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FINANCE AND BUDGET COMMITTEE
March 19, 2008

SUBJECT: FY08 SECOND QUARTER FINANCIAL PERFORMANCE
ACTION: RECEIVE AND FILE

RECOMMENDATION

Receive and file the FY08 second quarter Financial Performance Report.

ISSUE

This report discusses the financial performance of major programs for FY08.

DISCUSSION

SUMMARY OF SALES TAX REVENUES

Proposition A, Proposition C, Transportation Development Act (TDA), and State Transit Assistance
(STA) sales taxes represent just under 60% or $1.7 billion of total budgeted revenues. Actual
quarterly sales tax amounts are received from the State three months after the reporting period end
date. Actual cash receipts for the September and December 2007 quarters, which reflect actual
economic activity for the period April through September 2007, were $4.7 million below the same

period last year.

STA revenues are sales taxes on gasoline and are distributed through the Prop 42 process. Actual
STA revenues received for the first six months totaled $61.5 million, which is $33 million or 115.52%
more than the year-to-date (YTD) budget of $28.5 million. The adopted budget for STA was based on
the State Controller’s estimate at the time of budget preparation. The revised estimate received from
the State Controller indicates that we can expect to earn approximately $96.6 million in STA revenues
for FYO8 which is $39.5 million more than planned.

OUTLOOK OF SALES TAX REVENUES

As part of the FY08 Financial Stability Policy, the Board adopted the 20-year historical average of 4%
for sales tax growth applied to the prior year budget amount as the assumption for the FY08 adopted

budget.
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We now estimate that FY0O8 Prop A and C funds will be approximately $3 million under budget and
TDA funds will be approximately $4 million under budget. This projection relies upon UCLA'’s latest
forecast which indicates taxable sales growth for the County has slowed to approximately 86% for
FYO08. These sales tax revenue reductions are more than offset by previously unanticipated STA

revenue.

The table below summarizes our re-forecasted FY0S8 sales tax and STA revenues for FY08 based on
revised information received from UCLA and the State Controller’s Office:

Estimated
FYo8 Revised FY08 Variance FYo7
{(Amounts in Millions) Budget Estimates* Inc/(Dec) Actual
Sales Tax Revenues

Proposition A $694.2 $692.8 ($1.4) $686.2
Proposition C 694.3 692.9 (1.4) 686.3
TDA 3524 348.3 (4.1) 345.0
Total Sales Tax Revenues 1,740.9 1,734.0 (6.9) 1,717.5
State Transit Assitance (STA) Revenues 57.1 96.6 39.5 191.1
Total Sales Tax and STA Revenues $1,798.0 $1,830.6 $32.6 $1,908.6

*FY08 Estimated Sales Tax figures represent UCLA's latest forecasted growth rate for FY08 (.96%) applied
to FY07 actual sales tax revenues. STA Estimated Revenues represent the updated FY08 information
provided by the State Controller's Office in October 2007.

SUMMARY OF ENTERPRISE FUND

Total fare revenues in the first half of FY08 were $167.7 million which is $5.7 (3.5%) over the FY08
budget. Fare revenues were $144.4 million in the first half of last year. System-wide boardings were
234.2 million, 1.8% below the budget. Last year, boardings were 247.1 million during the first half of
the year. The fare revenue per boarding in FY08 is $0.72, 7.5% above budget. Advertising revenue
also exceeded the budget by $0.5 million due to two pilot advertising programs on rail car exteriors
and stations.

Overall, operating expenses totaled $559.2 million, $19.6 million or 3.4%, below budget. Wage
savings from vacant positions were not totally offset by added overtime for the remaining employees,
resulting in wage expenses $3.4 million below the budget. Fringe benefits were below budget by $3.3
million due to vacancies. Fuel and propulsion power costs were below the budget by $1.3 million
due to lower than expected CNG prices more than offsetting slightly higher usage, and unanticipated
increases in electric rates.  Parts cost was below budget by $2.8 million due to lower rail vehicle and
central maintenance usage. Professional services were below budget $6.0 million due to delays
implementing TAP, labor negotiations consulting, service planning and analysis systems
development and new rail programs such as Pasadena Gold Line signal improvements and Blue and
Red line vehicle gap reduction. As a result of ongoing safety programs and a significant lower than
anticipated settlement of a Blue Line claim, liability costs were below budget by $1.4 million.

