to charge time based on scheduled time to
work on PALRF functions. The City has now adjusted this practice to have al
time worked related to Metro funds to be reflected on the time cards to meet the
requirements for time keeping and expenditure tracking per PALRF guidelines.

56



SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF
Finding #2016-023

City of Signal Hill

Compliance Reference

According to Proposition A & C Guidelines, Section B paragraph (1), “Under
the Proposition A and Proposition C Ordinances, Jurisdictions have three years
to expend LR funds. Funds must be expended within three years of the last day
of thefiscal year in which funds were originally allocated. Therefore, by method
of calculation, each Jurisdiction hasthe Fiscal Y ear of alocation plusthree years
to expend Proposition A and/or Proposition C funds.”

Condition

At June 30, 2016, the City had unspent PALRF fund balance from FY 2013 in
the amount of $11,724. The City received subsequent approval from LACMTA
on December 15, 2016 to transfer expenditures incorrectly posted to Proposition
A- FY16/17 to Proposition A - FY 15/16 to cover the lapsed fund amount.

Cause

The City was not aware of the importance of monitoring lapsing Proposition A
funds and spending funds within three years to meet the compliance
requirements.

Effect

The City is obligated to expend the funds within three years and the City did not
expend the Proposition A fund balance from FY 2013 as of June 30, 2016.
Therefore, the City was not incompliance with the Guidelines.

Recommendation

We recommend that the City establish controls to ensure that the funds will be
spent in atimely manner as required by the Guidelines.

M anagement Response

Please be aware that the City of Signal Hill did expend al Prop A funds,
including the $11,724 fund balance “Condition” mentioned in your attached
finding. Because of the challenges involved in the City’s recent conversion to
new Accounting Software and an accounting oversight, FY 15-16 Prop A fund
expenditures we’re paid and erroneously posted to the subsequent 16-17 FY.
These expenditures, in the amount of $21,719.92 for your invoice 10006231 for
“Prop A- lst half FY Fixed Route”, were incurred in FY 15-16. Additionaly,
this correction will reflect in our FY 15-16 CAFR and Single Audit Reports.

Finding Corrected
During the Audit

LACMTA Program Manager granted retroactive approval of the expenditure
transfer to the correct fiscal year on December 15, 2016. No additiona follow
up isrequired.
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L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PCLRF
Finding #2016-024

City of South Pasadena

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section I (B.3), “If
Local Return Funds have been expended prior to Metro approval and/or used for
ingligible purposes, Jurisdictions will be required to reimburse their Proposition
A or C Local Return account...”

Condition

The expenditure for PCLRF’s Bus Stop Improvement Project with Project Code
150-01 in the amount of $8,842 was incurred prior to the approval from
LACMTA for fisca year 2015-16. However, the City subsequently received
LACMTA'’s approval on PCLRF project on November 9, 2016.

Cause

The City inadvertently did not include the budget for the Bus Stop Improvement
Project on the Form B submitted to LACMTA.

Effect

The City did not comply with the Guiddines when expenditures for PCLRF
projects are incurred without LACMTA’s approval.

Recommendation

We recommend that the City establish procedures to ensure that it obtains
approval from LACMTA prior to implementing any Proposition A and
Proposition C Loca Return projects, and Form B (Annual Project Summary
Report) is properly prepared and submitted before the due date of August 1st so
that the City’s expenditures of Proposition A and Proposition C Local Return
Funds are in accordance with LACMTA’s approval and the Guidelines. In
accordance with the Guidelines, the City should include all approved ongoing
and carryover Loca Return projectsin Form B.

M anagement Response

Management concurs with the finding.

Finding Corrected
During the Audit

LACMTA Program Manager granted retroactive approval of the project on
November 9, 2016. No additiona follow up is required.
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L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-025

City of South Pasadena

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section II, “ A
proposed expenditure of funds shall be deemed to be for public transit purposes
to the extent that it can reasonably be expected to sustain or improve the quality
and safety of and/or access to public transit services by the general public or
those requiring special public transit assistance. “ and Section V. “ It is the
jurisdictions’ responsibility to maintain proper accounting records and
documentation to facilitate the performance of audit prescribed in the
guidelines. “ In addition, LACMTA Local Return Program Manager issued a
memo dated April 29, 2014 to jurisdiction to provide recommendations to
ensure that jurisdictions have adequate evidence to support its compliance with
the Local Returns Guidelines, those recommendations are “that an electronic
system is acceptable as long as how much time is identified on the project (i.e.
not just a clock-in-clock-out system) and this non-timesheet system, excel file
or other, is authenticated by the employee and approved by one’s supervisor.”
Also, “(4) Where employees work on multiple activities or cost objectives, a
distribution or their salaries or wages will be supported by personnel activity
reports or equivalent documentation which meets the standards in subsection
(5) unless a statistical sampling system (see subsection (6)) or other substitute
system has been approved by the cognizant Federal agency. Such documentary
support will be required where employees work on:
(b) A Federal award and non-Federa award.

(5) Personnel activity reports or equivalent documentation must meet the
following standards:
(b) They must reflect an after the fact distribution of the actual activity of
each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for charges to Federa
awards but may be used for interim accounting purposes, provided that: (i)
the governmental unit’s System for establishing the estimates produces
reasonable approximations of the activity actually performed; (ii) at least
quarterly, comparisons of actua costs to budgeted distributions based on
monthly activity reports are made. Costs charged to Federal awards to
reflect adjustments made as aresult of the activity actually performed may
be recorded annuadly if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and (iii) the
budget estimates or other distribution percentages are revised as least
quarterly, if necessary, to reflect changed circumstances.”
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L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-025
(Continued)

City of South Pasadena

Condition

To support the propriety of expenditures being charged to Proposition A Local
Return Fund, payroll should be supported by properly executed payrolls, time
records, activity reports, vouchers or other documentation evidencing in proper
detail the nature of the charges. However, the salaries and benefits charged to
Proposition A Administration Project Code 480-01 totaled $22,486 and Senior
Dia-A-Ride, Project Code 130-05 totaled $68,232 and Proposition C
Administration Project Code 480-01 totaled $13,911 were based on distribution
percentages determined before the services were performed rather than
employee’s actual working hours spent for the Proposition A and C projects.
The City provided uswith the payroll register and the time sheets; however, the
documents did not adequately support the actua hours or payroll expenditures
charged to the project. This finding is read in conjunction with Finding No.
2016-024.

Cause

The City was not aware that its method of charging salaries and benefits was
not an adequate support for labor costs claimed.

Effect

The payroll costs claimed under the Proposition A and C Local Return Fund
projects may include expenditures which may not be allowable for Proposition
A and C project expenditures. Thisresulted in questioned costs of $90,718 and
$13,911 for PALRF and PCLRF, respectively.

Recommendation

In accordance with the Guidelines, we recommend that the City reimburse its
Proposition A and C Loca Return Funds accounts by $90,718 and $13,911,
respectively. In addition, we recommend that the City revise its current labor
costs reporting procedures to ensure that labor costs charged to the Local Return
Funds are adequately supported by time sheets or similar documentation which
includes employees’ actual working hours.

Management’s Response

Percentages are used so a budget can be prepared for the new fiscal year. Once
the year starts, the payroll and benefit charges for administration are based on
actual hours worked as listed on the time cards. We understand that one
employee who worked for the City for 7 months neglected to put down actual
hours, though the percentage used (2% combined for PALRF and PCLRF)
would have represented approximately $1,000 total charged to PALRF and
PCLRF. Purely programmatic personnel such asDial-A-Ridedriversare aways
100% funded by PALRF and PCLRF so the payroll system will show them as
100% allocated to PALRF and PCLRF.
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L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-026

City of South Pasadena

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section | (C),
Project Description Form (Form A), Item 5: “Jurisdictions shall submit for
approval a Project Description Form prior to the expenditure of funds for: a 25
percent or greater change in an approved Local Return project budget or scope
on all operating or capital Local Return projects.”

Condition

The City exceeded more than 25 percent of Metro’s approved budget on
PALRF’s and PCLRF’s Administration Project Code 480-01 in the amount of
$7,163 and $17,667, respectively. The Project Description Form (Form A) was
not submitted to LACMTA to amend the budget. This finding is read in
conjunction with Finding No. 2016-025.

This condition was a repeat finding in fisca year ended June 30, 2015 for
PCLRF.

Cause

Originaly the City had enough Administration project budget. However,
during the fiscal year there were multiple budget adjustments which caused the
fiscal year ending June 60, 2016 Administration project budget to be lower than
the initially approved Administration project budget amount. As a result, the
actual cost exceeded the 25 percent excess budget allowance.

Effect

The City’s PALRF and PCLRF project expenditures exceeded 25 percent of
LACMTA’s approved budget without LACMTA’s approval and the City did
not comply with the Guidelines.

Recommendation

We recommend that the City establish procedures to ensure that project
expenditures are within the 25 percent cap of the LACMTA’s approved budget
and an amended Form A (Project Description Form) is properly prepared and
submitted prior to the expenditure of funds which would result in a 25 percent
or greater change in an approved Local Return project budget or scope on all
operating or capital Local Return projects.

M anagement Response

The overage was due to a one-time charge related to retiree health insurance
costs. Without the charge, the cap would not have been exceeded. Upon
reviewing these charges, the allocation methodology does not appear to have
been accurate, and such charges will not appear in future.
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PALRF
Finding #2016-027

City of South Pasadena

Compliance Reference

According to Proposition A and C Loca Return Guiddines, SectionV “It isthe
jurisdictions’ responsibility to maintain proper accounting records and
documentation to facilitate the performance of audit prescribed in the guidelines.
Jurisdictions are required to retain Local Return records for at least three years
following the year of alocation and be able to provide trial balances, financia
statements, worksheets and other documentation.” In addition, the City’s
accounts payable procedures states that “All invoices $500 up to $10,000 must
have a purchase order to disencumber except for: refunds out of a revenue
account; payments out of arehab or trust account; and petty cash replenishment.
The above three exceptions must have a check request with the proper approval
signature.”

Condition Purchase orders were not issued as required by the City’s policies and
procedures.

Cause The City was not consistent in complying with the purchasing policies and
procedures.

Effect The cost claimed under the Proposition A Local Return Fund project may include

expenditures which may not be an allowable Proposition A project expenditure.
Total disbursement tested that were not covered by purchase order amounted to
$9,604.

Recommendation

In accordance with the Guidelines, we recommend the City establish controls to
ensure compliance with the City’s purchasing procedures at all times.

M anagement Response

Management agrees that this has been the case, and has instituted procedures to
ensure that Purchase Order policies are being correctly followed.
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L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF
Finding #2016-028

City of Temple City

Compliance Reference

According to Proposition A & C Guidelines, Section 11, 1.3, Recreational Transit
Service: “Jurisdictions shall submit a Listing of Recreational Transit Services no
later than October 15the after the fiscal year.”

Condition The City did not meet the October 15, 2016 deadlinefor submission of the Listing
of Recreationa Transit Services. However, the City submitted the listing on
November 4, 2016.

Cause The City employee who is responsible for the submission of the form missed the
deadline set by LACMTA.

Effect The City’s Listing of Recreational Transit Services was not submitted timely.

Recommendation

We recommend that the City establish proceduresto ensure that the Recreational
Transit Serviceslisting is properly prepared and submitted before the due date of
October 15th so that the City’s expenditures of the Proposition A Local Return
Fund will be in accordance with LACMTA’s approval and the guidelines.
Furthermore, we recommend that the City retain a confirmation of receipt by
LACMTA to indicate the form was submitted on atimely manner.

M anagement Response

The staff will ensure the timely submission of the Listing of Recreationa Transit
Servicesin the future and follow-up with LACMTA for confirmation.
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L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF
Finding #2016-029

City of Temple City

Compliance Reference

According to Proposition A Local Return Guidelines, Section I (C), “It is the
jurisdictions’ responsibility to maintain proper accounting records and
documentation to facilitate the performance of the audit prescribed in these
guidelines.”

Condition

The City had adebit balance on its empl oyee benefits payabl e that relatesto prior
years’ administration costs and was not adjusted to properly account for them.
The debit balance was created due to the change of the payroll system in fisca
year 2012-13. This unadjusted balance resulted to atotal of $36,546 at June 30,
2016.

Cause

The City did not make a timely adjustment to correct the debit balance of the
liability for prior fiscal years after terminating outside payroll services during the
conversion of the payroll system.

