
  

 

 

GOVERNANCE AND AUDIT COMMITTEE 

 

Thursday, September 3, 2015 

4:00 PM 

Conference Room 157 

County Government Center 

70 West Hedding Street 

San Jose, CA 

 
AGENDA 

  

3331 North First Street ∙ San Jose, CA  95134-1927 ∙ Administration 408.321.5555 ∙ Customer Service 408.321.2300 

 

CALL TO ORDER 

1. ROLL CALL 

2. PUBLIC PRESENTATIONS:   

This portion of the agenda is reserved for persons desiring to address the Committee on 
any matter not on the agenda.  Speakers are limited to 2 minutes.  The law does not 
permit Committee action or extended discussion on any item not on the agenda except 
under special circumstances.  If Committee action is requested, the matter can be placed 
on a subsequent agenda.  All statements that require a response will be referred to staff 
for reply in writing. 

3. ORDERS OF THE DAY – Approve the Consent Agenda 

CONSENT AGENDA 

4. Approve the Regular Meeting Minutes of June 4, 2015. 

5. ACTION ITEM - Recommend that the Board of Directors approve changes to 2015 
 Board Standing Committee and Board Ad Hoc Committee appointments. 

6. ACTION ITEM - Recommend that the Board of Directors approve appointments to the 
 State Route 85 Corridor Policy Advisory Board.  

7. ACTION ITEM - Recommend that the Board of Directors approve appointments to the 
 El Camino Real Rapid Transit Policy Advisory Board.  
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REGULAR AGENDA 

8. ACTION ITEM - Review and receive the Auditor General's report on the Third-Party 
 Fare Reporting Process Assessment. 

9. ACTION ITEM - Review and receive the Auditor General's report on the BART Silicon 
 Valley Comprehensive Agreement Assessment. 

10. INFORMATION ITEM - Receive and review the Quarterly Ethics Hotline Summary 
 Report. 

11. INFORMATION ITEM - Receive an update from Auditor General Office staff on the 
 status of projects contained in the current Internal Audit Work Plan. 

OTHER ITEMS 

12. Items of Concern and Referral to Administration. 

13. Review Committee Work Plan.  (Fernandez) 

14. Committee Staff Report.  (Fernandez) 

15. Chairperson's Report.  (Woodward) 

16. Determine Items for the Consent Agenda for future VTA Board of Directors' meetings. 

17. ANNOUNCEMENTS 

18. ADJOURN 

The Consent Agenda items may be voted on in one motion at the beginning of the meeting under 
Orders of the Day. If you wish to discuss any of the Consent Agenda items, please request that 
the item be removed from the Consent Agenda under Orders of the Day, Agenda Item #3. 
 
In accordance with the Americans with Disabilities Act (ADA) and Title VI of the Civil Rights 
Act of 1964, VTA will make reasonable arrangements to ensure meaningful access to its 
meetings for persons who have disabilities and for persons with limited English proficiency who 
need translation and interpretation services.  Individuals requiring ADA accommodations should 
notify the Board Secretary’s Office at least 48-hours prior to the meeting. Individuals requiring 
language assistance should notify the Board Secretary’s Office at least 72-hours prior to the 
meeting.   The Board Secretary may be contacted at  (408) 321-5680 or  
board.secretary@vta.org or  (408) 321-2330 (TTY only).  VTA’s home page is www.vta.org 
or visit us on  www.facebook.com/scvta.   (408) 321-2300:    中文 / Español / 日本語 /  

한국어 / tiếng Việt /  Tagalog. 
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Disclosure of Campaign Contributions to Board Members (Government Code Section 84308) In 
accordance with Government Code Section 84308, no VTA Board Member shall accept, solicit, 
or direct a contribution of more than $250 from any party, or his or her agent, or from any 
participant, or his or her agent, while a proceeding involving a license, permit, or other 
entitlement for use is pending before the agency.  Any Board Member who has received a 
contribution within the preceding 12 months in an amount of more than $250 from a party or 
from any agent or participant shall disclose that fact on the record of the proceeding and shall not 
make, participate in making, or in any way attempt to use his or her official position to influence 
the decision. A party to a proceeding before VTA shall disclose on the record of the proceeding 
any contribution in an amount of more than $250 made within the preceding 12 months by the 
party, or his or her agent, to any Board Member.  No party, or his or her agent, shall make a 
contribution of more than $250 to any Board Member during the proceeding and for three 
months following the date a final decision is rendered by the agency in the proceeding.  The 
foregoing statements are limited in their entirety by the provisions of Section 84308 and parties 
are urged to consult with their own legal counsel regarding the requirements of the law. 
 

All reports for items on the open meeting agenda are available for review in the Board 
Secretary’s Office, 3331 North First Street, San Jose, California, (408) 321-5680, the Monday, 
Tuesday, and Wednesday prior to the meeting.  This information is available on VTA’s website 
at http://www.vta.org and also at the meeting. 
 

NOTE: THE BOARD OF DIRECTORS MAY ACCEPT, REJECT OR MODIFY  

ANY ACTION RECOMMENDED ON THIS AGENDA. 



 
 

   
 

Date: September 2, 2015 
Current Meeting: September 3, 2015 
Board Meeting: September 3, 2015 

  
BOARD MEMORANDUM    
 
TO: Santa Clara Valley Transportation Authority 
                           Governance and Audit Committee 
 
THROUGH:  General Manager, Nuria I. Fernandez 

FROM:  Board Secretary, Elaine Baltao 
 
SUBJECT:  Changes to 2015 Board Standing Committee and Ad Hoc Committee 

Appointments 
 

3331 North First Street ∙ San Jose, CA  95134-1927 ∙ Administration 408.321.5555 ∙ Customer Service 408.321.2300 

Policy-Related Action: No Government Code Section 84308 Applies: No 

ACTION ITEM 

RECOMMENDATION: 

Recommend that the Board of Directors approve changes to 2015 Board Standing Committee and 
Board Ad Hoc Committee appointments. 

BACKGROUND: 

The VTA Administrative Code specifies that the Board approves the members and chairpersons 
for all Board standing committees based on recommendations for these positions provided by the 
Governance & Audit Committee.  The term of appointment for each position is one year, 
coinciding with the calendar year.  Only directors, not alternates, are eligible to serve in the 
chairperson position.  The VTA Administrative Code also specifies that the chairperson of 
specified Board standing committees, including the Transit Planning & Operations (TP&O) 
Committee, serve on another Board standing committee, the Governance & Audit Committee. 
 
In August 2015, Director Rich Larsen, due to relocating out of the county, resigned from the 
VTA Board.  Director Larsen represented the Northwest Cities Group (the cities of Los Altos, 
Mountain View, Palo Alto and the Town of Los Altos Hills).  For 2015, he served on the TP&O 
Committee and was that committee’s chairperson, and thus served on the Governance & Audit 
Committee as well.  In addition, he served on the Ad Hoc Committee on Envisioning Silicon 
Valley.  As a result of his resignation, the aforementioned Board-appointed positions are now 
vacant and therefore require Board appointment of replacements. 
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DISCUSSION: 

The public interest is best served by filling vacant Board standing committee positions as soon as 
is reasonably possible.  As such, submitted for Board consideration are recommendations to fill 
for the remainder of 2015 the positions vacated by former director Larsen.  They are: 

• Appoint Johnny Khamis, current TP&O vice chair, as TP&O chairperson 

• Appoint current TP&O Alternate Member Jeannie Bruins, representing the Northeast 
County Cities, as a TP&O member.  (The Northeast Cities Group recently appointed Ms. 
Bruins to replace Mr. Larsen as its VTA representative). 

• Appoint Director Jason Baker to the Ad Hoc Committee on Envision Silicon Valley 

Should the Board approve the appointment of TP&O Vice Chairperson Khamis to serve as that 
committee’s chairperson, he would automatically serve on the Governance & Audit Committee.  
Additionally, at its next meeting the TP&O Committee would elect a successor vice chairperson. 

ALTERNATIVES: 

The Board could choose to not ratify any or all of these appointments. 

FISCAL IMPACT: 

There is no fiscal impact as a result of this action. 