Fiscal Year 2008 2™ Quarter Financial Performance Report .
20f 50



Gateway Occupancy cost was over budget due to a larger share than planned being allocated to the
Enterprise Fund and a smaller share to the Capital Projects Fund. This change occurs when direct
labor costs shift from one fund to the other. Workers’ compensation costs were on budget in total.
However, as a result of claims related to accidents, rail was over budget by $3.9 million, and bus was
under budget by the same amount. All other expense categories were at or slightly below budget.

The combination of increased revenues and decreased costs creates a $25.8 million favorable
variance to the year-to-date budget.

OUTLOOK OF ENTERPRISE FUND

We can expect to end the year on, or slightly below, the adopted budget level for Enterprise fund
operating expenses. As vacant positions are filled, higher wage and benefit costs will offset under

runs experienced in the first half.
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FY08 Enterprise Fund Actual vs. Budget

For the six months ended December 31, 2007

Variance
{Amounts in Millions) Actual Budget Over/(Under)
Operating Revenue
Fares $167.7 $162.0 $5.7
Other 9.5 9.0 0.5
Total Operating Revenue 177.2 171.0 6.2
Operating Expenses
UTU Labor 123.4 127.6 (4.1)
ATU Labor 61.9 60.4 1.5
AFSCME Labor 222 22.6 (0.4)
Non-Contract Labor 28.9 299 (1.0)
TCU Labor 153 15.1 0.2
Teamster Labor 2.7 2.2 0.5
Fringe Benefits 98.7 102.0 (3.3)
Subtotal All Labor 353.1 359.8 (6.7)
Fuel 279 28.8 (0.9)
Propulsion Power 10.2 10.6 (0.4)
Parts 34.4 37.2 (2.8)
Security Services 331 331 -
Purchased Transportation 18.0 18.1 (0.1)
Contract Services 16.3 16.3 -
Professional Services 6.3 12.3 (6.0)
Workers' Comp 18.2 18.2 -
Insurance 28.7 30.1 (1.4)
Travel 0.1 0.1 -
Gateway Occupancy 5.8 4.6 1.2
All Others 7.1 9.6 (2.5)
Total $559.2 $578.8 ($19.6)
Operating Expenses by Operating Project
San Fernando Valley Sector $65.3 $64.7 $0.6
San Gabriel Valley Sector 65.2 71.7 (6.5)
Gateway Cities Sector 61.4 67.9 (6.5)
South Bay Sector 74.5 74.7 (0.2)
Westside Central Sector 84.3 82.1 2.2
Orange Line 921 10.6 (1.5)
Bus Admin 271 255 1.6
Other Bus 56.4 62.9 (6.5)
Red Line 41.7 41.0 0.7
Blue Line 29.0 314 (2.4)
Green Line 19.0 18.3 0.7
Gold Line 18.6 19.1 (0.5)
Rail Admin 6.3 6.8 (0.5)
Other Rail - - -
Regional 1.3 2.1 (0.8)
Total $559.2 $578.8 ($19.6)

Excludes: Muni share of EZ Pass, Debt, Depreciation
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Summary Of Performance Measurements For Bus

For the six months ended December 31, 2007
Variance
Performance Measurement Over/
Bus & Orange Line Actual Budget {Under) FY07 Actual | FY06 Actual

Bus Cost/Revenue Service Hour $116.35 $117.04 ($0.69) $109.81 $105.86
Orange Line Cost/Revenue Service Hour $197.16 $218.73 ($21.57) $212.17 NA
Bus Revenue Service Hours 3,728,015 3,837,203 (109,188) 3,776,820 3,860,917
Orange Line Revenue Service Hours 48,535 50,781 (2,246) 41,555 NA
Bus Cost/Passenger Mile $0.64 $0.63 $0.01 $0.55 $0.55
Orange Line Cost/Passenger Mile $0.44 $0.48 ($0.04) $0.44 NA
Bus Subsidy/Passenger Mile $0.43 $0.42 $0.01 $0.39 $0.40
Orange Line Subsidy/Passenger Mile $0.32 $0.38 ($0.07) $0.36 NA
Complaints per 100,000 Boardings 270 275 (0.05) 3.06 3.48
Traffic Accidents/100,000 Miles 3.42 350 (0.08) 3.70 3.25
New Workers Comp Claims per 200,000 Hours 11.38 12.13 {0.75) 12.43 13.87
Mean Miles Between Mechanical Failures 3,176 3,500 (324) 3,532 3,274
In-Service On-time Performance 63.70% 65.30% -1.60% 63.77% 64.35%

