EXECUTIVE MANAGEMENT AND AUDIT COMMITTEE

JANUARY 16, 2003

SUBJECT:
MANAGEMENT AUDIT SERVICES QUARTERLY REPORT

ACTION:
RECEIVE AND FILE

RECOMMENDATION

Receive and file the quarterly report of Management Audit Services.

ISSUE

The MTA Board of Directors requested a periodic report on audit activities by Management Audit Services.

BACKGROUND

Management Audit Services performs two types of audits – internal audits of MTA operations and external audits of our contractors and grantees.

The Internal Audit Group consists of Internal Audit which is responsible for evaluating the internal control system of the MTA, as well as determining compliance with policy and regulation, ensuring the safeguarding of assets and evaluating MTA functions, activities and processes for efficiency and effectiveness; Information Technology Audit which conducts general control audits, system development audits, application audits and technical audits of the MTA’s information technology systems, programs and activities; and Control Self Assessment which assists management in defining objectives, implementing self assessment of risks, controls, residual risks, and developing action plans to mitigate excessive risk.

The External Audit Group consists of Contract Audit which conducts audits related to pre-awards, change orders, and incurred costs, as well as providing support for claims, contract close-outs and related litigation; and Project Audit which conducts close-out audits of projects funded by the Call-for-Projects and also provides oversight for the annual Consolidated Audit of financial and compliance audits, which is performed by a CPA firm under contract to MTA.

DISCUSSION

Since our last report, Internal Audit has issued the following internal audit reports:

  DATE

ISSUED

                     SUBJECT                       
09/04/02

Consent Decree Costs

09/13/02

Response to Special Master

09/30/02

Rail Car Component Repairs

10/31/02

Bus Operator Analysis

11/27/02

Vendor Fair Program 

At the October committee meeting we reported the results of our compilation of consent decree costs as well as our response to the Special Master’s data request. In this report, we would like to highlight the status of our contract and grant audits. In the last quarter we issued 30 of these external reports. It is our goal to close out the last of our backlog of audits on completed construction projects by the end of the fiscal year, except for those involved in current litigation.

It is our objective, in the future, to stay current in auditing new capital projects and to avoid a repetition of the huge unaudited backlogs that occurred in past years. This is an important part of meeting the general agency goal to deliver quality capital and construction projects on time and WITHIN BUDGET. We believe that a key element in controlling costs is to audit early and often. This includes the audit of contract changes, claims and professional service overhead. The latter we intend to do on an annual basis and in response to contractor-submitted indirect expense claims. We also think it important to establish through pre-award audits that the contractors accounting system is adequate and to establish our right to audit early on rather than after the work is substantially complete. In this way we can not only better control costs but avoid costly litigation.

Our quarterly update on the implementation status of the Booz-Allen Management Audit recommendations is included as Attachment A.

NEXT STEPS

Management Audit Services tracks all audit recommendations until they are either implemented or otherwise resolved.

ATTACHMENT
A.
Booz-Allen Management Update as of December 2002.

Prepared by:
John Beamer, Internal Audit Manager, MASD

______________________________

RICHARD BRUMBAUGH

Chief Financial Auditor

______________________________

ROGER SNOBLE

Chief Executive Officer

ATTACHMENT A

Booz-Allen Management Audit Update

December 2002

BACKGROUND:  In 2001, Booz-Allen conducted a management audit of six key MTA areas. In August 2001, Booz-Allen presented their findings to the MTA Board. Subsequently, MTA Executive Management directed staff to develop action plans in response to the findings and implement them accordingly. 

The following depicts the most recent activity related to these recommendations.

Security – The MTA is currently reviewing proposals for transit policing services. Staff anticipates requesting negotiation authority from the Board in the January session.

Human Resources (HR) – HR continues to automate many of its functions. For the first time, staff was able to register online for their 2003 benefits via the Employee Portal, eliminating the former annual need for a trip to HR’s Benefit Department.

Materiel – Staff anticipates requesting and reviewing Best and Final Offers from the Materiel Maintenance and Management System (MMMS) finalists in December. 

The Recommendation For Award should be made in the January or February Board sessions.

Revenue – The Viacom Outdoor Group was recently awarded a fixed-price contract for the right to sell and display interior and exterior advertising on the Metro Bus fleet. The contract is expected to return $70 million in advertising fees over the next five years.

Operations – The radio upgrade discussions were completed and staff anticipates execution of an amendment to the contract in early December. This upgrade incorporates voice radio communications for the Freeway Service Patrol (FSP) and addresses call-drops in problematic geographic areas. 

Workers’ Compensation – MTA safety initiatives such as the formation of Local Safety Committees and Claims Review committees have helped to significantly reduce OSHA recordable injuries and New Lost-Time Work claims. Our OSHA recordable injury rate dropped from 21.69 in July to 11.04 in September and new lost-time work claims decreased from 213 in April to 103 in September. 

The next Booz-Allen Management Audit update will be provided at the end of the third quarter FY03 unless otherwise requested earlier.

Prepared by:  Michael Flores, MASD Audit Manager
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