Effect

PALREF financials do not reflect the proper financia condition of thelocal return
fund and may lead to weak internal accounting controls.

Recommendation

We recommend that the City establish procedures to ensure that the financia
records reflect the true and accurate condition of the local return funds in order
to provide a more meaningful presentation to the users in compliance with the
guidelines.

M anagement Response

The amount of $36,546 is a result of the conversion from an outside payroll
serviceto an in-house payroll processwhich occurred in fiscal year 2012-13. The
City made changesto the Accounts Payable process so that the liabilities are paid
out of the corresponding fund and clears out the proper liability amount on a
monthly basis. The City has made the necessary adjustments to reconcile the
debit balance related to prior years.




SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PCLRF
Finding #2016-030

City of West Covina

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section II, “A
proposed expenditure of funds shall be deemed to be for public transit purposes
to the extent that it can reasonably be expected to sustain or improve the quality
and safety of and/or access to public transit services by the general public or
those requiring special public transit assistance. and Section V “It is the
jurisdictions’ responsibility to maintain proper accounting records and
documentation to facilitate the performance of audit prescribed in the
guidelines. “ In addition, LACMTA Local Return Program Manager issued a
memo dated April 29, 2014 to jurisdiction to provide recommendations to
ensure that jurisdictions have adequate evidence to support its compliance with
the Local Returns Guidelines, those recommendations are “that an electronic
system is acceptable as long as how much time is identified on the project (i.e.
not just a clock-in-clock-out system) and this non-timesheet system, excel file
or other, is authenticated by the employee and approved by one’s supervisor.”
Also, “(4) Where employees work on multiple activities or cost objectives, a
distribution or their salaries or wages will be supported by personnel activity
reports or equivalent documentation which meets the standards in subsection
(5) unless a statistical sampling system (see subsection (6)) or other substitute
system has been approved by the cognizant Federal agency. Such documentary
support will be required where employees work on:
(b) A Federal award and non-Federa award.

(5) Personnel activity reports or equivalent documentation must meet the
following standards:
(b) They must reflect an after the fact distribution of the actual activity of
each employee,
(f) Budget estimates or other distribution percentages determined before
the services are performed do not qualify as support for charges to Federa
awards but may be used for interim accounting purposes, provided that: (i)
the governmental unit’s system for establishing the estimates produces
reasonable approximations of the activity actually performed; (ii) at least
quarterly, comparisons of actua costs to budgeted distributions based on
monthly activity reports are made. Costs charged to Federal awards to
reflect adjustments made as aresult of the activity actually performed may
be recorded annualy if the quarterly comparisons show the differences
between budgeted and actual costs are less than ten percent; and (iii) the
budget estimates or other distribution percentages are revised as least
quarterly, if necessary, to reflect changed circumstances.”
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L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PCLRF
Finding #2016-030
(Continued)

City of West Covina

Condition

To support the propriety of expenditures being charged to Proposition C Local
Return Fund, payroll should be supported by properly executed payrolls, time
records, activity reports, vouchers or other documentation evidencing in proper
detail the nature of the charges. However, the salaries and benefits charged to
Transportation Planning Project Code 270-05 amounting to $120,215,
Pavement Management Project Code 470-06 amounting to $96,286, and
Administration Project Code 480-01 in the amount of $95,844 were based on
distribution percentages determined before the services were performed. In
addition, there were several timesheets, and/or leave requests that were not
approved by the supervisor.

Cause

The payroll and budgeting process has been the same for anumber of yearswith
no mention that it was incorrect from any prior audit reports. The new cost
allocation plan was delayed for numerous reasons: 1) The City attempted to hire
a consultant to prepare a new cost allocation plan in July 2014, but was unable
to settle on a contract with the vendor; 2) The Finance Director at the time then
left the City and anew one was not hired until April 15; and 3) in July 2015, the
new Finance Director got direction from the City Council to issue a new RFP
and continue with the project.

Effect

The cost claimed under the Proposition C Local Return Fund project may
include expenditures which may not be alowable Proposition C project
expenditures. This resulted in questioned costs of $312,345.

Recommendation

In accordance with the Guidelines, we recommend that the City reimburse its
Proposition C Loca Return Fund account by $312,345. In addition, we
recommend that the City revise its current labor costs reporting procedures to
ensure that labor costs charged to the Local Return Funds are adequately
supported by time sheets or similar documentation which includes employees’
actual working hours.

Management’s Response

This compliance issue was not previously presented to the City and the City’s
practice has been consistent for numerous years. Since receiving the letter in
April 2014, which is mentioned in the Compliance Reference section, City staff
issued a RFP to hire a consultant to develop a new cost allocation plan for the
City. The contract was awarded in September 2015 and the plan was completed
in time to be incorporation in FY 2016-17 budget. Asaresult of another audit
finding, staff is now tracking their time on timesheets as oppose to being
allocated automatically in payroll. In June 2016, Finance staff conducted a
timesheet audit and hasincorporated proper internal controlsto ensure approved
timesheet are submitted to Finance. All of these issues have been resolved
moving forward, but the recommendation to return $312,345 would be a
hardship on the City.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-031

City of West Covina

Compliance Reference

According to Proposition A & C Local Return Guidelines, Section V and
Measure R Local Return Guidelines, Section VII “It is the jurisdictions’
responsibility to maintain proper accounting records and documentation to
facilitate the performance of the audit prescribed in these guidelines...” In
addition, Government Auditing Standards Section 5.26 lists examples of matters
that may be reportable conditions: “e.g.: evidence of failure to perform tasks that
are part of interna control, such as reconciliations not prepared or not timely
prepared.” Good internal controls require that cash be reconciled at least monthly
and material reconciling items be properly supported.”

Condition

During our review of the June 30, 2016 bank reconciliation, we noted that the
bank balance and accounting records had an unreconciling difference of $93,951.
Therefore, the bank reconciliation was not prepared properly and may not reflect
the actual City-wide cash account balance at June 30, 2016.

Cause

In 2014, the Finance Department lost most of their Accounting staff due to
retirement and attrition. It was not until mid-2015 that most of the Accounting
positions were permanently filled. This caused delays in performing the bank
reconciliations.

Effect

The cash balance cannot be validated at June 30, 2016. Without a June 30, 2016
reconciliation of cash, thereis ahigh risk of material errors.

Recommendation

In accordance with the Guidelines, we recommend the City establish procedures
and controls to ensure all bank reconciliations are properly performed and
supported on atimely basis. In addition, we recommend the City to ensure that
the individual(s) responsible for reconciling the bank balance to the genera
ledger cash balance have adequate training and knowledge of bank
reconciliations.

M anagement Response

The City acknowledges the importance of bank reconciliations that are
completed, reviewed and approved timely. A new and improved bank
reconciliation format is in place and is reviewed upon completion by the
Accounting Manager. While staff has prepared the bank reconciliation for the
general account through June 2016, there are variances that ill need to be
reconciled. On October 17, 2016, the consultant that isfamiliar with the software
and who last reconciled the general checking account provided training to the
Accountants to help resolve the remaining variances. It is anticipated that the
bank reconciliations will be completed and timely for the FY 2016-17 audit.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PCLRF
Finding #2016-032

City of Whittier

Compliance Reference

According to Proposition A and C Local Return Guidelines, Section I (B.3), “If
Local Return Funds have been expended prior to Metro approval and/or used for
ingligible purposes, Jurisdictions will be required to reimburse their Proposition
A or C Locd Return account...”

Condition

The expenditure for PCLRF’s Project Code 430-903, Whittier Greenway Trail —
East Extension Work, in the amount of $405 was incurred prior to the approval
from LACMTA for fisca year 2015-16. However, the City subsequently
received LACMTA’s approval on the PCLRF project on October 6, 2016.

Cause

The City staff believed that the prior year’s budget approval would be carried
forward in the fiscal year 2015-16 and therefore, did not include the request for
the project’s approval in Form B submitted to LACMTA.

Effect

The City did not comply with the Guidelines when expenditures for PCLRF
projects are incurred without LACMTA’s approval.

Recommendation

We recommend that the City establish procedures to ensure that it obtains
approval from LACMTA prior to implementing any Proposition A and
Proposition C Locd Return projects, and Form B (Annual Project Summary
Report) is properly prepared and submitted before the due date of August 1st so
that the City’s expenditures of Proposition A and Proposition C Local Return
Funds are in accordance with LACMTA’s approval and the Guidelines. In
accordance with the Guidelines, the City should include all approved on-going
and carryover Loca Return projectsin Form B.

M anagement Response

The City ensures that it will direct staff to obtain LACMTA’s authorization
before expenditures are incurred on the project.

Finding Corrected
During the Audit

LACMTA Program Manager granted retroactive approval of the project on
October 6, 2016. No additional follow up isrequired.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

PALRF & PCLRF
Finding #2016-033

City of Whittier

Compliance Reference

According to Loca Return Guidelines, Section V, “It is jurisdictions’
responsibility to maintain proper accounting records and documentation...” and
this requires a system of internal control that can be carried out as prescribed by
the established accounting policies and procedures. Written accounting policies
and procedures provide a system that accurately measures business activities,
processes that information into reports, and communicates these findings to
decision makers.

Condition The City did not provide written accounting policies and procedures when
requested.

Cause City has written desk procedures for the various accounting functions.

Effect Without written accounting policies and procedures, there is the potentia for

increased risk of inaccurate and unreliable financial records and misstated
financial reports.

Recommendation

We recommend that the City establish written accounting policies and
procedures to ensure accurate recording and reporting of financial activities.

M anagement Response

City has desk procedures in place and management will re-eval uate policies and
procedures.
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INDEPENDENT AUDITORS’ REPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO MEASURE R ORDINANCE AND
MEASURE R LOCAL RETURN GUIDELINES

To: Board of Directors of the Los Angeles County Metropolitan Transportation Authority
and Measure R Oversight Committee

Report on Compliance

We have audited the compliance of the County of Los Angeles (County) and the thirty-eight (38)
Cities identified in Schedule 1, with the types of compliance requirements described in the Measure
R Ordinance enacted through a Los Angeles County voter-approved law in November 2008;
Measure R Local Return Guidelines, issued by the Los Angeles County Metropolitan Transportation
Authority (LACMTA), approved by its Board of Directors on October 22, 2009 (collectively, the
Guidelines); and the respective Assurances and Understandings Regarding Receipt and Use of
Measure R Local Return Funds, executed by LACMTA and the respective Cities and the County for
the year ended June 30, 2016 (collectively, the Requirements). Compliance with the above noted
Guidelines and Requirements by the County and the Cities are identified in the accompanying
Summary of Compliance Findings, Schedule 1 and Schedule 2.

Management's Responsibility

Compliance with the Guidelines and Requirements is the responsibility of the respective
management of the County and the Cities.

Auditors’ Responsibility

Our responsibility is to express opinions on the County’s and the Cities’ compliance with the
Guidelines and Requirements referred to above based on our audits. We conducted our audits of
compliance in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that we
plan and perform the audits to obtain reasonable assurance about whether noncompliance with the
types of requirements referred to above that could have a direct and material effect on the Measure
R Local Return program occurred. An audit includes examining, on a test basis, evidence about the
County and each City’'s compliance with the Guidelines and Requirements and performing such
other procedures as we considered necessary in the circumstances.

We believe that our audits provide a reasonable basis for our opinions on compliance. However, our
audits do not provide a legal determination of the County and each City’'s compliance with the
Guidelines and Requirements.



Opinion

In our opinion, except for the City of Compton, as described in Schedule 2 as Finding #2016-005,
the Cities and the County complied, in all material respects, with the Guidelines and Requirements
referred to above that could have a direct and material effect on the Measure R Local Return
program for the year ended June 30, 2016.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to
be reported in accordance with the Guidelines and Requirements and which are described in the
accompanying Summary of Measure R Audit Results (Schedule 1) and Schedule of Findings and
Questioned Costs (Schedule 2) as Findings #2016-001 through #2016-018. Our opinion is not
modified with respect to these matters.

Responses by the Cities to the noncompliance findings identified in our audits are described in the
accompanying Schedule 2 - Schedule of Findings and Questioned Costs. The Cities’ responses
were not subjected to the auditing procedures applied in the audit of compliance, and accordingly,
we express no opinion on the responses.