Note: FY06 Bus includes Orange Line

Discussion

Bus costs per revenue service hour (RSH) were below the target by 0.6% due to $15.3
million (3.4%) favorable cost variance more than offsetting 2.8% fewer hours. RSH are
below budget due to operating less unscheduled service than budgeted. Operating
expenses were 4.9% below budget due to under-expenditures in wages, benefits,
Workers’ Compensation and services. Orange Line costs per RSH were below target
because costs were lower than budget by 13.8%, offsetting RSH being 4.4% below
budget. Passenger miles were also below budget, by about the same percentage as
revenue service hours. Therefore, cost per passenger mile and subsidy per passenger

mile were better than budget.

Complaints per 100,000 boardings were lower than the annual target, and the previous

year. As aresult of the fare increase, complaints peaked in July then declined

thereafter.

Traffic accidents per 100,000 miles were below target, and better than last year.
Management continues to develop mitigation programs including defensive
driving/accident awareness programs.

New workers’ compensation claims per 200,000 hours were lower than the annual
budget, and better than last year. The improvement is due to the ongoing safety
program and safety meetings that focus on safety awareness and accident prevention.

Mean miles between mechanical failures requiring a bus exchange are worse than the
target and last year. Battery-related sensor issues are reported as a major cause for

failures.
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In-service on-time performance was negatively impacted by increased congestion, and
delays in boarding related to the new fare structure.

Summary Of Performance Measurements For Rail

For the six months ended December 31, 2007

Variance
Over/
Performance Measurement — Rail Actual Budget (Under) FYO7 Actual | FY06 Actual
Heavy Rail Cost/Vehicle Service Hour $328.86 $323.87 $4.98 $212.89 $303.66
Light Rail Cost/Vehicle Service Hour $375.37 $382.36 ($6.99) $530.70 $378.54
Heavy Rail Cost/Passenger Mile $0.43 $0.44 ($0.01) $0.39 $0.43
Light Rail Cost/Passenger Mile $0.48 $0.50 ($0.02) $0.48 $0.46
Heavy Rail Subsidy/Passenger Mile $0.27 $0.36 ($0.09) $0.28 $0.30
Light Rail Subsidy/Passenger Mile $0.37 $0.45 (30.08) $0.40 $0.38
New Workers Comp Claims per 200,000 Hours 12.33 10.00 2.33 8.06 11.56
Light Rail Vehicle Accident Rate/100,000 Miles 0.84 0.40 0.44 0.55 0.40

Light rail expenses are $2.5 million (3.4%) below budget, primarily due to wage,
benefits, and a Blue Line liability claims settlement mentioned above. However, heavy
rail expenses are $0.5 million (1.2%) over budget due to greater than anticipated
propulsion power, workers’ compensation and security costs. As a result of vehicle
accidents and equipment failures, light and heavy rail vehicle service hours are 1.1%
below budget. Therefore, cost per hour variances are due to cost expenses. Greater
than budgeted boardings and fare revenue resulted in favorable variances per passenger
mile.

New workers’ compensation claims were over budget, and significantly above last year.
Light rail accidents on the Blue and Gold Lines, were over the target and worse than the
previous year. Rail Operations continues to focus on safety awareness programs to help
reduce claims and accident rates.