Prepared by: Stephen Flynn, Advisory Committee Coordinator 
Memo No. 5180 



 
 

   
 

Date: September 2, 2015 
Current Meeting: September 3, 2015 
Board Meeting: September 3, 2015 

  
BOARD MEMORANDUM    
 
TO: Santa Clara Valley Transportation Authority 
 Governance and Audit Committee 
 
THROUGH:  General Manager, Nuria I. Fernandez 

FROM:  Board Secretary, Elaine Baltao 
 
SUBJECT:  Appointments to the State Route (SR) 85 Corridor Policy Advisory Board 
 

3331 North First Street ∙ San Jose, CA  95134-1927 ∙ Administration 408.321.5555 ∙ Customer Service 408.321.2300 

Policy-Related Action: No Government Code Section 84308 Applies: No 

ACTION ITEM 

RECOMMENDATION: 

Recommend that the Board of Directors approve appointments to the State Route 85 Corridor 
Policy Advisory Board.  

BACKGROUND: 

VTA policy advisory boards (PAB) are established by the VTA Board of Directors to ensure that 
the local jurisdictions most affected by major transportation capital improvement projects are 
involved and have a voice in guiding the planning, design and construction of those projects.  
PABS provide input, perspective and recommendations to the VTA Board and administration. 
 
The Board established the State Route (SR) 85 Corridor PAB comprised of voting membership 
from jurisdictions within or near the corridor.  These include the County of Santa Clara and the 
cities of Campbell, Cupertino, Los Altos, Los Gatos, Monte Sereno, Mountain View, San José, 
Saratoga and Sunnyvale.  In addition, one ex-officio, non-voting member and alternate may be 
appointed by the California Department of Transportation (Caltrans). 
 

Revised Agenda Item #6
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The VTA Administrative Code provides that each of these voting positions, jurisdictions may 
appoint governing board members to serve as its representative and alternate member.  All 
appointments by external bodies to VTA PABs require ratification by the Board of Directors. 

DISCUSSION: 

Submitted for Board ratification are several recent appointments to the SR 85 Corridor PAB 
made by member jurisdictions.  All meet the requirement of being a current governing board 
member from the appointing jurisdiction.  The appointments are:  

• John McAlister, representing the City of Mountain View (Member) 
• Lenny Siegel, representing the City of Mountain View (Alternate Member) 
• Rod Sinks, representing the City of Cupertino (Member) 
• Barry Chang, representing the City of Cupertino (Alternate Member) 
• Howard Miller, representing the City of Saratoga (Member) 
• Mary-Lynne Bernald, representing the City of Saratoga (Alternate Member) 
• Walter Huff, representing the City of Monte Sereno (Member) 
• Burton Craig, representing the City of Monte Sereno (Alternate Member) 
• Marcia Jensen, representing the Town of Los Gatos (Member) 
• Rob Rennie, representing the Town of Los Gatos (Alternate Member) 

ALTERNATIVES: 

The Board could choose to not ratify any or all of these appointments. 

FISCAL IMPACT: 

There is no fiscal impact as a result of this action. 

Prepared by: Stephen Flynn, Advisory Committee Coordinator 
Memo No. 5181 

Revised Agenda Item #6

Oblena_M
Rectangle



 

 
   

 
Date: August 26, 2015 
Current Meeting: September 3, 2015 
Board Meeting: September 3, 2015 

  
BOARD MEMORANDUM    
 
TO: Santa Clara Valley Transportation Authority 
 Governance and Audit Committee 
 
THROUGH:  General Manager, Nuria I. Fernandez 

FROM:  Board Secretary, Elaine Baltao 
 
SUBJECT:  Appointments to the El Camino Real Rapid Transit Corridor Policy Advisory 

Board 
 

3331 North First Street ∙ San Jose, CA  95134-1927 ∙ Administration 408.321.5555 ∙ Customer Service 408.321.2300 

Policy-Related Action: No Government Code Section 84308 Applies: No 

ACTION ITEM 

RECOMMENDATION: 

Recommend that the Board of Directors approve appointments to the El Camino Real Rapid 
Transit Policy Advisory Board.  

BACKGROUND: 

VTA policy advisory boards (PAB) are established by the VTA Board of Directors to ensure that 
the local jurisdictions most affected by major transportation capital improvement projects are 
involved and have a voice in guiding the planning, design and construction of those projects.  
PABS provide input, perspective and recommendations to the VTA Board and administration. 
 
The membership of the El Camino Real Rapid Transit PAB membership from jurisdictions 
within or near the corridor has been established to consist of the County of Santa Clara and the 
cities of Los Altos, Mountain View, Palo Alto, San Jose, Santa Clara, and Sunnyvale.  
 
The VTA Administrative Code provides that each of these jurisdictions may appoint governing 
board members to serve as its representative and alternate member.  All appointments by 
external bodies to VTA PABs require ratification by the Board of Directors. 
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DISCUSSION: 

Submitted for Board ratification are two recent appointments to the El Camino Real Rapid 
Transit PAB made by member jurisdictions.  Both meet the requirement of being a current 
governing board member from the appointing jurisdiction.  The appointments are:  

 Teresa O’Neill, representing the City of Santa Clara (Alternate Member) 
 Jim Davis, representing the City of Sunnyvale (Alternate Member) 

ALTERNATIVES: 

The Board could choose to not ratify either or both of these appointments. 

FISCAL IMPACT: 

There is no fiscal impact as a result of this action. 

Prepared by: Stephen Flynn, Advisory Committee Coordinator 
Memo No. 5182 
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Date: August 19, 2015 
Current Meeting: September 3, 2015 
Board Meeting: November 5, 2015 

  
BOARD MEMORANDUM    
 
TO: Santa Clara Valley Transportation Authority 
 Governance and Audit Committee 
 
 FROM:  Auditor General, Patrick J. Hagan 
 
SUBJECT:  Third-Party Fare Reporting Process Assessment 
 

3331 North First Street ∙ San Jose, CA  95134-1927 ∙ Administration 408.321.5555 ∙ Customer Service 408.321.2300 

Policy-Related Action: No Government Code Section 84308 Applies: No 

ACTION ITEM 

RECOMMENDATION: 

Review and receive the Auditor General's report on the Third-Party Fare Reporting Process 
Assessment. 

BACKGROUND: 

Since 2011, VTA has participated in the Clipper® program, an electronic fare payment system 
for intra- and inter-operator transit trips in the Bay Area.  This program currently accounts for 
approximately 30% of VTA’s fare revenue, averaging $950,000 monthly.  
 
The Clipper program is governed per terms of a Memorandum of Understanding by and among 
the Metropolitan Transportation Commission, VTA, and other Bay Area operators. Cubic 
Transportation Systems operates and maintains the Clipper system and is responsible for 
financial settlement of program activity.  
 
A project contained in the Board-approved FY 2015 Internal Audit Work Plan was this Third-
Party Fare Reporting Process Assessment.  The Auditor General’s Office completed this review 
in June 2015.  
 
DISCUSSION: 

The objective of the Third-Party Fare Reporting Process Assessment was to reasonably validate 
that VTA sends or receives its appropriate settled revenue from the Clipper program and that 
VTA pays its appropriate portion of operating fees to the Clipper program.   
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Based on the scope of our assessment and the work performed, we observed that overall the 
processes and controls supporting the Clipper program reporting have been operating effectively 
and no material weaknesses were noted.  Three observations were identified: one rated Medium 

and two rated Low.  Based on this, an overall report rating of Low was assigned to help 
management understand our assessment of the overall design and operating effectiveness of 
VTA’s third party fare reporting process and controls.   
 
The observations, recommendations, and VTA’s management responses to address each are 
described in the Detailed Observations section, beginning on page 3.  VTA management agrees 
with all Auditor General Office’s recommendations and has committed to implement the 
corrective actions by June 30, 2016, with two of the three already being completed.   
 
Recommendations for improvement or efficiency opportunities contained in this report are 
presented for the consideration of VTA management, which is responsible for the effective 
implementation of any action plans. 

FISCAL IMPACT: 

There is no financial impact associated with acceptance of this report. 

Prepared by: Pat Hagan, Auditor General & Stephen Flynn, Advisory Committee Coordinator 
Memo No. 4646 
 
ATTACHMENTS: 
 A--Third-Party Fare Reporting Process (PDF) 
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EXECUTIVE SUMMARY 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Overall Report Rating & Observations 
(See Appendix A for definitions) 

 
Report  
Rating 

Number of Observations by Risk Rating 

High Medium Low 

Third-Party Fare 
Reporting 

Low 0 1 2 

Background  
A component project contained in the Board-approved FY 2015 Internal 

Audit Work Plan is this Third-Party Fare Reporting review. The Auditor 

General’s Office completed this review in June 2015. This review, as are all 

Auditor General audits and reviews, was performed in accordance with the 

Standards for Consulting Services issued by the American Institute of 

Certified Public Accountants.  