Report on Internal Control over Compliance

The management of the County and each City is responsible for establishing and maintaining
effective internal control over compliance with the Guidelines and Requirements referred to above.
In planning and performing our audits of compliance, we considered the County and each City’s
internal control over compliance with the Guidelines and Requirements that could have a direct and
material effect on the Measure R Local Return program to determine the auditing procedures that
are appropriate in the circumstances for the purpose of expressing an opinion on compliance and to
test and report on internal control over compliance in accordance with the Guidelines and
Requirements, but not for the purpose of expressing an opinion on the effectiveness of internal
control over compliance. Accordingly, we do not express an opinion on the effectiveness of the
County and each City’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be material weaknesses or significant deficiencies and therefore,
material weaknesses or significant deficiencies may exist that were not identified. However, as
discussed below, we identified certain deficiencies in internal control over compliance that we
consider to be material weaknesses and a significant deficiency.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, nhoncompliance under the Guidelines and
Requirements on a timely basis. A material weakness in internal control over compliance is a
deficiency, or a combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance under the Guidelines and Requirements will not
be prevented, or detected and corrected, on a timely basis. We identified certain deficiencies in
internal control over compliance, as described in the accompanying Schedule of Findings and
Questioned Costs (Schedule 2) as Findings #2016-001, #2016-002, #2016-005, #2016-009, #2016-
010, #2016-013, #2016-015, #2016-016 and #2016-017, that we consider to be material
weaknesses.



A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with the Guidelines and Requirements that is less
severe than a material weakness in internal control over compliance, yet important enough to merit
attention by those charged with governance. We identified a deficiency in internal control over
compliance, as described in the accompanying Schedule of Findings and Questioned Costs as
Finding #2016-004, that we consider to be a significant deficiency.

The responses by the Cities to the internal control over compliance findings identified in our audits
are described in the accompanying Schedule of Findings and Questioned Costs (Schedule 2). The
responses by the Cities were not subjected to the auditing procedures applied in the audit of
compliance, and accordingly, we express no opinion on the responses.

The purpose of this report on internal control over compliance is solely to describe the scope of our
testing on internal control over compliance and the results of that testing based on the requirements
of the Guidelines and Requirements. Accordingly, this report is not suitable for any other purpose.

7.;.2? v-% LLP

Los Angeles, California
December 29, 2016



Los Angeles County Metropolitan Transportation Authority
Summary of Compliance Findings
Fiscal Year Ended June 30, 2016

The audits of the 38 cities and the County of Los Angeles identified in Schedule 1 have resulted in
18 findings. The table below shows a summary of the findings:

Resolved
# of Responsible Cities/ Finding |Questioned| During the
Finding Findings No. Reference Costs Audit
Compton (#2016-005) $1,129,557 | $ -
No adequate evidence that funds were 4 La Puente (#2016-009) 30,950 30,950
expended for transportation purposes. Montebello (#2016-013) 49,280 49,280
South El Monte (#2016-016) 4,015 -
Bell Gardens (#2016-001) 140,694 140,694
) . La Puente (#2016-010) 5,836 5,836
Fund ded without LACMTA'
a:;rosv\glere Spended ot S 5 Lynwood (#2016-011) 1,079 -
' Rosemead (#2016-014) 5,443 5,443
South El Monte (#2016-017) 4,960 4,960
Expenditure Plan (Form One) was not 5 Compton (#2016-006) None -
submitted on time. Inwindale (#2016-008) None -
E diture R C(F T . Compton (#2016-007) None -
enditure Report (Form Two) was no
xpenditure Report ( ) 3 |Lynwood (#2016-012) None -
submitted on time.
South El Monte (#2016-018) None -
- . Bell Gardens (#2016-002) 12,146 12,146
Administrative expenses exceeded the ' '
20% cap P 3 Carson (#2016-004) 4,594 4,594
) Rosemead (#2016-015) 20,830 20,830
Recrgatlonal TranSIt form was not 1 Calabasas (#2016-003) None i
submitted on time.
Total Findings and Questioned Costs 18 $1,409,384 | $ 274,733

Details of the findings are in Schedule 2.




Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

Compliance Area Tested Agoura Hills Azusa Baldwin Park

Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant

rate M re R Local Return Al n . . .
Sepa f’ﬂe easure ocal Retu ccount was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Compliant Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Compliant

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable




Los Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results

Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Bell Bell Gardens Beverly Hills
Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
M R Local R Al . . .
Separgte easure ocal Return Account was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval Compliant See Finding Compliant
P pprova. P #2016-001 P
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% ca Compliant See Finding Compliant
P © cap. P #2016-002 P

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Compliant

Not Applicable




Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Calabasas Carson Commerce
Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
rate M re R Local Return Al n . . .
Sepa f’ﬂe easure ocal Retu ccount was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% ca Compliant See Finding Not Applicable
P ° cap. P #2016-004 PP

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

See Finding
#2016-003

Not Applicable

Compliant




Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Compton Cudahy Culver City
Funds were expended for transportation purposes See Finding Compliant Compliant
P P purposes. #2016-005 P P

Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant

M R Local R Al . . .
Separgte easure ocal Return Account was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time See Finding Compliant Compliant

P : #2016-006 P P
Expenditure Report (Form Two) was submitted on time See Finding Compliant Compliant
P P | #2016-007 P P

Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Compliant Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable




Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested El Monte Gardena Hawthorne
Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant

rate M re R Local Return Al n . . .

Sepa f’ﬂe easure ocal Retu ccount was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Compliant Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Compliant

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable




Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Huntington

Compliance Area Tested Hidden Hills Park Industry
Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant

rate M re R Local Return Al n . . .

Sepa f’ﬂe easure ocal Retu ccount was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Compliant Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable
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Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results

Fiscal Year Ended June 30, 2016
(Continued)

SCHEDULE 1

Compliance Area Tested Inglewood Irwindale La Puente
Funds were expended for transportation purposes Compliant Not Applicable See Finding

b P purposes. P P #2016-009
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Not Applicable Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant

M R Local R Al . . .
Separgte easure ocal Return Account was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
. , . . See Finding
Funds were expended with LACMTA's approval. Compliant Not Applicable 42016-010
Expenditure Plan (Form One) was submitted on time Compliant See Finding Compliant
P ' P #2016-008 P

Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Not Applicable Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not applicable
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Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

Los Angeles

SCHEDULE 1

Compliance Area Tested Lawndale County Lynwood
Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
M R Local R Al . . .
Separgte easure ocal Return Account was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
. , . . See Finding
Funds were expended with LACMTA's approval. Compliant Compliant #2016-011
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time Compliant Compliant See Finding
P P ' P P #2016-012
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Not Applicable Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable
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Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Malibu Maywood Montebello
Funds were expended for transportation purposes Compliant Compliant See Finding
b P purposes. P P #2016-013
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
r M re R Local Return A n . . .
Sepa f’ﬂe easure ocal Retu ceount was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Compliant Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable
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Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Monterey Park  Pico Rivera Pomona
Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant

rate M re R Local Return Al n . . .

Sepa f’ﬂe easure ocal Retu ccount was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Compliant Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Compliant

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable
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Los Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results

Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Rosemead San Fernando Santa Monica
Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
r M re R Local Return A n . . .
Sepa f’ﬂe easure ocal Retu ccount was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval See Finding Compliant Compliant
P pprova. #2016-014 P P
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% ca See Finding Compliant Compliant
P ° cap. #2016-015 P P

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable
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Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Santa Fe South El

Compliance Area Tested Springs Monte South Gate
Funds were expended for transportation purposes Compliant See Finding Compliant

b P purposes. P #2016-016 P
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant

M R Local R Al . . .

Separgte easure ocal Return Account was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval Compliant See Finding Compliant

P pprova. P #2016-017 P
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time Compliant See Finding Compliant

P P ' P #2016-018 P

Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Compliant Compliant

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable
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Los Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

West Westlake
Compliance Area Tested Walnut Hollywood Village
Funds were expended for transportation purposes. Compliant Compliant Compliant
Funds were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
there is a funding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
rate M re R Local Return Al n . . .

Sepa f’ﬂe easure ocal Retu ccount was Compliant Compliant Compliant
established.
Revenues received including allocations, project
generated revenues and interest income was properly Compliant Compliant Compliant
credited to the Measure R Local Return Account.
Funds were expended with LACMTA's approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds. Compliant Compliant Compliant
Administrative expenses are within the 20% cap. Compliant Compliant Not Applicable

Fund exchanges were approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

A separate account was established for Capital reserve
funds and Capital reserve was approved by LACMTA.

Not Applicable

Not Applicable

Not Applicable

Recreational transit form was submitted on time.

Not Applicable

Not Applicable

Not Applicable
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

Finding #2016-001

City of Bell Gardens

Compliance Reference

Section B (Il) of Measure R Local Return Program Guideline
states that, “To maintain legal eligibility and meet Measure R
LR program compliance requirements, Jurisdiction shall
submit to LACMTA an Expenditure Plan (Form One),
annually, by August 1% of each year.

Expenditure Plan (Form One) provides a listing of projects
funded with Measure R LR funds along with estimated
expenditures for the year. For both operating and capital
projects, Part | is to be filled out. For capital projects (projects
over $250,000), Part Il is required. Pursuant to AB2321,
LACMTA will provide LR funds to a capital project or program
sponsor who submits the required expenditure plan.

Condition

The City claimed expenditures for MRLRF project code 8.10,
Fund Administration, for $140,694 with no prior approval from
LACMTA.

The City submitted a revised Expenditure Plan (Form One) to
the LACMTA Program Manager and obtained a retroactive
approval of the said project on December 22, 2016.

Cause

The City concurs with the finding that an Expenditure Plan
(Form One) should have been submitted by August 1 for the
projects that will be funded with Measure R. The finding was
caused by an oversight by City staff.

Effect

The City claimed expenditures totaling $140,694 without prior
approval from LACMTA. Lack of prior approval results in non-
compliance which could impact future funding or result in
guestioned costs that require funding to be returned to
LACMTA.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that approval is obtained from LACMTA
prior to spending on Measure R-funded projects.

Management’'s Response

The City is in the process of submitting a revised Expenditure
Plan (Form One) to LACMTA for retroactive approval.
Additionally, the City is going to reevaluate the processes
that are in place to ensure forms are submitted to LACMTA
by August 1st.

Finding Corrected During the
Audit

LACMTA Program Manager granted retroactive approval of
the said project on December 22, 2016. No additional follow
up is required.

18




SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

Finding #2016-002

City of Bell Gardens

Compliance Reference

Measure R Local Return Program Guidelines Section A(I1)(8)
states that, “Transportation Administration expenditures are
those administrative costs associated with and incurred for
the aforementioned eligible projects/program. Direct
administration expenditures includes those fully burdened
costs that are directly associated with administering LR
program or projects, and includes salaries and benefits, office
supplies and equipment, and other overhead costs. All costs
must be associated with developing, maintaining, monitoring,
and coordinating, reporting and budgeting specific LR
project(s). Expenditures must be reasonable and appropriate
to the activities undertaken by the locality. The administrative
expenditures for any year shall not exceed twenty percent
(20%) of the total LR annual expenditures”.

Condition

The City's administration expenditures exceeded more than
20 percent of its MRLRF total annual local return
expenditures by $12,146.

Cause

The City is aware of the 20% limit of actual expenditures on
Direct Administration. However, budgeted project
expenditures were lower than expected which reduced the
threshold for allowable administrative costs.

Effect

Administrative expenses that exceeded 20% of the total
annual local return expenditures are not allowable
expenditures under the Measure R Local Return Program
Guidelines.

Recommendation

We recommend for the City to reimburse the questioned cost
of $12,146 to the MRLRF account. In addition, the City
should establish procedures to ensure that administrative
expenditures claimed under the local return funds be limited
to 20 percent of the fund’s total annual expenditures.

Management's Response

The City has reimbursed MRLRF $12,146 for the excess
amount of Direct Administration. A journal entry has been
booked to transfer the funds from the City’s General Fund,
and a copy of the recorded journal entry has been provided
to the auditors.

Finding Corrected During the
Audit

The City has reimbursed the City's MRLRF account the
amount of $12,146 in FY 2016/17. No follow up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

Finding #2016-003

City of Calabasas

Compliance Reference

Section B(II)(3) of the Measure R Local Return Program
Guidelines also states that, “Jurisdictions that use their
Measure R LR funds for recreational transit services must fill
out, sign and submit this form no later than October 15 after
the fiscal year in which the services were rendered”.

Condition The Recreational Transit report was submitted on
December 8, 2016, which is beyond the due date of October
15, 2016.