SUMMARY OF CAPITAL PROGRAM

The attached capital program status report for the second quarter of FY08 shows the
status of adopted life-of-project budgets and projected total costs to complete for each
project. The projected costs to complete are provided by the project managers for each
project and are updated quarterly. The following table identifies projects in closeout
and projects with potential cost overruns.
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Capital Projects to be Completed under Budget before Q3, FY08

Forecasted
Project Cost at{ Authorized Variance
(Amounts in Thousands) Completion LOP Over/(Under)

207010-1TS Telec. Transmission Replacement Proj. $892.4 $9,541.0 ($8,648.6)
208002-Bus Non-Revenue Vehicles 3,7255 5,966.0 (2,240.5)
204017-Division 21 Improvements 2,500.0 4,500.0 (2,000.0)
204012-Rail Systemwide Safety Improvements 1,068.2 2,073.0 (1,004.8)
205002-Light Rail SCADA System Upgrade 9,786.9 10,563.0 (776.1)
202026-FY07 UST Replacement 2,233.0 2,460.0 (227.0)
203009-FY06 RRC Shop Equipment 4222 561.0 (138.8)
205009-Rail Crossing Gate Equip. Replacement 1,121.4 1,238.1 (116.7)
205020-FY07 Wayside Systems Tools and Equipment 430.6 503.0 (72.4)
207064-Additional Digital Voice Loggers for BOC 52.8 116.0 (63.2)
209008-Security Camera for All Rail Warehouses 441.4 501.0 (59.6)
210008-Gateway Headquarters Improvement Projects 2,776.3 2,834.0 (57.7)
210050-Gateway Security Improvements 558.4 598.4 (40.0)
205019-FY06 Wayside Systems Tools and Equipment 533.3 573.0 (39.7)
202207-Kiosks for Orange Line and Other Locations (DHS) 225.0 250.0 (25.0)
210078-Metro Connections Customer Svc Impv. 917.3 931.0 (13.7)
205048-Div 20 Traction Power Labtr'y and Equip. for TSE 161.2 165.0 (3-8
209013-Expansion Pallet Racking at Central Warehouse 339 35.0 (1.1)
Total $27,879.9 $43,408.6 ($15,528.6)
Capital Projects to be Completed with Estimated Cost Overrun before Q3, FY08

204060- Installation of Barricades (DHS) $232.5 $225.0 $7.5
204061-Pan/Tilt/Zoom Cameras for Gateway Center (DHS) 127.9 120.0 7.9
208003-Bus System Expansion Non Revenue Vehicles 242.0 227.0 15.0
207040-FY08 Financial/HR System Upgrades 462.4 447.0 15.4
204082-UPS System & Backup Generator for Loc 61 - Bldg A 369.7 294.0 75.7
204062-MRL Variable Message Sign Upgrade (DHS) 2,725.5 2,451.8 273.7
Total $4,160.0 $3,764.8 $395.1

The report identifies the projected life-of-project (LOP) budget status for each project. If
the project exceeds the LOP budget but is under $1million, it is within the Board-
approved limit for transferring contingency funds to the project. If the LOP change
causes the project to exceed $1 million, the project manager is required to return to the

Board for approval.
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MAJOR CONSTRUCTION

Major construction projects include construction of new fixed guideway corridors, new
rail car purchases, and other major infrastructure improvements. For the period ended
December 31, 2007, all adopted major construction projects are forecasted to be
completed within board approved life-of- project budgets.

The Gold Line Eastside Extension Enhancements and Mitigations Project (800288)
includes a 200-parking space structure at the intersection of Pomona and Atlantic
Boulevards. The parking structure was originally estimated to cost $4.3 million. Project
management intends to award the contract for construction of the parking structure as
early as mid-2008. The current design includes infrastructure elements that will allow a
portion of the ground level parking area to be converted for future ground floor retail
space. However, a larger structure is required to provide the minimum amount of 200
transit-dedicated parking spaces and the additional spaces needed to meet zoning
requirements for the commercial retail area. The life-of-project budget will be revised to
cover the scope increases and the recent escalation costs in construction. Discussions
continue between project management and executive management on the potential

increases to the life-of-project budget.

The Orange Line continued with close-out activity and landscaping completion
activities. Settlement discussions continue with the contractor to resolve outstanding
claims. The Canoga Park and Ride lot is nearing completion and will move into the
close-out phase. This project may be completed under the approved life-of project

budget.