 

Since 2011, VTA has participated in the Clipper® program, an electronic 
fare payment system for intra- and inter-operator transit trips in the Bay 
Area, which accounts for approximately 30% of VTA’s fare revenue, 
averaging $950 thousand monthly.  
 
The Clipper program is governed per terms of a Memorandum of 
Understanding “MOU” by and among the Metropolitan Transportation 
Commission (“MTC”), VTA, and other Bay Area operators. Cubic 
Transportation Systems (“Cubic”) operates and maintains the Clipper 
system and is responsible for financial settlement of program activity.  
 
All participating operators agreed to implement and operate the Clipper fare 
payment system in accordance with the Clipper Operating Rules, pay their 
share of Clipper operating costs, and fulfill other responsibilities as noted in 
the Clipper MOU.   

Objective and Scope 
The objective of the review was to reasonably validate that VTA sends or 

receives its appropriate settled revenue from the Clipper program and that 

VTA pays its appropriate portion of operating fees to the Clipper program.  

This was accomplished by reviewing third-party fare reporting processes, 

testing Clipper data from Cubic, assessing the effectiveness of the design 

and operation of internal controls, as well as identifying potential 

opportunities for process and control improvements.   

 

Fieldwork consisted of reviewing program contracts and amendments, 
related processes and procedures, as well as performing staff interviews, 
process walkthroughs, and fieldwork testing. For addition detail of the 
scope and fieldwork completed, refer to Appendix B on page 7. 

Overall Summary and Review Highlights 
As a result of our review, we observed that the processes and controls 
supporting the Clipper program reporting have been operating effectively and 
no material weaknesses were noted.  
 
During our review, three observations were identified: one rated Medium and 
two rated Low. Based on this, an overall report rating of Low was assigned to 
help management understand our assessment of the overall design and 
operating effectiveness of VTA’s third party fare reporting process and 
controls.  
 
Observations were identified in the following areas: 

 Clipper Data Verification 

 Cubic Service Organization Control (SOC) Report and Review 

 Clipper Operating Fee Allocation & Calculation Verification 
 
The observations, recommendations, and VTA’s management responses to 
address each are described in the Detailed Observations section, beginning 
on page 3. Management has committed to complete the agreed-upon action 
plan by June 30, 2015. 
 
This report was prepared for use by VTA’s Board of Directors, Governance 
and Audit Committee, and management. Recommendations for improvement 
are presented for management’s consideration, which is responsible for the 
effective implementation of the agreed-upon Action Plan.  
 
We would like to thank VTA and all those involved in assisting us in 
connection with the assessment. Questions should be addressed to Patrick 
Hagan in the VTA Auditor General’s Office at Auditor.General@VTA.org 

8.a
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OBSERVATIONS SUMMARY 

Following is a summary of observations noted in the areas reviewed. Definitions of the observation rating scale are included in Appendix A  

Ratings by Observation 

Observation Title  Rating 

1. INDEPENDENT VERIFICATION OF CLIPPER DATA FROM CUBIC Medium 

2. CUBIC SOC-1 REPORT REVIEW  Low 

3. CLIPPER OPERATING FEE – ALLOCATION AND  CALCULATION VERIFICATION Low 
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DETAILED OBSERVATIONS 

Independent Verification of Clipper Data from Cubic 

Ref. # 

1 

Observation: 

VTA does not independently verify Clipper 

revenue-generating data for transactions that 

occur outside of VTA-owned terminals. 

Recommendation:  

Evaluate available platforms to access Clipper 

transaction data from Cubic and develop a 

process to independently verify and reconcile 

the data to the Clipper Settlement Report on a 

periodic basis. 

Management’s Response and Action Plan: 

Responsible Party:  

Fare Programs and Systems 

 

Target Date: 06/30/2016 

Observation Rating: Medium 

1. During our review with VTA’s Revenue Services team in 

the Finance & Budget division, we observed that VTA has 

the ability to validate Clipper-related sales data generated 

from VTA’s Ticket Office Terminals (“TOTs”) and Ticket 

Vending Machines (“TVMs”). Currently, however, VTA does 

not independently validate Clipper sales data provided by 

Cubic, including the e-cash collected for VTA and VTA 

products sold by other transit operators and third-party 

merchants.  

As part of fieldwork interviews with MTC and Cubic, we 

identified two possible methods where VTA could 

independently verify Clipper transaction data and reconcile 

the data to the Clipper Settlement Report. First, the MTC 

loads the Cubic transaction data into their own database on 

a daily basis, and VTA has the right to visit MTC on a 

periodic basis and query the database at no additional cost. 

Second, Cubic provides a data service called the Cubic data 

store (“TDS Store”) that, for a minimal additional cost to 

VTA, would allow VTA to obtain read-only access of Cubic’s 

device-related transaction data on a daily basis, but use of 

the data would likely require ongoing programming and IT 

maintenance support by VTA.  

1. Because VTA is only able to verify Clipper 
data for transactions on VTA-owned terminals, 
we recommend that VTA evaluate and select 
one of the two platforms identified during 
fieldwork that would allow VTA to access 
Clipper transaction data. Subsequently, we 
recommend that VTA develop a process to 
independently verify Clipper transaction data 
and reconcile the information to the Clipper 
Settlement Report.  

Although neither the MTC database nor the 
TDS Store account for back office related user 
data transactions, such as manual adjustments 
(claims), add value recoveries and auto-load 
settlement transactions, either alternative 
selected by VTA would facilitate independent 
verification of the completeness and accuracy 
for the majority of Clipper transaction data and 
enhance VTA’s Clipper fare recovery 
reconciliation process.  

1. VTA management concurs that periodic 

testing of revenue transaction data to confirm 

that revenue calculations reflect actual 

ridership data and reconcile to Clipper 

Settlement Reports will enhance the fare 

reconciliation process. 

VTA will select at least three sample days 

from each of the four quarters of the prior 

fiscal year and will review all original revenue 

transactions for the selected sample dates by 

collecting transaction data directly from the 

production system with the assistance of staff 

from MTC and Cubic. 
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Cubic SOC-1 Report Review 

Ref. # 

2 

Observation: 

Cubic SOC-1 report was not reviewed by 
VTA management on an annual basis. 

Recommendation:  

Ensure current Cubic SOC-1 reports are obtained 

by VTA and reviewed by management annually. 

Management’s Response and Action Plan: 

Responsible Party: Fare Programs and 

Systems 

Target Date: Completed as of 6/30/15 

Observation Rating: Low 

2. As a third-party service organization, Cubic issues 

a Service Organization Control (SOC-1) report that 

provides independent auditor attestation over Cubic’s 

handling of financial data relevant to VTA’s interaction 

with the Clipper card process.  

During our walkthrough with VTA’s Fare Program & 

Systems Manager, we noted that Cubic’s SOC-1 

report was not regularly reviewed by VTA 

management to evaluate control implications at the 

service organization and if there were any potential 

conditions that could adversely affect VTA’s internal 

control over financial reporting.  

  

 

 

 

 

2. We recommend VTA management request and 

review the SOC-1 report provided by Cubic on an 

annual basis to ensure VTA is familiar with Cubic’s 

internal controls and verify if any testing exceptions 

documented in the report are relevant to VTA. 

For example, by VTA reviewing the Cubic SOC-1 
report, any items identified that represent a risk of 
material misstatement would be identified and 
additional actions on VTA’s part could be taken to 
mitigate the associated risk.  

 

2. VTA management concurs and has 

implemented the recommendation. The review 

was conducted by VTA personnel on 3/20/2015 

on the latest Cubic SOC-1 Report (covering 

through 09/01/2013 to 05/31/14) and related 

bridge letter (through 9/22/2014), noting the 

relevance of the user considerations tested and 

reported upon in the SOC-1 report and that no 

adverse findings were noted that might create 

increased risk exposure to VTA with respect to 

Cubic’s processes. VTA will review SOC-1 

reports and related bridge letters annually.   
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Clipper Operating Fees – Calculation and Allocation Verification   

Ref. # 

3 

Observation: 

Prior to issuing payment for Clipper operating 

fees, VTA does not verify the revenue amount 

used in the allocation calculation.  

Recommendation:  

Ensure VTA reviews the revenue amount used by 

MTC to calculate VTA’s allocation of Clipper 

operating fees prior to issuing payment.   