Cause The City Staff inadvertently overlooked this paperwork that
needed to be filed by the deadline of October 15, 2016.

Effect The City was not in compliance with the reporting

requirements of the Local Return Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that the Annual Recreational Transit
Report is submitted by October 15 as required by the
Guidelines.

Management’'s Response

Going forward, it is in the City Staff calendar to file this
document along with the Expenditure Report (Form Two) by
the deadline of October 15.

Finding Corrected During the
Audit

The City subsequently submitted the form. No follow up is
required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-004

City of Carson

Compliance Reference

Section 1I(A)(15) of Measure R Local Return Program
Guideline states that, “The administrative expenditures for any
year shall not exceed 20 percent of the total LR annual
expenditures, based on year-end expenditures, and will be
subject to an audit finding if the figure exceeds 20%.”

Condition The City’s administrative expenditures exceeded more than
20% of its total Measure R Local Return expenditures in the
amount of $4,594.

Cause The City uses its best estimate of percentage of its project and
administrative  employees’ salaries to determine the
administrative payroll charges to MRLRF.

Effect The City’'s MRLRF administrative expenditures exceeded 20

percent of its local return annual expenditure. The City did not
comply with the Guidelines. Amount exceeded 20 percent cap
resulted in questioned cost of $4,594. The City is required to
reimburse the MRLRF account for this amount.

Recommendation

We recommend that the City establish procedures and controls
to ensure that administrative expenditures are within the 20
percent cap of the MRLRF’s total annual expenditures. Also,
the City should return the amount of $4,594, the amount over
the 20% cap, to the MRLRF account.

Management’s Response

The City will establish a review process to periodically perform
a comparison of actual hours to budgeted/charged amount to
ensure that the administrative expenditures reported to MRLRF
are within the 20% cap.

Finding Corrected During the
Audit

The City has reimbursed the City’'s MRLRF account the amount
of $4,594 in FY 2016/17. No follow up is required.
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Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

SCHEDULE 2

(Continued)

Finding #2016-005

City of Compton

Compliance Reference

Measure R Local Return Program Guidelines Section A(I1)(8)
states that, “Transportation Administration expenditures are
those administrative costs associated with and incurred for the
aforementioned eligible projects/program. Direct
administration expenditures includes those fully burdened
costs that are directly associated with administering LR
program or projects, and includes salaries and benefits, office
supplies and equipment, and other overhead costs. All costs
must be associated with developing, maintaining, monitoring,
and coordinating, reporting and budgeting specific LR
project(s). Expenditures must be reasonable and appropriate
to the activities undertaken by the locality. The administrative
expenditures for any year shall not exceed twenty percent
(20%) of the total LR annual expenditures”.

On April 29, 2014, the LACMTA Local Return Program
Manager issued a memo addressed to all Jurisdictions to
provide clarification for adequate salary and related costs
documentations for the audit of the Local Return funds.

Below are recommendations to ensure that jurisdictions have
adequate evidence to support its compliance with the Local
Return Guidelines:

1. All hours are required to be documented. Develop and/or
maintain a system that will keep track of actual hours
worked by employees whose salaries and benefits were
charged to the LACMTA project. Expenditures claimed
based solely on budgeted amounts is not considered
adequate documentation because it does not reflect
actual expenditures incurred on the LACMTA project and
do not provide adequate evidence that labor hours
charged has transit/transportation purpose. The record of
hours worked must: a) identify the LACMTA project, b) be
authenticated by the employee and approved by his/her
immediate supervisor, and c) tie to hours reported in the
payroll records.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-005
(Continued)

City of Compton

Compliance Reference
(Continued)

2. Provide adequate support for indirect costs. For indirect
expenditures allocated to LACMTA projects, develop
and/or maintain a system that distributes allowable
expenditures to projects based on causal or beneficial
relationships. Expenditures cannot be claimed on
LACMTA project if the expenditures are not allowable
(i.e., not transportation or transit related) or not allocable
to the LACMTA project (i.e., LACMTA project did not
cause the incurrence of the expenditure or LACMTA
project did not benefit from the expenditure).

Condition

The City claimed salaries and benefits expenditures under
project code 2.05, Traffic Signal, amounting to $949,974 and
project code 8.10, Fund Administration, amounting to
$179,583.

The City was not able to provide the timesheets, payroll
registers, labor distribution reports and other related
documents to support the charges. We were not able to verify
the reasonableness and allowability of these expenditures
under the Local Return Guidelines.

Cause

There was a breakdown in internal controls over compliance
to ensure that all necessary documentation was retained
supporting the costs charged to Measure R.

Effect

The salaries and benefits claimed under Measure R may
include unallowable payroll costs and therefore, we question
the total amount of $1,129,557.

Recommendation

We recommend that the City reimburse its MRLRF account
the amount of $1,129,557. In addition, we recommend that the
City establish controls to ensure that the salaries and benefits
charged to the Local Return funds are adequately supported
by timesheets, payroll registers, personnel action forms with
job descriptions, or similar documentation as required by the
Guidelines.

Management’s Response

As of the date of this report, the City management has not
provided a response to this finding.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-006

City of Compton

Compliance Reference

Section B (ll) () of the Measure R Local Return Program
Guidelines states that, “To maintain eligibility and meet
Measure R LR program compliance requirements, jurisdictions
shall submit to LACMTA an Expenditure Plan (Form One)
annually by August 1% of each year”.

Condition The City submitted its Expenditure Plan (Form One) on
November 23, 2016, which is beyond the due date set under
the Guidelines.

Cause The City lacks adequate procedures and controls to ensure
that the Expenditure Plan (Form One) is submitted on time.

Effect The City’s Expenditure Plan (Form One) was not submitted

timely. The City was not in compliance with the Local Return
Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that Expenditure Plan (Form One) is
submitted by August 1 as required by the Guidelines.

Management’s Response

As of the date of this report, the City management has not
provided a response to this finding.

Finding Corrected During the
Audit

The City subsequently submitted the form. No follow up is
required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-007

City of Compton

Compliance Reference

Section B(Il)(2) of the Measure R Local Return Program
Guidelines states that “...Jurisdictions shall submit to
LACMTA an Expenditure Report (Form Two), annually, by
October 15" (following the conclusion of the fiscal year)....”

Condition The City submitted its Form Two on December 2, 2016,
which is beyond the due date set under the Guidelines.

Cause The City lacks adequate procedures and controls to ensure
that the Expenditure Report (Form Two) is submitted on
time.

Effect Expenditure Report (Form Two) was not submitted timely as

required by the Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that Expenditure Report (Form Two) is
submitted by October 15 as required by the Guidelines.

Management’s Response

As of the date of this report, the City management has not
provided a response to this finding.

Finding Corrected During the
Audit

The City subsequently submitted the form. No follow up is
required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-008

City of Irwindale

Compliance Reference

Section B (ll) () of the Measure R Local Return Program
Guidelines states that, “To maintain eligibility and meet
Measure R LR program compliance requirements, jurisdictions
shall submit to LACMTA an Expenditure Plan (Form One)
annually by August 1% of each year”.

Condition The City submitted its Expenditure Plan (Form One) on
August 5, 2015, which is beyond the due date set under the
Guidelines.

Cause The condition was due to oversight by City Staff.

Effect The City’s Expenditure Plan (Form One) was not submitted

timely. The City was not in compliance with the Local Return
Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that Form One is submitted by August 1 as
required by the Guidelines.

Management’s Response

The City of Irwindale recognizes the importance of submitting
all MTA Forms timely, and has always met its deadlines in the
past. Unfortunately, the City submitted this Form 4 days late
this year. We believe this oversight was an isolated incident
caused by extenuating circumstances, as the City was
undergoing a major State Audit at the time. City Staff will
ensure all deadlines are met in the future.

Finding Corrected During the
Audit

The City subsequently submitted the form. No follow up is
required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-009

City of La Puente

Compliance Reference

Measure R Local Return Program Guidelines Section A(I1)(8)
states that, “Transportation Administration expenditures are
those administrative costs associated with and incurred for the
aforementioned eligible projects/program. Direct administration
expenditures includes those fully burdened costs that are
directly associated with administering LR program or projects,
and includes salaries and benefits, office supplies and
equipment, and other overhead costs. All costs must be
associated with developing, maintaining, monitoring, and
coordinating, reporting and budgeting specific LR project(s).
Expenditures must be reasonable and appropriate to the
activities undertaken by the locality. The administrative
expenditures for any year shall not exceed twenty percent
(20%) of the total LR annual expenditures”.

On April 29, 2014, the LACMTA Local Return Program
Manager issued a memo addressed to all Jurisdictions to
provide clarification for adequate salary and related costs
documentations for the audit of the Local Return funds.

Below are recommendations to ensure that jurisdictions have
adequate evidence to support its compliance with the Local
Return Guidelines:

1. All hours are required to be documented. Develop and/or
maintain a system that will keep track of actual hours
worked by employees whose salaries and benefits were
charged to the LACMTA project. Expenditures claimed
based solely on budgeted amounts is not considered
adequate documentation because it does not reflect actual
expenditures incurred on the LACMTA project and do not
provide adequate evidence that labor hours charged has
transit/transportation purpose. The record of hours worked
must: a) identify the LACMTA project, b) be authenticated
by the employee and approved by his/her immediate
supervisor, and c) tie to hours reported in the payroll
records.

2. Provide adequate support for indirect costs. For indirect
expenditures allocated to LACMTA projects, develop
and/or maintain a system that distributes allowable
expenditures to projects based on causal or beneficial
relationships. Expenditures cannot be claimed on LACMTA
project if the expenditures are not allowable (i.e., not
transportation or transit related) or not allocable to the
LACMTA project (i.e., LACMTA project did not cause the
incurrence of the expenditure or LACMTA project did not
benefit from the expenditure).
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Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

SCHEDULE 2

(Continued)

Finding #2016-009
(Continued)

City of La Puente

Condition

The claimed expenditures under project codes 08-001 to 08-
006, Administration, amounting to $30,950 had no supporting
documentation as to the nature of the expenditures. We were
informed that the amount was derived from a calculation
based on 20 percent of the total local return annual
expenditures. We were not able to verify the reasonableness
and allowability of the expenditures under the Guidelines.

Cause

The City was not aware that its practice of calculating 20
percent of the total annual expenditure and charging this
amount to administrative expenditures without adequate
support was a noncompliance with the requirements of the
Guidelines.

Effect

The unsupported administrative expenditures claimed under
the MRLRF are disallowed under the Measure R Local
Return Program Guidelines.

Recommendation

We recommend that the City reimburse its MRLRF account
the amount of $30,950. In addition, we recommend that the
City establish controls to ensure that the costs charged to the
Local Return funds are adequately supported by contracts,
invoices, cancelled checks or similar documentation and that
it revise its current labor costs reporting procedures to ensure
that labor costs charged to Local Return funds are
adequately supported by timesheets, payroll registers,
personnel action forms with job descriptions, or similar
documentation so that Local Return expenditures are in
compliance with the Guidelines.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-009
(Continued)

City of La Puente

Management’s Response

The Measure R Local Return Guidelines (Guidelines) issued
by the Los Angeles County Metropolitan Transportation
Authority (LACMTA) do not stipulate that actual
administrative hours are to be documented and staff is
confident the City is in compliance with existing Guidelines.
Current staff was unaware of the letter that was sent out by
MTA in April 2014 recommending specific documentation for
administrative costs. The letter referenced above was
provided to the City at the time of the FY 15-16 audit.
Furthermore, no mention of additional required
documentation for administrative costs was made during the
prior (FY 14-15) LACMTA audit. City staff is now aware of the
recommendation and will ensure adequate evidence to
support administrative charges in the future (beginning in
fiscal year 2016-2017).

Beginning in fiscal year 2016-2017, a system will be
developed and maintained that will ensure that administrative
costs charged to Local Return funds are adequately
supported by time sheets, payroll registers or other
documentation so that it is in compliance with the LACMTA's
recommendation for documenting administrative costs.

Auditors’ Rejoinder

Aside from the memo issued on April 29, 2014, LACMTA and
the Auditors conducted an annual audit kickoff workshop
attended by representatives from the Jurisdictions. During
these workshops, Auditors and LACMTA emphasizes the
importance of maintaining proper documentation that would
support allowability of expenditures charged to local return
funds including supports for payroll and administration
charges.