Staff continues to work on the Pasadena Gold Line close-out project to resolve all
outstanding issues regarding Gold Line construction. A Board report will be prepared to
provide details on actions required to successfully close out the construction project

activities.
Detailed information on the major construction projects, such as the Eastside Extension
of the Gold Line, is available through individual project reports.

BUS ACQUISITIONS

The major bus acquisition project during FY08 is the procurement of 95 CNG
articulated buses. All but two of the buses have been received. The ATV Bus Purchase
(Hybrid Vehicles) Project is progressing. Six shells have been received and painted (in
Anniston). The lead bus has been assembled and is awaiting installation of the power
plant. The HCNG Demonstration Project is on hold due to the business failure of the
HCNG engine developer. This project will continue when a new engine developer is

identified.
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BUS MAINTENANCE AND FACILITIES

The largest bus maintenance project during FY08 is the $29.5 million annual bus mid-
life program. In FY07, the Board approved the addition of 32 FTE's to complete this
project. The project manager reports that the scope of this project may be reduced from
rebuilding 250 buses to 225 buses due to difficulty in filling the new positions.

The Division 9 Transportation Building, project #202014, has been completed. The
project manager reports that close out will be processed by the end of the fiscal year.
The building is environmentally-friendly in its design and earned a “silver” rating by
Leadership in Energy and Environmental Design (LEED).

CP#202016 Temple and Beaudry Layover was put on hold pending joint development
considerations at the site. Staff completed the environmental studies in March 2007 and
all further work is deferred. The funding for this project was through a Bus Operator's
Subcommittee (BOS) allocation of federal funds. Staff will propose an alternate use for

the funds.

All other bus projects are forecasted to be completed at, or under, the approved life-of
project budget.

RAIL CAPITAL PROJECTS

CP#204012 Rail Systemwide Safety Improvements was completed with a cost of
$1,000,759 under the life-of-project budget. The unspent monies will be reprogrammed

as part of the FY09 capital program.

CP#2040017 Division 21 Improvements was completed with a cost of $2,000,000 under
the life-of-project budget. The project scope was reduced due to an archaeological find
which necessitated a smaller scale storage track. The unspent monies will be
reprogrammed as part of the FY09 capital program.

CP # 204082 UPS System & Backup Generator for Loc 61 is anticipating that they will
require a $75,000 increase to the approved life-of-project budget of $294,000. The
project was created during FY07 from the project contingency in response to an
emergency services request. While developing the design specifications, the project
manager was advised that the generator could not be placed where it was originally
planned and must be placed in an alternate location due to the One Santa Fe Joint
Development. Staff identified a new location for the project. The final cost of the
project will be developed in the first quarter of FY09. Since this project is under $1
million, it is within the CEQ's authority to transfer the required additional funding from

rail contingency funds.

CP#205009 Crossing Gate Equipment Replacement was completed with a cost of
$116,746 under the approved LOP. The unspent monies will be reprogrammed as part

of the FY09 capital program.
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CP#205020 FY07 Wayside Systems Tools and Equipment: This project was completed
with a cost of $72,408 under the approved LOP. The unspent monies will be
reprogrammed as part of the FY09 capital program.

OTHER CAPITAL PROJECTS

The Universal Fare System project and the Regional Clearinghouse Project (TAP) are
continuing in FY08. Project management is reporting on the progress of both projects
at the monthly Operations Committee meetings.

The projects included in the Warehouse element are reporting that several projects are
being completed under budget. Overall, they will experience a $60,637 reduction to the

total project costs.

CP#207010 ITS Telecommunications Transmission Replacement Project: The bids for
this project exceeded the board approved LOP. The Executive Investment Committee
reviewed the project at its December meeting and has decided to cancel the project
while considering alternative options. The unused funds will be programmed in the

FY09 capital program budget.

The Non-Revenue vehicle projects are reporting substantial project underruns in their
FY08 and FY07 projects. This is due primarily to the difficulty of completing
procurements and receiving delivery of the vehicles within one year for these annually-
appropriated projects. As a result, we have revised the non-revenue vehicle projects
starting with the FY09 budget so that they will be multi-year projects with a specific
scope approved by the Board. The unspent monies from the prior year projects have
been reprogrammed to the FY08 non-revenue projects.