Management’s Response and Action Plan: 

Responsible Party:  

Fare Programs and Systems 

Target Date: Completed as of 6/30/15 

Observation Rating: Low 

3. The Metropolitan Transportation Commission (“MTC”) 

manages the Clipper program and, on a monthly basis, 

operating fees are calculated and allocated to the each of 

the Clipper transit operators. Per Amendment No. 2 of 

the Clipper MOU, two-thirds of Clipper operating costs 

(contractual fees due to Cubic) are allocated to operators 

based on total fee payment transactions, while one-third 

of the operating costs are allocated to operators based 

on total revenue collected.  Fee amounts are distributed 

among various operators based on their total fee 

payment transactions and total revenue collected.  

On a monthly basis, MTC aggregates these calculations 

and remits to each transit operator its respective 

operating fee and supporting calculations. Although VTA 

has an existing review process for reviewing the monthly 

operating fee invoice, it was noted that the VTA revenue 

allocation used by MTC to calculate operating fees is not 

included in the review process and verified by VTA prior 

to issuing payments.  

 

3. We recommend that VTA expand its existing 

review process of the Clipper monthly operating 

fee invoice to include the verification of the revenue 

allocation amounts used by MTC to calculate 

VTA’s operating fee against VTA’s revenue 

summary spreadsheet.  

By including this verification step VTA validates the 

completeness and accuracy of the calculation 

basis of its operating fees and increases the 

likelihood that an inaccurate fee amount would be 

detected prior to remittance.  

3. VTA management concurs and has 

enhanced the review process as follows: 

Daily: Monitor and record revenue from 

Clipper Reports Server (TLF 002 Report).  

Monthly: Calculate revenue totals from sub-

total of daily report work sheets.  Compare 

totals to revenue totals reported in monthly 

operator report by MTC.  Review the monthly 

cost calculation worksheet from MTC, 

compare revenue totals used in cost 

allocation calculations to total from daily work 

sheets, and calculate VTA percentage share 

of revenue to confirm accuracy of cost 

allocation. 
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APPENDIX A – RATING DEFINITIONS 
 

Observation Risk Rating Definitions 
 

Report Rating Definitions 

Rating Definition  Rating Explanation 

Low 

Process improvements exist but are not an 
immediate priority for VTA. Taking advantage of 
these opportunities would be considered best 
practice for VTA. 

 

Low 

Adequate internal controls are in place and operating effectively. Few, if 
any, improvements in the internal control structure are required. 
Observation should be limited to only low risk observations identified or 
moderate observations which are not pervasive in nature. 

 

Medium 

Process improvement opportunities exist to help VTA 
meet or improve its goals, meet or improve its 
internal control structure, and further protect its brand 
or public perception. This opportunity should be 
considered in the near term. 

 

Medium 

Certain internal controls are either: 

 Not in place or are not operating effectively, which in the aggregate, 
represent a significant lack of control in one or more of the areas within 
the scope of the review. 

 Several moderate control weaknesses in one process, or a 
combination of high and moderate weaknesses which collectively are 
not pervasive. 

 

High 

Significant process improvement opportunities exist 
to help VTA meet or improve its goals, meet or 
improve its internal control structure, and further 
protect its brand or public perception presents. This 
opportunity should be addressed immediately 

 

High 

Fundamental internal controls are not in place or operating effectively for 
substantial areas within the scope of the review. Systemic business risks 
exist which have the potential to create situations that could significantly 
impact the control environment. 

 Significant/several control weaknesses (breakdown) in the overall 
control environment in part of the business or the process being 
reviewed. 

 Significant non-compliance with laws and regulations. 

 High observations which are pervasive in nature. 

 

Not Rated 
Opportunity to improve efficiency or profitability of operations, but does not 
indicate an internal control weakness or a material inefficiency. 
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APPENDIX B – DETAILED SCOPE AND WORK PLAN  

 
 

Our engagement consisted of a review of existing policies, processes, and procedures; staff interviews; and process walkthroughs to validate effectiveness of 
process and controls. 
 
Fieldwork Dates:  

 March 9, 2015 to May 31, 2015.  
 
Detailed Scope: 

 The scope of this review was limited to Clipper Card payment fare recovery and associated processes, including: 
o Controls in place to ensure proper segregation of duties 
o Controls in place to ensure contract compliance, including evaluation of MOU and applicable amendments in place 
o Controls in place within the third-party fare payment processing service organization 
o Accuracy and completeness of Clipper revenue data generated from Cubic 

 
Walkthroughs Completed/Personnel Interviewed: 

 VTA, Fare Program & Systems Manager 

 VTA, Senior Accountants – Revenue Department 

 MTC, Senior Program Coordinator of Electronic Payments  

 Cubic, System Architect and Accounting Manager 
 
In addition to the detailed observations and recommendations noted above, we noted the following during our review:  

 Effective Clipper MOU and related amendments are in place. 
 The following three Clipper Card fare recovery controls were successfully tested with no major exceptions identified: 

 Semi-monthly reconciliation of Clipper Settlement Report to bank settlement (sample tested: 3 months) 
 Daily reconciliation of TOT transactions (sample tested: 15 days) 
 Monthly operating fee payment verification and quarterly bank fee payment verification (sample tested: 3 months and 2 quarters) 

 Clipper operating fees are calculated and collected in accordance with the Clipper MOU. 
 Controls are in place to ensure proper segregation of duties, such as independent preparer and reviewer of posting of revenue related transactions.  
 In order to validate the completeness and accuracy of Clipper data generated from Cubic, we met with Cubic’s System Architect and Accounting 

Manager to confirm VTA’s settled revenue for the following sample dates against source data generated from Cubic’s MASS Database system in 
person and noted the totals of raw source data, including e-cash fare collected, VTA products sold by others, and total revenue settlement, agreed to 
the daily Clipper Settlement reports for the tested dates.  

 January 26th, 2015: Total settlement revenue for the day - $14,208.5 
 February 2nd, 2015: Total settlement revenue for the day - $108,205.7 
 February 11th, 2015: Total settlement revenue for the day - $11,580 
 February 26th, 2015: Total settlement revenue for the day - $25,206.75 
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Date: August 26, 2015 
Current Meeting: September 3, 2015 
Board Meeting: November 5, 2015 

  
BOARD MEMORANDUM    
 
TO: Santa Clara Valley Transportation Authority 
 Governance and Audit Committee 
 
 FROM:  Auditor General, Patrick J. Hagan 
 
SUBJECT:  BART Silicon Valley Comprehensive Agreement Assessment 
 

3331 North First Street ∙ San Jose, CA  95134-1927 ∙ Administration 408.321.5555 ∙ Customer Service 408.321.2300 

Policy-Related Action: No Government Code Section 84308 Applies: No 

ACTION ITEM 

RECOMMENDATION: 

Review and receive the Auditor General's report on the BART Silicon Valley Comprehensive 
Agreement Assessment. 

BACKGROUND: 

VTA’s BART Silicon Valley (BART SV) Extension Project is the 16-mile extension of the 
existing Bay Area Rapid Transit District (BART) system to the Santa Clara County cities of San 
Jose, Milpitas and Santa Clara.  This project is being delivered through a phased approach.  The 
first phase, the Berryessa Extension Project (SVBX), is the initial 10-mile segment from Fremont 
south through Milpitas to the Berryessa area of north San Jose.  The SVBX project is under 
construction, with revenue service currently projected for fall 2017.  
 
In 2001, VTA and BART entered into a Comprehensive Agreement to construct, operate, and 
maintain the rail line and related facilities of the BART SV Extension.  At that time, the plan was 
to construct the entire BART SV Extension one time, instead of in phases. 
 
The Board-approved FY 2015 Internal Audit Work Plan included a risk assessment of the BART 
SV Comprehensive Agreement (the Agreement). The Auditor General’s Office completed this 
review on August 11, 2015, and this report is the result of that review.  
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identify specific risks VTA may face due to the existing terms.  A related purpose was to provide 
recommendations and mitigation strategies that VTA could utilize when developing associated 
future agreements with BART, especially the forthcoming Operations & Maintenance (O&M) 
Companion Agreement which is intended to enhance and clarify the BART Comprehensive 
Agreement contract terms and facilitate the ongoing administration of the BART SV project. 

 

The top risks identified during our review are described in detail beginning on Page 3.  These 
consist of a description of each risk, including potential impact to VTA, and proposed mitigation 
strategy or strategies.  A recurring theme was the need for significantly enhanced specificity and 
clarity since the Agreement provides general contract terms yet, in numerous specific instances, 
additional clarity of contract terms is required.  It should be noted that VTA staff has already 
identified many of the risks and is in process of addressing them. 