Finding Corrected During the
Audit

The City has reimbursed the City's MRLRF account the
amount of $30,950 in FY 2016/17. No follow up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-010

City of La Puente

Compliance Reference

Measure R Local Return Program Guidelines Section
B(VI)(A) states that, “The Measure R LR Audits shall include,
but not limited to, verification of adherence to the following
financial and compliance provisions of this guidelines:

Verification that funds were expended with Metro's approval.”

Condition The City claimed expenditures for the following projects
without prior approval from LACMTA:
a. Project code 01-001, Santo Oro Local Street
Improvements, amounting to $1,954;
b. Project code 01-002, Rule 20A Undergrounding,
amounting to $115;
c. Project code 08-001, Administration for 01-001,
amounting to $446;
d. Project code 08-002, Administration for 01-002,
amounting to $26;
e. Project code 08-003, Administration for 02-001,
amounting to $613; and
f. Project code 02-001, Traffic Signhal Improvements on
Amar Road, Various Locations, amounting to $2,682.
Cause Invoices were not submitted in a timely fashion by vendors
(Project 01-001); Staff began preliminary work on projects
(remaining projects) that were being budgeted for in the
following fiscal year. LACMTA approval for the projects had
yet to be received.
Effect The City claimed expenditures totaling $5,836 without prior

approval from LACMTA. Lack of prior approval results in non-
compliance which could impact future funding or result in
guestioned costs that require funding to be returned to
LACMTA.

Recommendation

We recommend for the City to submit a revised Expenditure
Plan (Form One) to obtain approval from LACMTA. In
addition, the City should establish procedures and controls to
ensure that approval is obtained from LACMTA prior to
implementing any Measure R-funded projects.

Management’s Response

The City has subsequently submitted a revised Expenditure
Plan (Form One) to LACMTA and has received approval on
December 13, 2016 for the above-mentioned projects.
Additionally, staff will work to ensure that proper approval is
obtained from LACMTA prior to project expenditures and will
encourage vendors to submit invoices in a timely fashion.
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SCHEDULE 2
Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

Finding #2016-010 City of La Puente
(Continued)
Finding Corrected During the LACMTA Program Manager granted retroactive approval of
Audit the said project on December 13, 2016. No additional follow
up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-011

City of Lynwood

Compliance Reference

Section B(ll)(1) of the Measure R Local Return Program
Guidelines states that “...LACMTA will provide LR funds to a
capital project or program sponsor who submits the required
expenditure plan containing the following: 1. The estimated
total cost for each project and/or program activity ...."

To maintain legal eligibility and meet Measure R LR
program compliance requirements, Jurisdictions shall submit
to LACMTA an Expenditure Plan (Form One), annually, by
August 1 of each year.

Condition

The City claimed expenditures for Project code 3.90,
Pedestrian Improvements Around Various Schools, totaling
$1,079 with no prior approval from LACMTA.

Based on our discussion with the Interim Finance Director,
the expenditure was erroneously recorded under the
MRLRF and the City intends to make the necessary
adjustment in FY 2016/17.

Cause

The City staff committed an error in recording this
expenditure under MRLRF account.

Effect

The City claimed expenditures totaling $1,079 without prior
approval from LACMTA. The City is required to return the
amount to the MRLRF.

Recommendation

We recommend for the City to reimburse its MRLRF account
the amount of $1,079. In addition, we recommend for the
City to establish procedures and controls to ensure that only
related transactions are recorded under the MRLRF
account.

Management’'s Response

For the Pedestrian Safety Improvement project, the funding
source to be used was supposed to be an HSIP Grant rather
than Measure R. Staff will work with Finance Department to
make the reversal.

The City will make the adjustment in FY 2016/17.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-012

City of Lynwood

Compliance Reference

Section B(Il)(2) of the Measure R Local Return Program
Guidelines states that “...Jurisdictions shall submit to
LACMTA an Expenditure Report (Form Two), annually, by
October 15" (following the conclusion of the fiscal year)....”

Condition

The City submitted its Expenditure Report (Form Two) on
November 13, 2015, which is beyond the due date set under
the Guidelines.

Cause

The City lacks adequate procedures and controls to ensure
that the Expenditure Report (Form Two) is submitted on
time.

Effect

Expenditure Report (Form Two) was not submitted timely as
required by the Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that Expenditure Report (Form Two) is
submitted by October 15 as required by the Guidelines.

Management’s Response

There has been a significant turn-over in staffing. The City
will designate a new staff member to monitor the timely
submittal of the Expenditure Report (Form Two) of Measure
R Local Return.

Finding Corrected During the
Audit

The City subsequently submitted the form. No follow up is
required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-013

City of Montebello

Compliance Reference

Measure R Local Return Program Guidelines Section
A(l)(8) states that, “Transportation Administration
expenditures are those administrative costs associated with
and incurred  for the  aforementioned eligible
projects/program.  Direct administration  expenditures
includes those fully burdened costs that are directly
associated with administering LR program or projects, and
includes salaries and benefits, office supplies and
equipment, and other overhead costs. All costs must be
associated with developing, maintaining, monitoring, and
coordinating, reporting and budgeting specific LR project(s).
Expenditures must be reasonable and appropriate to the
activities undertaken by the locality.

On April 29, 2014, the LACMTA Local Return Program
Manager issued a memo addressed to all Jurisdictions to
provide clarification for adequate salary and related costs
documentations for the audit of the Local Return funds.

Below are recommendations to ensure that jurisdictions
have adequate evidence to support its compliance with the
Local Return Guidelines:

1. All hours are required to be documented. Develop
and/or maintain a system that will keep track of actual
hours worked by employees whose salaries and
benefits were charged to the LACMTA project.
Expenditures claimed based solely on budgeted
amounts is not considered adequate documentation
because it does not reflect actual expenditures incurred
on the LACMTA project and do not provide adequate
evidence that labor hours charged has
transit/transportation purpose. The record of hours
worked must: a) identify the LACMTA project, b) be
authenticated by the employee and approved by his/her
immediate supervisor, and c) tie to hours reported in
the payroll records.

2. Provide adequate support for indirect costs. For indirect
expenditures allocated to LACMTA projects, develop
and/or maintain a system that distributes allowable
expenditures to projects based on causal or beneficial
relationships. Expenditures cannot be claimed on
LACMTA project if the expenditures are not allowable
(i.e., not transportation or transit related) or not
allocable to the LACMTA project (i.e., LACMTA project
did not cause the incurrence of the expenditure or
LACMTA project did not benefit from the expenditure).
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-013
(Continued)

City of Montebello

Condition

The City claimed labor overhead costs of $49,280 under the
MRLRF project code 8.10, Administrative Costs, which was
based on budget estimate derived from a time study
conducted 5 years ago. Per discussion with management,
with the increasing labor and administrative cost, this
amount is significantly lower than the actual administration
cost that should have been charged to the program.

Cause

The City has not yet updated its overhead allocation rates
based on current year information.

Effect

The administrative costs charged to these funds are not
supported with an updated cost allocation plan.

Recommendation

We recommend that the City reimburse its MRLRF account
the amount of $49,280. In addition, we recommend for the
City perform a more recent time study analysis to assess a
more realistic estimate of the overhead costs for this
program and perform an analysis to true-up the amount
claimed at year-end to ensure that the claimed expenditures
approximates the actual cost incurred.

Management Response

City will repay and charge appropriate administrative
overhead after the cost allocation model is updated.

Finding Corrected During the
Audit

The City has reimbursed the City’'s MRLRF account the
amount of $49,280 in FY 2016/17. No follow up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-014

City of Rosemead

Compliance Reference

Section B (ll) of Measure R Local Return Program Guideline
states that, “To maintain legal eligibility and meet Measure R
LR program compliance requirements, Jurisdiction shall
submit to LACMTA an Expenditure Plan (Form One), annually,
by August 1% of each year.

Expenditure Plan (Form One) provides a listing of projects
funded with Measure R LR funds along with estimated
expenditures for the year. For both operating and capital
projects, Part | is to be filled out. For capital projects (projects
over $250,000), Part Il is required. Pursuant to AB2321,
LACMTA will provide LR funds to a capital project or program
sponsor who submits the required expenditure plan.

Condition

The City claimed expenditures for MRLRF project code 1.05,
Montebello Blvd/Towne Center Drive Resurface, for $5,443
with no prior approval from LACMTA.

Although this project was previously approved in FY 2014/15,
the City is still required to carry over the budget in Expenditure
Plan (Form One) and have it approved for FY 2015/16.

Cause

This finding was due to the City’s understanding that this
Montebello project was complete; however, there was a final
invoice to be paid.

Effect

Measure R funds of $5,443 were expended towards project
expenditures without prior approval by the LACMTA.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that approval is obtained from LACMTA
prior to spending on any local return-funded projects

Management’'s Response

The City subsequently obtained LACMTA approval in
December 2016. The City has established procedures and
controls to ensure that approval is obtained prior to spending
funds. These procedures include Finance staff will set up and
maintain a calendar for Metro deadlines, and also, Measure R
warrant requests and invoices will be reviewed to make sure
these approvals are in place before issuing a payment.

Finding Corrected During the
Audit

LACMTA Program Manager granted a retroactive approval of
this project on December 20, 2016. No follow up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-015

City of Rosemead

Compliance Reference

Section 1l (A) (15) of Measure R Local Return Program
Guideline states that, “The administrative expenditures for any
year shall not exceed 20 percent of the total LR annual
expenditures, based on year-end expenditures, and will be
subject to an audit finding if the figure exceeds 20 percent

Condition

The City's Measure R actual administration expenditures
exceeded more than 20 percent of its MRLRF total annual
expenditures by $20,830.

Cause

There appears to be lack of interim review of the City's
compliance with the Local Return Guidelines’ 20 percent cap
on the administrative expenditures that can be claimed under
the local return fund.

Effect

The City’s administrative expenses exceeded over 20 percent
of the total annual local return expenditures and therefore, do
not comply with the Guidelines. The City is required to
reimburse the questioned cost of $20,830 to the MRLRF
account.

Recommendation

We recommend for the City to reimburse the questioned cost
of $20,830 to the MRLRF account. In addition, the City should
establish  procedures to ensure that administrative
expenditures claimed under the local return funds be limited to
20 percent of the fund’s total annual expenditures.

Management's Response

The City needs to monitor the Measure R administrative
expenditures on a monthly basis and at year end to determine
if we have exceeded the 20% limit.

The City did a Fiscal Year 2016/17 journal entry to transfer the
excess administrative expenses of $20,830 from the General
Fund to the Measure R Fund. The Finance Director will work
with Finance staff to establish procedures to ensure that the
administrative expenditures claimed are limited to 20 percent
of the fund’s total annual expenditures in the future.

Finding Corrected During the
Audit

The City has reimbursed the City’'s MRLRF account the
amount of $20,830 in FY 2016/17. No follow up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-016

City of South El Monte

Compliance Reference

According to Measure R Guidelines, Section B (VII. Audit
Section), “Jurisdictions are required to expend their Measure
R Local Return funds for transportation purposes, as defined
by the Guidelines” and “It is the Jurisdictions’ responsibility
to maintain proper accounting records and documentation.”

Condition

During the fiscal year 2016, the City made payments to
Arroyo Strategy Group under the MRLRF project code 4.90,
SR-60 Coalition Work, totaling $4,015.

On June 2, 2016 the City of South EI Monte ("City") provided
a response to each finding in the Draft Report of Forensic
Accountants, dated February 26, 2016 ("Draft Report”). The
Draft Report was prepared to address issues identified by
the City's independent auditor in a letter dated September 8,
2015 ("VLF Letter"). There are 14 findings in the Draft
Report. In general, the findings relate to various contracts (i)
between the City and OH Consulting Services, Inc. dba
Arroyo Strategy Group ("Arroyo") and (ii) between the City
and ECM Group, Inc. ("ECM"). The City has terminated its
contract with Arroyo, effective June 30, 2016. With one
exception, the City has terminated all contracts with ECM
effective April 30, 2016.

Below are the findings identified in the Draft Report
prepared by the Forensic Accountants:

Finding 1: City management failed to subject Arroyo and
ECM contracts to competition.

Finding 2: City management failed to require and inspect
proper record keeping and document retention policies
related to contractors' performance of contract.

Finding 3: City management failed to institute and enforce
control procedures that would assure payments were not
made in excess of contractual limits. City management
failed to institute and enforce control procedures that would
assure compliance with contractual hourly rates.

Finding 4: City management failed to maintain sufficient
control over accounts payable and check disbursement
procedures.