SUMMARY OF GOVERNMENTAL FUNDS

The Governmental funds budget includes Special Revenue and General Fund programs
and projects. The Special Revenue Fund includes all sales tax subsidies to other entities
including the Local Return Program to Cities, Formula Allocation Process to municipal

bus operators, Access Services, Metrolink Operating and Capital, the Incentive Program,

and the Call for Projects.

A summary of the activity in the subsidies-to-others through the second quarter follows:
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For the six monthes ended December 31, 2007

Description Variance
{Amounts in Millions) Actual Budget Over/(Under)

A & C Local Return $148.7 $150.8 ($2.1)
Prop A Bus FAP 27.2 36.6 (9.4)
Prop C Bus FAP 10.7 16.8 (6.1)
TDA Formula Subsidies 33.6 43.0 (9.4)
STA Subsidies 85 5.7 2.8
TDA Other Subsidies 2.9 13.9 (11.0)
Prop A Incentive 1.1 9.1 (8.0)
Metro Rapid Improvements 13 5.5 (4.2)
Regional Surface Transportation Projects (CFP) 9.2 343 (25.1)
Freeway Projects (CFP) 4.1 25.4 (21.3)
Local Traffic System (CFP) 8.3 11.6 (3.3)
Bus Capital (CFP) 0.5 33 (2.8)
Misc Call for Projects 0.2 0.7 (0.5)
Soundwalls Program 1.4 7.6 (6.2)
ASI 14.0 14.0 -

Metrolink Operating 26.3 27.3 (1.0)
Metrolink Capital 1.3 20 (0.7)
Regional EZ Pass 4.8 4.3 0.5
Immediate Needs; SHORE 2.2 2.7 {0.5)
Regional Grantee 0.9 27 (1.8)
Transit Security - 3.1 (3.1
Other Planning Projects 0.5 1.5 (1.0)
Total $307.7 $421.9 ($114.2)

Generally, subsidy-to-others experience cash flow delays due to the timing of invoicing
from other entities. The STA subsidy amount above represents payment of prior year

unspent reserves.

State Accounting procedures for FY08 have changed which means the State no longer
advances recipients estimated revenues for the quarter. We did not receive the actual
STA receipts for the first quarter until January 2008 and for the second quarter until
February 2008. Consequently, through December 31, 2007, none of the operators had
received any FY08 STA disbursements for the current year. No accrual of expenses was
recorded because Operators have to invoice us for their share of STA and then pass an

efficiency test before earning the subsidy.

The Special Revenue Fund and the General Fund also include budget for work done by
us, such as, planning and programming of funds, Freeway Service Patrol, Service
Authority for Freeway Emergencies (SAFE), Internal Auditing and Inspector General
expenditures, Ethics and County Counsel expenditures, all lobbying activities and other
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non-allocable costs. The second quarter YTD account summary for these departments,
excluding subsidies (reported separately), is summarized below:

For the six months ended December 31, 2007

Variance
(Amounts in Millions) Actual Budget Over/(Under)
Operating Expenditures
Labor $14.4 $15.4 ($1.0)
Fringe Benefits 49 49 -
Professional Services 13.2 271 (13.9)
Other Services 11.9 231 (11.2)
Workers' Comp 0.3 0.2 0.1
Insurance 0.2 0.2 -
Travel 0.1 0.2 (0.1)
Others 48 5.9 (1.1)
Overhead 1.6 0.7 0.9
Total Operating Expenditures $51.4 $77.7 ($26.3)

GOVERNMENTAL FUNDS OUTLOOK

Both the subsidies-to-others (Special Revenue Fund) and non-allocable expenses are
expected to end the year below the FY08 budget. Historically, these budgets are not
fully expended due to delays in invoicing from the Prdject managers, and the complexity
of the professional and contracted services contracts.

Attachment: Capital Program Status Report

Prepared by: Office of Management & Budget
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WA

Terry Matsumoto
Chief Financial Services Officer and Treasurer

O FF
Roger Snoble v
Chief Executive Officer
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