 

Additionally, described on Page 2 are three overarching observations related to the Agreement as 
a whole, and VTA’s management of its relationship with BART in the context of the Agreement.  
These are distinct from the top risks, which are specific to individual terms within the 
Agreement.  

 

Based on a combination of (1) the pervasiveness and potential impact of the financial, 
operational, and reputational risks to VTA, (2) the potential workload required to effectively 
mitigate the risks identified, and (3) the relatively short time-period facing VTA to implement 
mitigations prior to revenue service, an overall report rating of High was assigned to help 
management understand our assessment of the relative risk of the Agreement.  

 

Management concurs with the risks identified and has committed to consider the recommended 
mitigation strategies when developing the O&M Companion Agreement and any related future 
agreements.   

Recommendations for improvement or efficiency opportunities contained in this report are 
presented for the consideration of VTA management, which is responsible for the effective 
implementation of any action plans. 

FISCAL IMPACT: 

There is no financial impact associated with acceptance of this report. 

Prepared by: Pat Hagan, Auditor General & Stephen Flynn, Advisory Committee Coordinator 
Memo No. 4698 

 

ATTACHMENTS: 
 A--BART Comprehensive Agreement Assessment(PDF) 

9

DISCUSSION: 

The purpose of the assessment was to provide independent expert analysis of the Agreement to 
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 EXECUTIVE SUMMARY 

 

 
 
 
 
 
            
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Overall Report Risk Rating  
(See Appendix A for definitions) 

BART Comprehensive Agreement Assessment High 

Background  
VTA’s BART Silicon Valley Extension (“BART SV” or “Extension”) is the 16-
mile extension of the existing Bay Area Rapid Transit District (“BART”) 
system by VTA into the Santa Clara County cities of San Jose, Milpitas and 
Santa Clara. In 2001, VTA and BART entered into a Comprehensive 
Agreement to construct, operate, and maintain the rail line and related 
facilities of the Extension, to be primarily funded by the 2000 Measure A 
Transit Sales Tax.  The Extension is being delivered through a phased 
approach. The first phase, the Berryessa Extension, is the initial 10-mile, 
two-station segment that begins in Fremont south of the future BART Warm 
Springs Station and proceeds through Milpitas to the Berryessa area of 
north San Jose. The second phase (currently undergoing FTA approval) 
would bring the Extension the remaining 6 miles through Downtown San 
Jose and south to Santa Clara.  
 

Objective and Scope 
The Board-approved FY 2015 Internal Audit Work Plan included an 
assessment of the BART Comprehensive Agreement, which was completed 
on August 11, 2015. The objective of the review was to assess the BART 
Comprehensive Agreement (the Agreement) and identify potential risks 
VTA may face. The Agreement drafted in 2001 provides general contract 
terms yet, in some instances, additional clarity of contract terms is required. 
Historically, BART and VTA have utilized Companion Agreements to 
enhance Comprehensive Agreement contract terms to add clarity and 
facilitate the ongoing administration of the BART SV project.  
 
A preliminary review of the Agreement, in conjunction with scoping 
meetings held with management, resulted in a refined scope which focused 
on the Operations and Maintenance (O&M) section of the Agreement. VTA 
management indicated during our review that they recently developed an 
internal working group that is responsible for developing the necessary 
contract terms to be included in the O&M Companion Agreement. 
Understanding that the O&M Companion Agreement and its specific terms 
is critical to ongoing and long-term success of the Extension, the Auditor 
General’s Office sought to identify specific risks VTA may face due to the 
existing terms of the Agreement that, with appropriate visibility to VTA 
management, could be appropriately considered in the development of the 
forthcoming O&M Companion Agreement and ongoing project 
administration.   

  

Overall Summary and Review Highlights 
The objectives of our fieldwork were accomplished by utilizing subject 
matter experts to review the Agreement in detail and identifying risks where 
VTA could benefit from re-negotiation or inclusion in the O&M Companion 
Agreement. Fieldwork consisted of reviewing program contracts and 
amendments, related processes and procedures, as well as performing staff 
interviews and process walkthroughs with both VTA and BART 
management. 
 
During our review of the Agreement, we identified risks in the following key 
categories: Costing Methodology and Invoicing, Operations and 
Maintenance, Capital Improvements, Revenue, and Reputational/Strategic.  
 
The top risks identified during our review are described in detail beginning 
on page three. The detail includes a description of each risk, including 
potential impact to VTA, and proposed mitigation strategies. Additionally, on 
page two we have highlighted three overarching observations related to the 
Agreement as a whole, and VTA’s management of its relationship with 
BART in the context of the Agreement, hence why they are presented apart 
from the risks which are specific to individual terms within the Agreement.   
 
Based on the pervasiveness of financial, operational, and strategic risks 
identified and the potential workload facing VTA to implement mitigation, an 
overall report risk rating of High was assigned to help management 
understand our assessment of the BART Comprehensive Agreement. We 
recognize VTA management has initiated actions to address these risks: 
and it is recommended that the observations and recommendations herein 
be considered by VTA when developing the O&M Companion Agreement 
and other mitigating actions.  
 
This report was prepared for use by VTA’s Board of Directors, Governance 
and Audit Committee, and management. We would like to thank VTA and 
BART staff for assisting us with the assessment. Questions should be 
addressed to Patrick Hagan in the VTA Auditor General’s Office at 
Auditor.General@VTA.org. 
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BART COMPREHENSIVE AGREEMENT ASSESSMENT - OBSERVATIONS SUMMARY 

Following is a summary of key overarching observations and recommendations noted in our assessment of the BART Comprehensive Agreement. Each of the 
three observations below spans the entire Agreement or relates to either VTA’s management of the Agreement or their partnership with BART in the context of 
the Agreement.  Detailed description of the top risks, including impacts and recommendations for each, begins on page 3. VTA’s Management Response to 
address the entirety of the report and related risks and recommendations is on page 10.  

Summary Observations: 

1.1 At the time of the review, we observed that VTA 
and BART do not currently have a joint committee 
that has the authority to manage and approve 
measures required by the Companion Agreement, 
including changes or modifications.  
 
 
1.2 After a detailed review of the BART 
Comprehensive Agreement and completion of 
interviews with BART and VTA personnel, it is clear 
the Agreement lacks sufficient detail of Operations 
and Maintenance roles, responsibilities, and 
standards to manage on an ongoing basis.  
 
 
1.3 The existing Comprehensive Agreement terms 
limit VTA’s authority to approve and independently 
verify various components of the Operations and 
Maintenance on an ongoing basis. Current areas 
with limitations to VTA include costing methodology, 
revenue verification, O&M standards, and Capital 
Improvement Plans (CIP).  

Summary Recommendations:  

1.1 We recognize that the relationship between BART and VTA is critical to the ongoing financial and 
operational success of the service. In order to facilitate collaboration and management of the complex 
operations and revenue service of the Extension, we recommend that VTA collaborate with BART and 
their respective Boards to establish a joint committee or joint powers authority (JPA) that would be 
delegated the responsibility for voting on and approving measures required by the Companion 
Agreement, including future changes or modifications.   
 
1.2 We recommend that VTA utilize the risks identified in this report to develop the Companion 
Agreement with a focus on enhanced clarity for both VTA and BART. Specifically, the parties should 
develop agreed upon definitions and roles and responsibilities in a companion agreement. The 
agreement should include defined areas within stations, boundaries marked on architectural drawings, 
etc. and address roles and responsibilities for defined aspects of O&M that are not easily defined. We 
encourage VTA to purse contractual authority to approve all changes to standards that are determined 
to substantially impact Extension ridership, safety and security, or customer satisfaction.  
 
1.3 We recommend that VTA evaluate its authority in the Agreement to approve and oversee various 
components of O&M. It is important that VTA clearly understands the organization’s contractual ability to 
be involved in strategic decisions, such as capital improvements and costing methodology, and consider 
the implications when developing the Companion Agreement. While approval authority is critical, it is 
also imperative that VTA evaluate its existing oversight authority in the Agreement and pursue standard 
reporting and metrics from BART that facilitate VTA oversight and independent monitoring of critical 
financial and operational data.  
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DETAILED RISK OBSERVATIONS AND RECOMMENDATIONS  

Risk 
No. 

Risk Area Risk Description Observation and Risk Impact  Recommendation(s) 

1. 

Financial  
(Costing 

Methodology and 
Invoicing) 

The costs of O&M are 
paid prior to VTA 
review and approval. 