Finding 5: The City Manager executed three contracts
(each in excess of $25,000) and authorized payments of
$110,000 to Arroyo without City Council's approval.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-016 (Continued)

City of South El Monte

Condition (Continued)

Finding 6: With City Council's unanimous approval, the City
Manager executed a separate contract with Arroyo, with a
three-year term, which contains no maximum fee provision,
and which fails to grant the City customary audit rights.
Although present at the meeting where this contract was
approved, the City Attorney did not sign this contract.

Finding 7: Arroyo failed to allow inspection of its records,
although obligated to do so in accordance with six of the
contracts effective during the report period. In response to
our inspection request, Arroyo asserted that it does not
maintain any physical office location. Consequently, we
were unable to perform an inspection of Arroyo's records,
and were unable to analyze important quantitative aspects
of Arroyo's performance, such as the hours of labor
provided, the dates 011 which labor was supplied, and
details of tasks performed.

Finding 8: With reference to contracts executed or pending
during the fiscal year ended 06/30/15, between the City and
ECM: the City Manager executed one contract and
authorized payments of $29,376 to ECM without City
Council's approval.

Finding 9: ECM submitted false time and billing reports to
the City, and received public funds on the basis of such
false information.

Finding 10: No contract or supporting documents exist
related to a number of special projects assigned to Arroyo,
and for which Arroyo was paid.

Finding 11: Although specifically prohibited from
reimbursement of expenses without prior written
authorization, Arroyo tendered reimbursement claims, and
was paid reimbursements of $3,283 including expenses
related to a trip to Sacramento, cables and electronics, and
a room fee for the SR-60 Coalition meeting, without prior
written authorization.

Finding 12: Timesheets submitted by Arroyo are
unsubstantiated.

Finding 13: The ECM contracts were altered substantially
without approval of the City Council.

Finding 14: Certain timesheets submitted by ECM are
unsubstantiated.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-016 (Continued)

City of South El Monte

Cause There was a breakdown in the internal controls over
procurement at the City.
Effect For fiscal year 2016, the reimbursements without proper

supporting documentation and/or prior written authorization
resulted in questioned costs of $4,015. However, it is
uncertain at this point how much of the expenditures in prior
years should be questioned due to the findings enumerated
above.

Recommendation

In accordance with the Guidelines, we recommend that the
City reimburse its Measure R Local Return account $4,015.
We also recommend that the City establish controls to
ensure that the expenditures charged to the Local Return
funds are adequately supported by contracts, invoices,
canceled checks or similar documentation and properly
authorized so that the City’'s expenditures of Local Return
funds will be in compliance with the Guidelines.

Management’s Response

As of the date of this report, the City management has not
provided a response to this finding.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-017

City of South El Monte

Compliance Reference

Measure R Local Return Program Guidelines Section
B(VI)(A) states that, “The Measure R LR Audits shall include,
but not limited to, verification of adherence to the following
financial and compliance provisions of this guidelines:

Verification that funds were expended with Metro's approval.”

Condition

The City claimed expenditures for the following projects
without prior approval from LACMTA:

a. Project code 2.16, Rush and Peck Protected Left Turn
Phases, amounting to $1,742; and

b. Project code 7.10, San Gabriel Valley Council of
Governments (SGVCOG), amounting to $3,218.

The City submitted a revised Expenditure Plan (Form One) to
the LACMTA Program Manager and obtained a retroactive
approval of the said project on December 22, 2016.

Cause

The City lacks adequate procedures to ensure that a revised
Expenditure Plan (Form One) is submitted to obtain approval
prior to implementation of a Measure R-funded project.

Effect

The City claimed expenditures totaling $4,960 without prior
approval from LACMTA. Lack of prior approval results in non-
compliance which could impact future funding or result in
guestioned costs that require funding to be returned to
LACMTA.

Recommendation

We recommend for the City to submit a revised Expenditure
Plan (Form One) to obtain approval from LACMTA. In
addition, the City should establish procedures and controls to
ensure that approval is obtained from LACMTA prior to
implementing any Measure R-funded projects.

Management’s Response

As of the date of this report, the City management has not
provided a response to this finding.

Finding Corrected During
Audit

the

LACMTA Program Manager granted a retroactive approval of
this project on December 22, 2016. No follow up is required.
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SCHEDULE 2

Los Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30, 2016

(Continued)

Finding #2016-018

City of South El Monte

Compliance Reference

Section B(Il)(2) of the Measure R Local Return Program
Guidelines states that “...Jurisdictions shall submit to
LACMTA an Expenditure Report (Form Two), annually, by
October 15" (following the conclusion of the fiscal year)....”

Condition

The City submitted its Expenditure Report (Form Two) on
November 7, 2016, which is beyond the due date set under
the Guidelines.

Cause

The City lacks adequate procedures and controls to ensure
that the Expenditure Report (Form Two) is submitted on
time.

Effect

Form Two (Expenditure Report) was not submitted timely as
required by the Guidelines.

Recommendation

We recommend for the City to establish procedures and
controls to ensure that Expenditure Report (Form Two) is
submitted by October 15 as required by the Guidelines.

Management’s Response

As of the date of this report, the City management has not
provided a response to this finding.

Finding Corrected During the
Audit

The City subsequently submitted the form. No follow up is
required.
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INDEPENDENT AUDITOR’'SREPORT ON COMPLIANCE WITH REQUIREMENTS
APPLICABLE TO MEASURE R ORDINANCE AND
MEASURE R LOCAL RETURN GUIDELINES

To: Board of Directors of the Los Angeles County Metropolitan Transportation Authority
and Measure R Oversight Committee

Report on Compliance

We have audited the compliance of the forty-nine (49) Cities identified in Schedule 1, with the types of
compliance requirements described in the Measure R Ordinance enacted through a Los Angeles County
(the County) voter approved law in November 2008; Measure R Local Return Guidelines, issued by the
Los Angeles County Metropolitan Transportation Authority (LACMTA), approved by its Board of
Directors on October 22, 2009 (collectively, the Guidelines); and the respective Assurances and
Understandings Regarding Receipt and Use of Measure R Local Return Funds, executed by LACMTA and
the respective Cities for the year ended June 30, 2016 (collectively, the Requirements). Compliance with
the above noted Guidelines and Requirements by the Cities are identified in the accompanying Summary
of Compliance Findings, Schedule 1 and Schedule 2.

Management’ s Responsibility

Compliance with the Guidelines and Requirements is the responsibility of the respective Cities
management.

Auditor’ s Responsibility

Our responsibility is to express opinions on the Cities' compliance with the Guidelines and Requirements
referred to above based on our audits. We conducted our audits of compliance in accordance with the
auditing standards generally accepted in the United States of America; and the standards applicable to
financial audits contained in Government Auditing Sandards, issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audits to obtain reasonable assurance
about whether noncompliance with the types of requirements referred to above that could have adirect and
material effect on the Measure R Local Return program occurred. An audit includes examining, on atest
basis, evidence about each City's compliance with the Guidelines and Requirements and performing such
other procedures as we considered necessary in the circumstances.

We believe that our audits provide a reasonable basis for our opinions on compliance. However, our audits
do not provide alegal determination of each City's compliance.
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Opinion

In our opinion, the Cities complied, in all material respects, with the Guidelines and Requirements referred
to above that could have a direct and material effect on the Measure R Loca Return program for the year
ended June 30, 2016.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be
reported in accordance with the Guidelines and Requirements and which are described in the accompanying
Summary of Measure R Audit Results (Schedule 1) and Schedule of Findings and Questioned Costs
(Schedule 2) as Findings #2016-001 through #2016-011. Our opinion is not modified with respect to these
meatters.

Responses by the Cities to the noncompliance findings identified in our audits are described in the
accompanying Schedule 2 - Schedule of Findings and Questioned Costs. The Cities' responses were not
subjected to the auditing procedures applied in the audit of compliance, and accordingly, we express no
opinion on the responses.

Report on Internal Control Over Compliance

The management of each City isresponsible for establishing and maintaining effective internal control over
compliance with the Guidelines and Requirementsreferred to above. In planning and performing our audits
of compliance, we considered each City's internal control over compliance with the Guidelines and
Requirements that could have a direct and materia effect on the Measure R Local Return program to
determine the auditing procedures that are appropriate in the circumstances for the purpose of expressing
an opinion on compliance and to test and report on internal control over compliance in accordance with the
Guidelines and Reguirements, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of each
City’ sinternal control over compliance.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance under the Guidelines and Requirements on a
timely basis. A material weaknessin internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance, such that there is a reasonable possihility that material
noncompliance under the Guidelines and Requirements will not be prevented, or detected and corrected,
on a timely basis. A significant deficiency in internal control over compliance is a deficiency, or a
combination of deficiencies, ininternal control over compliance with the Guidelines and Requirementsthat
isless severe than a material weaknessin internal control over compliance, yet important enough to merit
attention by those charged with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies and therefore, materia
weaknesses or significant deficiencies may exist that were not identified. We did not identify any
deficienciesin internal control over compliance that we consider to be material weaknesses. However, we
identified certain deficiencies in internal control over compliance, as described in the accompanying
Schedule of Findings and Questioned Costs as Findings #2016-002 and #2016-009 that we consider to be
significant deficiencies.
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The responses by the Cities to the internal control over compliance findings identified in our audits are
described in the accompanying Schedul e of Findings and Questioned Costs (Schedule 2). The responses by
the Cities were not subject to the auditing procedures applied in the audit of compliance and, accordingly,
we express no opinion on the responses.

The purpose of thisreport oninterna control over compliance is solely to describe the scope of our testing
on internal control over compliance and the results of that testing based on the requirements of the
Guidelines and Requirements. Accordingly, thisreport is not suitable for any other purpose.

Los Angeles, California
December 30, 2016



L os Angeles County Metropolitan Transportation Authority

Summary of Compliance Findings
Fiscal Year Ended June 30, 2016

The audit of the 49 cities identified in Schedule 1 have resulted in 11 findings. The table below shows a

summary of the findings:

. - - : Resolved
- # of Responsible Citied Finding | Questioned .
Finding Findings Reference Costs Du;\'&%:he
. Downey (#2016-002) $ 20,293 None
Rﬂ?giqéaetixw'eﬂﬁne‘é‘?érm West Covina (#2016-008) None None
Aot ationp oses 4 West Covina (#2016-009) 51,455 None
=P purp Whittier (#2016-010) None None
. El Segundo (#2016-004) 7,214 $ 7214
E“A”gmi?sex'oeg%j without 3 | Redondo Beach (#2016-007) 3,851 3,851
ap Whittier (#2016-011) 4,457 4,457
Expenditure Report (Form One) !
was not submitted on time 1 El Segundo (#2016-003) None None
_ Artesia (#2016-001)
Expenditure Report (Fprm Two) 3 El Segundo (#2016-005) None None
was not submitted on time Hawaiian Gardens (#2016-006)
Total Findings and 11 $ 87270 | $ 15522
Questioned Cost

Details of the findings are in Schedule 2.




L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

Compliance Area Tested Alhambra Arcadia Artesia

Funds were expended for transportation purposes Compliant Compliant Compliant
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . : :
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant

. : . : : See Finding
Expenditure Report (Form Two) was submitted on time. Compliant Compliant #9016-001
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . . .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable| Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable




L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Avalon Bellflower Bradbury
Funds were expended for transportation purposes Compliant Compliant Compliant
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . , .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable




L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Burbank Cerritos Claremont
Funds were expended for transportation purposes Compliant Compliant Compliant
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable




L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Diamond
Compliance Area Tested Covina Bar Downey
: . : See Finding
Funds were expended for transportation purposes Compliant Compliant #2016-002
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . : :
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . . .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable| Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable




L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Duarte El Segundo Glendale
Funds were expended for transportation purposes Compliant Compliant Compliant
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . : .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
. , . See Finding .
Funds were expended with LACMTA’s approval. Compliant #2016-004 Compliant
. . . . See Finding .
Expenditure Plan (Form One) was submitted on time. Compliant #5016-003 Compliant
. : . . See Finding .
Expenditure Report (Form Two) was submitted on time. Compliant #2016-005 Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable [ Not Applicable
A separate account was established for Capital reserve . , ,
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable [ Not Applicable




L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Hawaiian Hermosa
Compliance Area Tested Glendora Gardens Beach

Funds were expended for transportation purposes Compliant Compliant Compliant
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . , .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant

. . . . See Finding .
Expenditure Report (Form Two) was submitted on time. Compliant 49016-006 Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
La Cafada LaHabra

Compliance Area Tested Flintridge Heights LaMirada
Funds were expended for transportation purposes Compliant Compliant Compliant
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . , .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested LaVerne L akewood Lancaster
Funds were expended for transportation purposes Compliant Not Applicable| Compliant
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Not Applicable| Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Not Applicable| Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Not Applicable| Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Compliance Area Tested Lomita Long Beach Los Angeles
Funds were expended for transportation purposes Compliant Compliant Compliant
Fund were used to augment, not supplant, existing local
revenues being used for transportation purposes unless Compliant Compliant Compliant
thereis afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Manhattan

Compliance Area Tested Beach Monrovia Norwalk
Funds were expended for transportation purposes Compliant Compliant Compliant
Funds were used to augment, not supplant, existing
local revenues being used for transportation purposes Compliant Compliant Compliant
unless there is afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

SCHEDULE 1

Palos Verdes

Compliance Area Tested Palmdale Estates Paramount
Funds were expended for transportation purposes Compliant Not Applicable | Compliant
Funds were used to augment, not supplant, existing
local revenues being used for transportation purposes Compliant Not Applicable | Compliant
unless there is afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Not Applicable | Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Not Applicable | Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable |Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable |Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Rancho Redondo
Compliance Area Tested Pasadena Palos Verdes Beach
Funds were expended for transportation purposes Not Applicable | Not Applicable | Compliant
Funds were used to augment, not supplant, existing
local revenues being used for transportation purposes Not Applicable | Not Applicable | Compliant
unless there is afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
. , . . See Finding

Funds were expended with LACMTA’s approval. Not Applicable | Not Applicable

#2016-007
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Not Applicable | Not Applicable | Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable |Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable |Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Rolling Hills

Compliance Area Tested Rolling Hills Estates San Dimas
Funds were expended for transportation purposes Not Applicable Compliant Compliant
Funds were used to augment, not supplant, existing
local revenues being used for transportation purposes Not Applicable Compliant Compliant
unless there is afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Not Applicable Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Not Applicable Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable| Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)

Compliance Area Tested San Gabrie San Marino  Santa Clarita
Funds were expended for transportation purposes Compliant Not Applicable| Compliant
Funds were used to augment, not supplant, existing
local revenues being used for transportation purposes Compliant Not Applicable| Compliant
unless there is afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Not Applicable| Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Not Applicable| Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Sierra South

Compliance Area Tested Madre Signal Hill Pasadena
Funds were expended for transportation purposes Compliant Compliant Compliant
Funds were used to augment, not supplant, existing
local revenues being used for transportation purposes Compliant Compliant Compliant
unless there is afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . . .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Compliant Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Compliant Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority
Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

SCHEDULE 1

(Continued)
Compliance Area Tested Temple City Torrance West Covina
See Finding
Funds were expended for transportation purposes Not Applicable Compliant #2016-008
#2016-009
Funds were used to augment, not supplant, existing
local revenues being used for transportation purposes Not Applicable Compliant Compliant
unless there is afunding shortfall.
Signed Assurances and Understandings on file. Compliant Compliant Compliant
Separate Measure R Local Return Account was established. Compliant Compliant Compliant
Revenues received including alocations, project
generated revenues and interest income was properly . : .
credited to the Measure R Local Return Account. Compliant Compliant Compliant
Funds were expended with LACMTA’s approval. Not Applicable Compliant Compliant
Expenditure Plan (Form One) was submitted on time. Compliant Compliant Compliant
Expenditure Report (Form Two) was submitted on time. Compliant Compliant Compliant
Timely use of funds Compliant Compliant Compliant
Administrative expenditures are within the 20% cap. Not Applicable Compliant Compliant
Fund exchanges were approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
A separate account was established for Capital reserve . : .
funds and Capital reserve was approved by LACMTA. Not Applicable | Not Applicable | Not Applicable
Recreational transit form was submitted on time. Not Applicable | Not Applicable | Not Applicable
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L os Angeles County Metropolitan Transportation Authority

Summary of Measure R Audit Results
Fiscal Year Ended June 30, 2016

(Continued)

Compliance Area Tested Whittier
) See Finding

Funds were expended for transportation purposes #2016-010
Funds were used to augment, not supplant, existing
local revenues being used for transportation purposes Compliant
unless there is afunding shortfall.
Signed Assurances and Understandings on file. Compliant
Separate Measure R Local Return Account was established. Compliant
Revenues received including all ocations, project
generated revenues and interest income was properly Compliant
credited to the Measure R Local Return Account. P

_ See Finding
Funds were expended with LACMTA’s approval. #2016-011
Expenditure Plan (Form One) was submitted on time. Compliant
Expenditure Report (Form Two) was submitted on time. Compliant
Timely use of funds Compliant
Administrative expenditures are within the 20% cap. Compliant
Fund exchanges were approved by LACMTA. Not Applicable
A separate account was established for Capital reserve .
funds and Capital reserve was approved by LACMTA. Not Applicable
Recreational transit form was submitted on time. Not Applicable
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

Finding #2016-001 City of Artesia

Compliance Reference According to Measure R Guidelines, Section B (11.2), “Jurisdictions shall
submit a Form Two, to LACMTA annually, by October 15th (following the
conclusion of the fiscal year).”

Condition The City did not meet the October 15, 2016 deadline for submission of
Expenditure Report (Form Two). The City did not submit the Form Two to
LACMTA as of December 14, 2016.

Cause Thiswas caused due to an oversight by City personnel.
Effect The City’s Form Two was not submitted.
Recommendation We recommend that the City establish procedures to ensure that the Form

Two (Expenditure Report) is properly prepared and submitted prior to the
October 15th deadline and that the City retain a confirmation of receipt by
LACMTA to comply with the Guidelines.

Management’s Response | The City is actually aware of this deadline, thought this task had been done,
and will submit. City will establish a procedure for ensuring that thisis done
timely.
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)
Finding #2016-002 City of Downey
Compliance Reference According to Measure R Loca Return Guidelines, Section 1, “A proposed

expenditure of funds shall be deemed to befor public transit purposesto the
extent that it can reasonably be expected to sustain or improve the quality
and safety of and/or access to public transit services by the general public
or those requiring specia public transit assistance” and Section V, “It is
jurisdictions' responsibility to maintain proper accounting records and
documentation...” In addition, LACMTA Local Return Program Manager
issued a memo dated on April 29, 2014 to jurisdictions to provide
recommendations to ensure that jurisdictions have adequate evidence to
support its compliance with the Local Return Guidelines, those
recommendations are “that an electronic system is acceptable as long as
how much timeisidentified on the project (i.e. not just a clock-in-clock-out
system) and this non-timesheet system, excel file or other, is authenticated
by the employee and approved by one's supervisor.” Also, “(4) Where
employees work on multiple activities or cost objectives, a distribution or
their salaries or wages will be supported by personnel activity reports or
equivalent documentation which meets the standards in subsection (5)
unless a statistical sampling system (see subsection (6)) or other substitute
system has been approved by the cognizant Federal agency. Such
documentary support will be required where employees work on:
(b) A Federal award and non-Federal award.

(5) Personnel activity reports or equivalent documentation must meet the

following standards:
(b) They must reflect an after the fact distribution of the actua
activity of each employee,
(f) Budget estimates or other distribution percentages determined
before the services are performed do not qualify as support for
charges to Federal awards but may be used for interim accounting
purposes, provided that: (i) the governmental unit's system for
establishing the estimates produces reasonable approximations of
the activity actually performed; (ii) at least quarterly, comparisons
of actual costs to budgeted distributions based on monthly activity
reports are made. Costs charged to Federal awards to reflect
adjustments made as aresult of the activity actually performed may
be recorded annually if the quarterly comparisons show the
differences between budgeted and actual costs are less than ten
percent; and (iii) the budget estimates or other distribution
percentages are revised as least quarterly, if necessary, to reflect
changed circumstances.”
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

Finding #2016-002 City of Downey
(Continued)

Condition To support the propriety of expenditures being charged to Measure R Loca
Return Fund, payroll expenditures should be supported by properly executed
payrolls, time records, activity reports, vouchers, or other officia
documentation evidencing in proper detail the nature of the charges.
However, the total payroll expenditures of $20,293 for Measure R for
Administration were based on an estimate of a percentage of time spent on
Measure R activity rather than employee's actua working hours spent for
the project. The City was unable to provide adequate documentation (i.e.
timesheet, payroll register, and labor distribution summary to support the
indirect costs alocations).

Cause The City allocates administrative charges for management that was based on
atime study from prior years. Those same percentages have been used in
prior fiscal years and aso, in fisca year 2015-16.

Effect The payroll costs claimed under the Measure R Loca Return Fund project
may include expenditures which may not be an allowable Measure R project
expenditures. This resulted in questioned costs of $20,293.

Recommendation In accordance with the Guidelines, we recommend for the City reimburseits
Measure R Local Return Fund account by $20,293. In addition, we
recommend that the City revise its current labor costs reporting procedures
to ensure that labor costs charged to Local Return Funds are adequately
supported by time sheets or similar documentation which includes
employees' actual working hours.

Management’ s Response Management agrees with the audit results. The City has engaged Matrix
Consulting to complete a cost allocation study which started in November
2016. The cost alocation study will be completed by March 2017 and
submitted to our cognizant agency for OMB approval.
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

Finding #2016-003 City of El Segundo

Compliance Reference According to Measure R Guidelines, Section B (11.1), “Jurisdictions shall
submit a Form One, to LACMTA annually, by August 1 or each year.

Condition The City did not meet the August 1, 2015 deadline for submission of Form
One. The City has not submitted the Form One. However, on December 28,
2016 the City submitted the Form One (Expenditure Plan) tothe LACMTA
Program Manager and received subsequent approval on December 30, 2016.

Cause The City has gone through a turnover of staff in various departments which
has caused the oversight.
Effect The City’s Expenditure Plan (Form One) was not submitted timely. The

City was not in compliance with the Local Return Guidelines.

Recommendation We recommend that the City establish procedures to ensure that the Form
One (Expenditure Plan) is properly prepared and submitted prior to the
August 1 deadline and that the City retain a confirmation of receipt by
LACMTA to comply with the Guidelines.

Management’ s Response The City has hired and assigned a staff person who has established new
processes to ensure internal controls are in place to meet the required
reporting deadlines and proper record retention.

Finding Corrected During | They City subsequently submitted the Form One on December 28, 2016. No
the Audit follow up isrequired.
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)
Finding #2016-004 City of El Segundo
Compliance Reference According to Measure R Local Return Guidelines, Section B (11.1), “Form

One providesalisting of projectsfunded with Measure R Loca Returnfunds
along with estimated expendituresfor theyear” and “LACMTA will provide
Local Return funds to a capital project or program sponsor who submits the
required expenditure plan containing the following: (1) The estimated total
cost for each project and/or program activity.”.

Condition The Form One (Expenditure Plan) was not submitted by the required
deadline. Assuch, the expenditures charged to the MRLRF in the amount of
$7,214 were incurred prior to LACMTA's project approval for FY 2016.
However, on December 30, 2016 the City submitted the Form One
(Expenditure Plan) to the LACMTA Program Manager and received a
retroactive approval on December 30, 2016.

Cause The City has gone through a turnover of staff in various departments which
has caused the oversight.
Effect The expenditures charged to the Imperial Highway Overlay project were

allowable costs per Measure R Guidelines, however, due to the late
submission of the annual Form One, the City did not receive prior approval
from LACMTA to incur the expenditures on that project.

Recommendation We recommend that the City establish procedures to ensure that the Form
One (Expenditure Plan) is properly prepared and submitted prior to the
August 1, deadline and the City retain a confirmation of receipt by
LACMTA to comply with the Guidelines.

Management’ s Response The City has hired and assigned a staff person who has established new
processes to ensure internal controls are in place to meet the required
reporting deadlines and proper record retention.

Finding Corrected During LACMTA Program Manager granted a retroactive approval of this project
the Audit on December 30, 2016. No follow isrequired.
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)
Finding #2016-005 City of El Segundo
Compliance Reference According to Measure R Guidelines, Section B (11.2), “Jurisdictions shall

submit a Form Two, to LACMTA annually, by October 15th (following the
conclusion of the fiscal year).”

Condition The City did not meet the October 15, 2016 deadline for submission of Form
Two. However, on December 30, 2016 the City submitted the Form Two
(Expenditure Report) to the LACMTA program manager.