Observation: Per the Comprehensive Agreement, the annual 

costs of O&M are to be reimbursed by VTA in the form of a 
quarterly subsidy. At the end of the year, any additional O&M 
costs in excess of the subsidy are to be first paid out of 
revenues generated by the Extension, and the remaining 
costs will be invoiced to VTA by BART. 

1) We recommend that if a subsidy is used to 

reimburse O&M costs, BART should provide VTA 

with a monthly or quarterly report "truing up" actual 

costs incurred to budgeted costs and demonstrating 

that the subsidy was actually used to pay for those 

costs. 

2) The subsidy from VTA should be deposited into a 

VTA account dedicated to paying O&M costs. Any 

accrued interest from the subsidy should similarly 

be used towards reimbursing O&M costs. 

Impact of Risk: The impact of this risk is that the format 

prescribed in the Agreement for invoicing O&M costs does 
not provide VTA sufficient prior visibility into the costs 
incurred. The majority of O&M costs may potentially be 
reimbursed out of the subsidy and revenues, with only a 
minimal amount costs being invoiced and subject to VTA's 
review. 

2. 

Financial  
(Costing 

Methodology and 
Invoicing; 
Strategic) 

The Comprehensive 
Agreement calls for a 
complex cost model 
with limited VTA 
oversight. 

Observation: The model stipulated in the Comprehensive 

Agreement used to calculate the O&M costs of the Extension 
(the Padron Cost Model, which appears to be currently known 
as the "Kinetics Model") is a complex costing model that will 
require a significant level of review by VTA. Additionally, 
based on our understanding of the invoicing process, the 
calculation of O&M costs of the Extension will be performed 
by BART with little to no VTA involvement. 

1) VTA should evaluate whether a model-based form 

of calculation is most appropriate for the calculation 

and invoicing of O&M costs. Other options may 

include reimbursing BART for actual cost incurred 

(although the effort required to substantiate and 

verify actual costs may be excessive) or a task-

based form of reimbursement. 

2) If a model-based form of reimbursement is 

determined to be the most appropriate, VTA should 

evaluate whether the Padron Model (or "Kinetics 

Model", as it is currently known) is the appropriate 

model to use or whether an alternative model 

should be considered. 

3) If a model-based form of reimbursement is 

determined to be the most appropriate, VTA should 

have the right to review and approve the costs 

included in the model. VTA should also be provided 

the right to audit and verify the model on a periodic 

basis. 

Impact of Risk: The costing model may include specific 

costs or cost types for which VTA should not be liable, and 
identifying these costs would likely require significant effort. 
Even if VTA were to identify specific costs for exclusion, the 
Comprehensive Agreement does not current provide for 
VTA's right to do so. Additionally, the Comprehensive 
Agreement does not specifically address VTA’s right to audit 
and verify the model on a periodic basis. 
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Risk 
No. 

Risk Area Risk Description Observation and Risk Impact  Recommendation(s) 

3. 
Financial 

(Revenue) 

The subsidy amount 
is not based on the 
most current and 
applicable 
information. 

Observation: Per the Comprehensive Agreement, VTA shall 

advance to BART a $12 million quarterly subsidy, escalated by 
the taxable sales growth rate, to cover ongoing O&M costs of the 
Extension. The subsidy amount referenced in the Comprehensive 
Agreement was determined using the planned 16-mile alignment 
instead of the actual current 10-mile alignment under construction 
(the remaining 6 miles of the alignment are planned to be 
constructed during Phase 2 of the project but Phase 2 has not yet 
received FTA funding).  

1) VTA and BART should evaluate whether a $12 

million subsidy is appropriate and accurately 

captures the costs of O&M. The subsidy agreed 

to in the Companion Agreement should reflect 

the actual current alignment, with the potential for 

being reevaluated once Phase 2 is complete 

2) VTA should evaluate whether using an escalation 

factor is the most appropriate method for 

adjusting the subsidy. Other options include 

reviewing and approving a total annual subsidy 

amount based on forecasted O&M costs. 

3) If an escalation factor is used, VTA should 

evaluate whether the taxable sales growth rate is 

the most appropriate factor to use or whether 

other industry escalation factors would be more 

appropriate. 

Impact of Risk: The $12 million subsidy in the Comprehensive 
Agreement does not accurately reflect the current length of the 
alignment, nor does it consider the relative O&M costs of the 
remaining 6 miles that has not yet been built. (We understand that 
the remaining 6 miles will require a significant amount of 
tunneling, which increases the demands for O&M on both the rail 
line and at underground stations.) Additionally, the growth in 
taxable sales rate likely does not accurately reflect the actual 
growth of O&M costs. 

4. 
Financial 

(Revenue) 

It may be difficult to 
verify the revenue 
reported by BART to 
VTA. 

Observation: The Comprehensive Agreement states that BART 

will collect and account for all fare revenues consistent with the 
method used on the BART Core System, and will calculate the 
amount of revenues to be credited toward the O&M costs of the 
Extension on an annual basis. The Comprehensive Agreement 
does not specify the methodology BART will use to calculate 
revenue for the Extension, nor does it specifically address VTA’s 
right to audit and verify the revenue reported by BART. 

1) VTA should evaluate the methodology used by 

BART to report revenue and determine whether it 

is sufficiently reasonable and accurate, and the 

Companion Agreement should define the 

methodology and frequency of revenue reporting. 

2) The Companion Agreement should provide VTA 

the right to audit revenue reported, and VTA 

should have periodic access to BART's fare data 

and other information in order to be able to 

independently verify the revenue credited to the 

Extension.  

Impact of Risk: BART may use a methodology to calculate and 
credit revenue to the Extension that is inaccurate, inappropriate, 
or otherwise require a significant level of review by VTA. 
Additionally, the Comprehensive Agreement does not specifically 
address VTA’s right to audit and verify the revenue reported by 
BART, and VTA does not have access to BART’s fare data to 
verify the accuracy of revenue reported. 
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Risk 
No. 

Risk Area Risk Description Observation and Risk Impact  Recommendation(s) 

5. 
Financial 

(Revenue) 

BART does not 
require VTA's 
approval to use 
revenues generated 
by the Extension. 

Observation: The Comprehensive Agreement states that BART 

will collect and account for all fare revenues consistent with the 
method used on the BART Core System, and will calculate the 
amount of revenues to be credited toward the O&M costs of the 
Extension on an annual basis. This process occurs without VTA 
approval of the costs for which the revenues are used to pay. 

1) The Companion Agreement should require BART 

to obtain VTA review and approval for the use of 

all revenues generated by (credited to) the 

Extension. 

Impact of Risk: Revenues generated from the operation of the 
Extension may potentially be used by BART to pay for O&M costs 
not attributable to Extension, or for costs which VTA should 
otherwise not be liable. 

6. 
Financial 
(Revenue; 
Strategic) 

Revenues in excess 
of O&M costs and 
capital contributions 
will not be remitted to 
VTA until Year 15 of 
Revenue Service. 

Observation: The Comprehensive Agreement states that during 

the first 15 years of Extension operation, VTA will not receive 
revenues in excess of the capital reserve fund allocations unless 
mutually agreed levels of revenue vehicles, shop capacity, and 
automatic fare collection equipment have been provided by VTA 
to support projected ridership levels for the next 5-year period. 

1) VTA should have access to any excess revenue 
generated by the Extension at least on annual 
basis once those revenues are known. 

Impact of Risk: VTA may potentially not have access to any 

excess revenues generated and earned on the Extension for the 
first 15 years of operation. 

7. 
Financial 

(Revenue; 
Strategic) 

VTA's apportionment 
of FTA formula funds 
may not be increased 
to reflect Extension 
ridership. 

Observation: The apportionment of FTA formula funds is based 

on ridership within certain urbanized areas. The Comprehensive 
Agreement does not stipulate which party is permitted to claim 
ridership increases due to the Extension in its FTA grant 
application. 

1) VTA should address with the FTA whether 

additional grants will be available to VTA. 

Impact of Risk: If BART is permitted to claim 100% of ridership 

increases in its FTA grant application, BART may be granted 
additional funds to cover O&M whereas VTA may have to pay for 
its costs out of existing funds 
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Risk 
No. 

Risk Area Risk Description Observation and Risk Impact  Recommendation(s) 

8. 
Operational 

(O&M) 

There are no defined 
boundaries or areas 
of responsibility in the 
Comprehensive 
Agreement. 

Observation: The Comprehensive Agreement does not 

indicate boundaries or areas of responsibility that would 
clarify each parties' obligations for O&M. During our 
interviews, the understanding of VTA's role varied between 
activities on the track versus in the stations; activities inside 
of stations versus outside of stations; and activities within the 
"drip line" versus outside of the "drip line". However, there is 
no mention of these distinctions within the Comprehensive 
Agreement, or any other references to respective areas of 
responsibility. 