Cause The City has gone through a turnover of staff in various departments which
has caused the oversight.

Effect The City’s Form Two was not submitted timely in accordance with the
Guidelines.

Recommendation We recommend that the City establish procedures to ensure that the Form

Two (Expenditure Report) is properly prepared and submitted prior to the
October 15th deadline and the City retain a confirmation of receipt by
LACMTA to comply with the Guidelines.

Management’ s Response The City has hired and assigned a staff person who has established new
processes to ensure internal controls are in place to meet the required
reporting deadlines and proper record retention.

Finding Corrected During The City subsequently submitted the Form Two on December 30, 2016. No
the Audit follow up isrequired.
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SCHEDULE 2

L os Angeles County Metropolitan Transportation Authority

Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016
(Continued)

Finding #2016-006

City of Hawaiian Gardens

Compliance Reference

According to Measure R Guidelines, Section B (11.2), “Jurisdictions shall
submit a Form Two, to LACMTA annualy, by October 15th (following the
conclusion of the fiscal year).”

Condition The City did not meet the October 15, 2016 deadline for submission of
Expenditure Report Form Two to LACMTA. The City subsequently
submitted the Form Two on October 31, 2016.

Cause The City did not have procedures in place to ensure that Form Two was filed
timely.

Effect The City’ s Form Two was not submitted timely.

Recommendation

We recommend that the City establish procedures to ensure that the Form
Two (Expenditure Report) is properly prepared and submitted before the due
date of October 15th so that the City’s expenditures of the Measure R Loca
Return Fund will be in accordance with LACMTA's approval and the
guidelines. Furthermore, we recommend that the City retain a confirmation
of receipt by LACMTA to indicate the Form Two was submitted in atimely
manner.

Management’ s Response

TheFinance Director took on the City Manager responsibilitieswhen the City
Manager resigned and thisresulted in some items being missed, including the
submission of the form. When the form was submitted to LACMTA, the City
encountered some difficulties with the emails not going through. The City
faxed the forms instead.

Finding Corrected During
the Audit

The City subsequently submitted the Form Two on October 31, 2016.
No follow up isrequired.
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)
Finding #2016-007 City of Redondo Beach
Compliance Reference According to Measure R Local Return Guidelines, Section B (11.1), “Form

One providesalisting of projectsfunded with Measure R Loca Returnfunds
along with estimated expendituresfor theyear” and “LACMTA will provide
Local Return fundsto a capital project or program sponsor who submits the
required expenditure plan containing the following: (1) The estimated total
cost for each project and/or program activity.”

Condition The expendituresfor the Pavement Management Study project in the amount
of $3,851 were incurred prior to LACMTA’s project approval for FY 2016.
However, the project was subsequently approved by LACMTA on
December 16, 2016.

Cause The City believed that projects previoudy approved by LACMTA were not
required to be included in the subsequent years Form One (Expenditure
Plan). The project was previously approved in FY 2015; therefore, the City
did not include this project on Form One for FY 2016.

Effect The Expenditures for Measure R Local Return programs were incurred
without LACMTA's project approval for FY 2016.

Recommendation We recommend that the City establish procedures to ensure that the Form
One (Expenditure Plan) is properly prepared and submitted before the due
date of August 1st. In accordance with the Guidelines, the City should
include all new, amended, ongoing, and carryover projectsin the Form One.

Management’ s Response The City had approved Measure R projects in FY 14 and FY 15 to perform
Pavement Management Surveys (PMS). The contractor’s final invoice for
the PMS, was submitted to the City in November 2015, which was paid in
FY16. In the future, the City will carefully review all prior year project
progressto ensureinclusionin the next year’sLoca Return Project approval
requests.

Finding Corrected During |LACMTA Program Manager granted retroactive approval of the said project
the Audit on December 16, 2016. No follow up isrequired.
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SCHEDULE 2
L os Angeles County Metropolitan Transportation Authority
Schedule of Findings and Questioned Costs
Fiscal Year Ended June 30, 2016

(Continued)
Finding #2016-008 City of West Covina
Compliance Reference According to Measure R Local Return Guidelines, Section VII “It is the

jurisdictions' responsibility to maintain proper accounting records and
documentation to facilitate the performance of the audit prescribed in these
guidelines...” In addition, Government Auditing Standards Section 5.26
lists examples of matters that may be reportable conditions: “e.g.: evidence
of failure to perform tasks that are part of internal control, such as
reconciliations not prepared or not timely prepared.” Good internal controls
require that cash be reconciled at least monthly and material reconciling
items be properly supported.”

Condition During our review of the June 30, 2016 bank reconciliation, we noted that
the bank balance and accounting records had an unreconciling difference of
$93,951. Therefore, the bank reconciliation was not prepared properly and
may not reflect the actual City-wide cash account balance at June 30, 2016.

Cause In 2014, the Finance Department lost most of their Accounting staff due to
retirement and attrition. It was not until mid-2015 that most of the
accounting positions were permanently filled. This caused delays
in performing the bank reconciliations.

Effect The cash balance cannot be validated at June 30, 2016. Without a June 30,
2016 reconciliation of cash, thereisahigh risk of errors.

Recommendation In accordance with the Guidelines, we recommend the City establish
procedures and controls to ensure all bank reconciliation are properly
performed and supported on atimely basis. In addition, we recommend the
City to ensure that the individual(s) responsible for reconciling the bank
balance to the general ledger cash balance have adequate training and
knowledge of bank reconciliations.

Management’ s Response The City Acknowledges the importance of bank reconciliations that are
completed, reviewed and approved timely. A new and improved bank
reconciliation format is in place and is reviewed upon completion by the
Accounting Manager. While staff has prepared the bank reconciliation for
the genera account through June 2016, there are variances that still need to
be reconciled. On October 17, 2016, the consultant that is familiar with the
software and who last reconciled the genera checking account provided
training to the Accountants to help resolve the remaining variances. It is
anticipated that the bank reconciliationswill be completed and timely for the
FY 2016-17 audit.
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(Continued)
Finding #2016-009 City of West Covina
Compliance Reference According to Measure R Local Return Guidelines, Section I, “The Measure

R Ordinance specifies that Local Return funds are to be used for
transportation purposes. No net revenue distributed to Jurisdictions may be
used for purposes other than transportation purposes.” and Section VII “Itis
the jurisdictions’ responsibility to maintain proper accounting records and
documentation to facilitate the performance of audit prescribed in the
guidelines. “ In addition, LACMTA Loca Return Program Manager issued
amemo dated April 29, 2014 to jurisdiction to provide recommendations to
ensure that jurisdictions have adequate evidence to support its compliance
with the Local Returns Guidelines, those recommendations are “that an
electronic system is acceptable aslong as how much time isidentified on the
project (i.e. not just a clock-in-clock-out system) and this non-timesheet
system, excel file or other, is authenticated by the employee and approved
by one's supervisor.” Also, “(4) Where employees work on multiple
activities or cost objectives, a distribution or their salaries or wages will be
supported by personne activity reports or equivaent documentation which
meets the standards in subsection (5) unless a statistical sampling system.
(6)) or other substitute system has been approved by the cognizant Federal
agency. Such documentary support will be required where employees work
on:
(b) A Federal award and non-Federal award.

(5) Personnel activity reports or equivalent documentation must meet the

following standards:
(b) They must reflect an after the fact distribution of the actual activity
of each employee,
(f) Budget estimates or other distribution percentages determined
before the services are performed do not qualify as support for charges
to Federa awards but may be used for interim accounting purposes,
provided that: (i) the governmental unit’'s system for establishing the
estimates produces reasonabl e approximations of the activity actually
performed; (ii) at least quarterly, comparisons of actual costs to
budgeted distribution based on monthly activity reports are made.
Costs charged to Federa awards to reflect adjustments made as a
result of the activity actually performed may be recorded annually if
the quarterly comparisons show the differences between budgeted and
actual costs are less than ten percent; and (iii) the budget estimates or
other distribution percentages are revised a least quarterly, if
necessary, to reflect changed circumstances.”
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Finding #2016-009 City of West Covina
(Continued)

Condition To support the propriety of expenditures being charged to Measure R Local
Return Fund, payrall should be supported by properly executed payrolls, time
records, activity reports, vouchers or other documentation evidencing in
proper detail the nature of the charges. However, the salaries and benefits
charged to SP15106 Street Rehabilitation Project Code 01-007 amounting to
$5,995 and Fund Administration Project Code 08-001 amounting to $45,460
were based on distribution percentages determined before the services were
performed.

Cause The City stated that it was not aware that its practice of allocating salaries
and benefits to a project was not adequate support for labor costs claimed.
Furthermore, the new cost all ocation plan was del ayed for numerous reasons:
1) The City attempted to hire a consultant to prepare a new cost allocation
plan in July 2014, but was unable to settle on a contract with the vendor; 2)
The Finance Director at the time then left the City and a new one was not
hired until April 15; and 3) in July 2015, the new Finance Director got
direction from the City Council to issue a new RFP and continue with the
project.

Effect The cost claimed under the Measure R Local Return Fund project may
include expenditures which may not be an allowable Measure R project
expenditure. Thisresulted in questioned costs of $51,455

Recommendation In accordance with the Guidelines, we recommend that the City reimburse its
Measure R Loca Return Fund account by $51,455. In addition, we
recommend that the City revise its current labor costs reporting procedures
to ensure that labor costs charged to the Local Return Funds are adequately
supported.

Management’s Response | Thiscomplianceissuewas not previously presented to the City and the City’s
practice has been consistent for numerous years. Since receiving the letter in
April 2014, which is mentioned in the Compliance Reference section, City
staff issued a RFP to hire a consultant to develop a hew cost allocation plan
for the City. The contract was awarded in September 2015 and the plan was
completed in time to be incorporation in FY 2016-17 budget. As aresult of
another audit finding, staff is now tracking their time on timesheets as oppose
to being allocated automatically in payroll. In June 2016, Finance staff
conducted a timesheet audit and has incorporated proper internal controlsto
ensure approved timesheet are submitted to Finance. All of these issues have
been resolved moving forward, but the recommendation to return $51,455
would be a hardship on the City.
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Finding #2016-010 City of Whittier

Compliance Reference According to Local Return Guidelines, Section V, “It is jurisdictions
responsibility to maintain proper accounting records and documentation...”
and this requires a system of interna control that can be carried out as
prescribed by the established accounting policies and procedures. Written
accounting policies and procedures provide a system that accurately
measures business activities, processes that information into reports, and
communicates these findings to decision makers.

Condition The City did not provide written accounting policies and procedures when
regquested.

Cause City has written desk procedures for the various accounting functions.

Effect Without written accounting policies and procedures, there isthe potential for

increased risk of inaccurate and unreliable financial records and misstated
financia reports.

Recommendation We recommend that the City establish written accounting policies and
procedures to ensure accurate recording and reporting of financial activities.

Management’s Response | City has desk procedures in place and management will re-evaluate policies
and procedures.
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Finding #2016-011 City of Whittier

Compliance Reference According to Measure R Local Return Guidelines, Section B.VII.A,
Financial and Compliance Provisions, “The Measure R LR Audits shall
include, but not limited to, verification of adherenceto thefollowing financia
and compliance provisions of this guidelines: Verification that funds were
expended with Metro’s approval .”

Condition The expenditure for MRLRF's Project Code 1.05, Janine Drive from La
Sernato Santa Gertrudes Avenue Asphalt Overlay, in the amount of $4,457
were incurred prior to the approval from LACMTA for fiscal year 2015-16.
However, the City subsequently received LACMTA's approval on the
Measure R project on September 29, 2016.

Cause Staff believed that the initial approval was sufficient to complete the project.

Effect The City did not comply with the Guidelines when expenditures for MRLRF
projects are incurred without LACMTA' s approval.

Recommendation We recommend that the City establish procedures to ensure that it obtains
approval from LACMTA prior to implementing any Measure R Local Return
projects. Form One (Annual Project Budget Report) should be properly
prepared so that the City’s expenditures of Measure Local Return Funds are
in accordance with LACMTA’s approval and the Guidelines. In accordance
with the Guidelines, the City should include al approved on-going and
carryover Local Return projectsin Form One.

Management’s Response | City received project approval but will direct staff to obtain additional
authorization before expenditures are incurred.

Finding Corrected During | LACMTA Program Manager granted retroactive approval of the said project
the Audit on September 29, 2016. No follow up is required.