1) Areas of responsibility for BART and VTA in and 

outside of stations should be clearly defined in the 

Companion Agreement in a method determined to 

be most appropriate by both parties, i.e. defined 

areas inside and outside of stations, boundaries 

marked on architectural drawings, etc. 

2) The Companion Agreement should address roles 

and responsibilities for aspects of O&M that are not 

easily defined or span multiple boundaries (such as 

underground utilities, fire protection, or security). 

Impact of Risk: There is not sufficient definition or distinction 

of the areas or services that each party will be responsible for 
during the O&M phase of the Extension. As a result, 
significant disputes, disagreements, and conflicts may arise 
due to a lack of understanding of roles and responsibilities. 
Additionally, routine and non-routine services and repairs 
may be unnecessarily delayed if resolution cannot be 
reached in a timely manner, and customer service and 
reputation may suffer as a result. 

9. 
Operational 

(O&M) 

VTA has limited rights 
to approve the O&M 
standards 
implemented on the 
Extension. 

Observation: The Comprehensive Agreement states that the 

Extension will be operated and maintained at BART Core 
System Standards. Although VTA can request that he 
Extension be run at higher than BART Core System 
Standards, the Comprehensive Agreement does not provide 
VTA the right to consult on or approve changes to the agreed 
upon O&M standards implemented on the Extension. 

1) VTA should collaborate with BART to review the 

standards in place for BART operations and 

maintenance. If VTA determines that BART's 

standards are not acceptable for the operation of 

the Extension, new standards should be developed, 

agreed to and incorporated into the Companion 

Agreement. 

2) VTA should have the right to approve all changes to 

standards that may substantially impact Extension 

ridership, safety and security, or customer 

satisfaction. 

Impact of Risk: VTA does not have the right to approve 
changes to the O&M standards for the Extension. As a result, 
the Extension may be operated and maintained at lower 
standards than VTA standards, and Extension ridership, 
safety and security, and customer satisfaction may be 
negatively impacted due to lower standards. 
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Risk 
No. 

Risk Area Risk Description Observation and Risk Impact  Recommendation(s) 

10. 
Operational 

(O&M) 

Safety and security 
roles and 
responsibilities are 
not addressed in the 
Comprehensive 
Agreement. 

Observation: The roles and responsibilities for safety and 

security functions are not addressed in the Comprehensive 
Agreement, including levels of staffing and the types of personnel 
performing those functions.  VTA has traditionally used sworn 
officers of the Sheriff's Department for safety and security while 
BART has relied on its own police force to perform those 
functions. Additionally, there are geographical challenges 
presented by staffing the Extension with BART police, as they 
currently operate out of the Hayward station. 

1) Areas of responsibility for BART and VTA 

security and safety in and outside of stations 

should be clearly defined in the Companion 

Agreement in a method determined to be most 

appropriate by both parties, i.e. defined areas 

inside and outside of stations, boundaries 

marked on architectural drawings, etc. 

2) VTA should evaluate BART's safety and security 

standards and determine whether they are 

consistent with VTA's standards and 

expectations. 

3) The Companion Agreement should define the 

safety and security expectations on the Extension 

and set minimum standards, expected staffing 

levels, and Key Performance Indicators (KPIs) to 

accurately track performance and overall safety. 

Impact of Risk: The Comprehensive Agreement does not define 

the safety and security functions that will be performed by either 
party both on trains and inside and outside of stations. For the 
safety and security functions performed by BART, the 
Comprehensive Agreement does not define the levels or types of 
staffing BART will be required to provide on the Extension trains, 
in Extension stations and in parking facilities and other areas 
outside the stations. There may also be differences in safety and 
security policy and procedure between BART and VTA, which 
could lead to decreased security standards and rider safety on the 
Extension. 

11. 
Operational 

(O&M) 

Other O&M roles and 
responsibilities are 
not addressed in the 
Comprehensive 
Agreement. 

Observation: The roles and responsibilities for other operations 

and maintenance functions are not addressed in the 
Comprehensive Agreement. Functions that should be considered 
include, but are not limited to: bus bridging, fare collection, parking 
management, janitorial services, customer service centers, and 
service calls. 

1) VTA should evaluate whether BART's operations 

and maintenance standards meet VTA's 

standards and expectations. 

2) The Companion Agreement should clearly define 

roles and responsibilities for the operation of the 

Extension. 

3) VTA should have the right to approve all changes 

to standards that are determined to substantially 

impact Extension ridership, safety and security, 

or customer satisfaction. 

Impact of Risk: Differences in O&M policy and procedure 

between VTA and BART could lead to decreased standards and 
service on the Extension. As a result, significant disputes, 
disagreements, and conflicts may arise due to a lack of 
understanding of roles and responsibilities on the Extension. 

9.a



BART Comprehensive Agreement Assessment 
Auditor General Report 

Issued: August 11, 2015 
 

 

8 

 

Risk 
No. 

Risk Area Risk Description Observation and Risk Impact  Recommendation(s) 

12. 
Operational 

(O&M; 
Reputational) 

VTA may not have 
sufficient resources to 
manage their roles 
and responsibilities 
for the operations and 
maintenance of the 
Extension. 

Observation: VTA does not currently have a team assigned to 

managing the coordination of O&M with BART, processing and 
approving invoices, reviewing and negotiating agreement 
changes, reviewing and assessing service level performance, or 
liaising between the two agencies. 

1) VTA should have personnel assigned to the 

coordination, management, and liaising of 

Extension activities with BART. 

2) VTA should have personnel assigned to 

processing and approving the invoices in 

accordance with the Companion Agreement 

terms and conditions and any changes or 

modifications therewith. 

3) VTA should have personnel assigned to 

monitoring service levels and key performance 

indicators of the Extension. 

Impact of Risk: VTA may be understaffed or insufficiently staffed 

to respond to the demands required for effective and efficient 
management of the Extension operations and maintenance. 

13. 
Financial 
(Capital 

Improvements) 

The Comprehensive 
Agreement does not 
identify or limit which 
capital improvement 
projects on the BART 
Core System VTA will 
be liable for. 

Observation: The Comprehensive Agreement states that VTA 

will pay for capital improvement projects on the Extension and a 
"proportional" share of projects on the BART Core System. There 
are very few restrictions placed on the type, purpose, location, or 
nature of projects for which VTA is liable on the BART Core 
System. 

1) The Companion Agreement should clearly define 
the boundaries of VTA's liability on the BART 
core system, i.e. by geographical boundaries, 
project type, or incremental benefit to VTA. 

Impact of Risk: VTA will be obligated to pay for improvements to 
the BART Core System that are unrelated to Extension operations 
or from which VTA receives a very limited benefit. 

14. 
Financial 
(Capital 

Improvements) 

There are conflicting 
rights of approval in 
the Comprehensive 
Agreement regarding 
the Capital 
Improvement Plan 
(CIP). 

Observation: There is conflicting language in the Comprehensive 

Agreement regarding VTA’s right to approve capital improvement 
costs in the annual CIP plan and the 10-year CIP plan. Section 
4.D. of the Agreement states that VTA and BART will jointly 
develop and agree to costs in the annual CIP plan. However, that 
same section states that BART will solely develop the 10-year CIP 
plan and VTA will only “consult” in the process (with no right to 
approval indicated).  

1) VTA should have increased participation in the 

10-year CIP development process with BART for 

any costs that will impact VTA. 

2) The Companion Agreement should give VTA the 

right to approve any capital improvement projects 

for which they will be substantially liable. 
Impact of Risk: The lack of agreement between VTA’s right to 
approve costs in the 10-year CIP plan and annual CIP plan may 
lead to disputes between VTA and BART over the capital 
improvement costs borne by VTA. 
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Risk 
No. 

Risk Area Risk Description Observation and Risk Impact  Recommendation(s) 

15. 
Financial  
(Capital 

Improvements) 

The Comprehensive 
Agreement does not 
specifically define the 
methodology for 
allocating Capital 
Improvement Project 
costs 

Observation: The Comprehensive Agreement does not 

specifically define the methodology for how Capital 
Improvement Project costs will be allocated to VTA or what 
the specific basis for allocation will be.  1) The Companion Agreement should clearly identify 

the methodology (or methodologies, if multiple are 

required) used to apportion Capital Improvement 

project costs to VTA. 
Impact of Risk: Without a defined methodology, VTA and 
BART may disagree on costing allocation methodology, 
which could result in a dispute between parties. In addition, 
VTA may bear an unreasonable and unnecessary amount of 
Capital Improvement Project costs if an inappropriate 
allocation methodology is used 
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MANAGEMENT RESPONSE  
 

  
VTA Management recognizes the risks identified in the Auditor General Assessment of the VTA-BART Comprehensive Agreement and will rely on the 
recommended mitigation strategies during the development of the Operations and Maintenance Agreement (O&M) Agreement and any needed future 
agreements.   
 
Prior to, and independent of the Auditor General’s Risk assessment of the Comprehensive Agreement, VTA management organized an internal working 
group under the general oversight of the VTA Chief of Staff involving all affected VTA Division Directors, This group was tasked with developing the full 
range of provisions that need to be included in the planned O&M Agreement.  This working group is already addressing most of the risks identified in the 
Auditor General’s report and will take into consideration the recommended mitigation strategies during development of the O&M Agreement. 
  
For several years, VTA’s BART Silicon Valley Program, VTA management and staff have been meeting monthly with their counterparts at BART to arrange 
the details of implementing their mutual obligations under the VTA-BART Comprehensive Agreement.  To date, as provided by the Comprehensive 
Agreement, VTA and BART have made arrangements for such details, including: 
 

• Reimbursement to BART for costs incurred in making staff and other resources available to the  BART SV Extension 

• Providing specific equipment to BART SV Extension construction.   
 
VTA and BART have also executed two companion agreements that address events and requirements not anticipated by the Comprehensive Agreement. 
These agreements cover:  
 

• Hayward Maintenance Complex that supports the phased implementation of VTA’s Extension 

• Vehicle Procurement that will supply VTA with rolling stock from BART’s vehicle fleet replacement program 
 
VTA and BART staff are approaching the O&M Agreement in the same way as the two prior companion agreements.  This involves first establishing 
Principles of Agreement approved by the VTA and BART General Managers, then preparing a detailed agreement from those principles for subsequent 
approval by their respective Boards of Directors.  VTA and BART Management and staff have developed a schedule for completing the planned O&M 
Agreement, and have been meeting with their Divisions and Departments to define specific roles and responsibilities between VTA and BART.  Internal and 
interagency coordination has included operations, maintenance, police, security, finance and accounting, communications, planning, real estate, labor 
relations, General Counsel, and other relevant considerations such as third-party interfaces.   
 
VTA staff briefed the VTA Board of Directors on the status of the Comprehensive Agreement, including the planned O&M Agreement, at its April 2015 
meeting.  VTA staff will continue to provide regular briefings to the SVRT Program Working Committee (Board standing committee) as we continue 
developing and executing the O&M Agreement. 
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APPENDIX A – RATING DEFINITIONS 
 

Report Risk Rating Definitions 
 

Rating Definition  

Low 
Process improvements exist but are not an immediate priority for VTA. Taking advantage of these opportunities would 
be considered best practice for VTA. 

 

 

Medium 
Process improvement opportunities exist to help VTA meet or improve its goals, meet or improve its internal control 
structure, and further protect its brand or public perception. This opportunity should be considered in the near term. 

 

 

High 
Significant process improvement opportunities exist to help VTA meet or improve its goals, meet or improve its 
internal control structure, and further protect its brand or public perception presents. This opportunity should be 
addressed immediately 
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Date: August 25, 2015 
Current Meeting: September 3, 2015 
Board Meeting: N/A 

 
BOARD MEMORANDUM    
 
TO: Santa Clara Valley Transportation Authority 
 Governance and Audit Committee  
 

FROM:  Auditor General, Patrick J. Hagan 
 
SUBJECT:  VTA Ethics Hotline Program Quarterly Report  
   

3331 North First Street ∙ San Jose, CA  95134-1927 ∙ Administration 408.321.5555 ∙ Customer Service 408.321.2300 

FOR INFORMATION ONLY 

 

BACKGROUND: 

The VTA Ethics Hotline is a means for VTA staff and those doing business with VTA to 
anonymously report suspected unethical behavior such as fraud, waste, abuse, theft, misconduct 
or any violation of company policy, law or regulation.  Launched in February 2015, this 24/7 
hotline initially is available only to VTA staff, consultants, and vendors/suppliers.  Individuals 
submitting reports are protected from any retribution by state law and VTA policy.  
 
The Ethics Hotline is hosted by a third-party provider, Ethical Advocate, to maintain 
independence and confidentiality to the extent provided by law.  Reports are evaluated, 
investigated or referred by the Auditor General’s Office, an independent CPA firm reporting 
directly to the VTA Board of Directors.   
 
As part of its duties, the Auditor General’s Office provides high-level summary reports on 
hotline usage and results.  These reports are provided to the Governance & Audit Committee 
quarterly, coinciding with the meetings that focus primarily on audit activities, and a yearly 
report is provided to the Board following the close of the fiscal year.  

DISCUSSION: 

Attached is the summary report on Ethics Hotline usage from mid-April through mid-August 
2015 (April 21 - August 31, 2015).  It contains metrics on hotline usage including the number of 
reports received, type of concerns reported, and disposition of the allegations during the subject 
period.  It also includes fiscal year-to-date and trend information.   
 
Prepared By: Stephen Flynn, Advisory Committee Coordinator 
Memo No. 5106 
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VTA Ethics Hotline 
Activity Summary: 04-21-15 through 08/31/15 

1 

Method of 

Contact 

Total 

Number 
% 

Website 6 60% 

Phone call 4 40% 

Other 0 0% 

Total 10 100% 

Potential Concern Number % 

Fraud  0 0% 

Waste or Inefficiency 0 0% 

Ethics/Policy Violation 1 10% 

Employee 

Conduct/Abuse 
8 80% 

Theft 0 0% 

Customer Service  1 10% 

Non-VTA Issues 0 0% 

Total 10 100% 

Final Disposition Number 

Referred to Customer Service 1 

No Action Required 0 

Investigated, No Further Action 0 

Investigated,  Referred to Counsel   0 

Total 1 

Current Status  Number 

Open Reports 8 

Auditor General Follow-up 2 

Referred to Department 0 

Other Investigation 0 
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Date: May 1, 2015 
Current Meeting: September 3, 2015 
Board Meeting: N/A 

 
BOARD MEMORANDUM    
 
TO: Santa Clara Valley Transportation Authority 
 Governance and Audit Committee  
 
FROM:  Auditor General, Patrick J. Hagan 
 
SUBJECT:  Review Status of Internal Audit Work Plan  
   

3331 North First Street ∙ San Jose, CA  95134-1927 ∙ Administration 408.321.5555 ∙ Customer Service 408.321.2300 

FOR INFORMATION ONLY 
 

VTA’s Auditor General is responsible for developing and recommending the annual Internal 
Audit Work Plan, assigning and managing the resources required to conduct each internal audit 
or project, and providing audit results and progress reports to the Governance & Audit 
Committee.   
 
To keep members informed, the Auditor General's Office provides at each Governance & Audit 
Committee meeting a report on the current status of the Internal Audit Work Plan and its 
component projects.  This includes an update on the projects currently underway as well as the 
projected order and estimated completion schedule of the remaining projects. 

 
Prepared By: Pat Hagan, Auditor General & Stephen Flynn, Advisory Committee Coordinator 
Memo No. 1896 
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Status of Internal Audit Work Plan Projects (as of 8/14/15)  

1 

Project / Activity  
 

FY15 FY16 

Governance & Audit Committee Meeting 

March 
2015 

May  
2015 

June 
 2015 

Sep. 
2015 

Nov 
2015 

  ATU Pension Compliance Audit 

 Trapeze OPS Pre-Implementation Review 

  BART SV Interagency Review (Municipalities and Utilities) 

  Follow-Up: IT Network Security Audit 

  Time Reporting and Payroll Audit 

  Risk Assessment Refresh 

  Operator Scheduling Assessment 

  Investment Controls 

  Recommended FY16 & FY17 Internal Audit Work Plans 

  BART Comprehensive Agreement Review 

  Third Party Fare Reporting 

  Paratransit Operations Review 

  Network Security 

  Public Safety Assessment  

  Management Follow-ups 

  Ethics Hotline Support    Underway (Ongoing) 

Completed 

Underway (Ongoing) 

Completed 

Completed 

Completed 

Completed 

Completed 

Completed 

Completed 

Completed 

Completed 

Completed 

Underway 

Underway 

Proposed 
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